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PREFACE  TO  THE   THIRD  EDITION. 


TN  this  edition  several  chapters  have  been  re-written; 
chiefly  in  order  to  meet  the  need,  which  experience  has 
shown  to  exist,  for  fuller  explanation  on  certain  points. 

The  most  important  change  is  in  the  survey  of  the  central 
problem  of  distribution  and  exchange,  which  occupies  the  first 
two  chapters  of  Book  vi.  (Book  vii.  of  the  first  edition).  In 
earlier  editions  the  reader  was  left  to  import  into  them  the 
results  of  the  preceding  Books.  But  I  had  underrated  the 
difficulty  of  doing  that;  as  is  shown  by  the  fact  that  able 
and  careful  critics  both  at  home  and  abroad  have  raised 
objections  to  those  chapters  which  had  been  anticipated  in 
other  parts  of  the  volume.  It  seemed  necessary  therefore, 
to  embody  in  those  central  chapters  a  good  deal  that  had 
been  said  before ;  and  to  supplement  by  still  further  expla- 
nations. 

The  first  of  these  chapters,  after  reproducing  a  short 
historical  introduction  from  the  earlier  editions,  discusses 
one  side  of  the  problem  of  distribution;  namely  that  on 
which  the  forces  of  demand  work. 

The  following  chapter  deals  first  with  the  side  of  supply, 
and  then  with  the  two  sides  together.  Some  economists 
have  treated  the  causes  aflfecting  the  supply  of  the  agents 
of   production,  as  exercising  an   influence  in   distribution 
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generally,  not  co-ordinate  with,  but  only  subordinate  to  that 
of  the  forces  of  demand ;  and  a  further  attempt  is  made  in 
this  chapter  to  show  that  such  a  treatment,  however  appro- 
priate to  passing  movements  of  distribution,  cannot  properly 
be  applied  to  the  broad  central  problem  of  normal  distribu- 
tion. The  chapter  ends  with  a  fuller  discussion  of  general 
wages  than  had  been  given  in  earlier  editions ;  and  discusses 
the  relations  between  different  kinds  of  surpluses. 

The  fifth  and  sixth  chapters  of  Book  I.  and  the  sixth 
chapter  of  Book  iii.  have  been  somewhat  modified  and 
enlarged  in  order  to  make  more  clear  how  closely  the  econo- 
mist adheres  in  substance  to  the  methods  of  inference  and 
judgment  of  ordinary  life ;  and  how  thorough  are  the  harmony 
and  the  mutual  dependence  between  the  analytical  and  the 
inductive,  or  historical,  methods  of  economic  study. 

The  chapters  on  Capital  and  Income  in  Book  II.  have 
been  combined  and  re-written  (see  also  Book  VI.  Ch.  i.  §  10, 
and  Ch.  II.  §  10)  in  order  to  give  effect  to  a  long  cherished 
design,  from  which  I  have  been  held  back  hitherto  by  the 
fear  of  breaking  too  much  with  tradition  and  especially 
English  tradition.  I  have  steadily  grown  in  the  conviction 
that  there  is,  and  from  the  nature  of  the  case  there  must  be, 
something  artificial  in  every  broad  distinction  between  capital 
in  general  (or  "  social "  capital,  i.e.  capital  not  regarded  from 
the  point  of  view  of  an  individual)  and  other  forms  of  wealth. 
For  indeed  whatever  line  of  division  be  taken,  the  attributes 
assigned  to  capital  are  not  present  in  equal  degrees  in  all 
forms  of  capital,  and  they  are  present  in  some  degree  in 
other  forms  of  wealth :  such  statements  for  instance  as  that 
capital  supports,  or  aids,  or  employs  labour,  are  not  true 
without  reserve  of  all  things  that  lie  within  any  line  of  de- 
marcation that  has  been  proposed  for  capital ;  and  they  are 
true  in  a  measure  of  some  forms  of  wealth  that  lie  outside 
the  line.     The  discussions  of  ordinary  business  life  give  us 
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little  guidance,  and  impose  on  us  no  restrictions  in  the 
matter:  for  they  refer  almost  exclusively  to  capital  from 
the  point  of  view  of  the  individual  or  "  trade-capital " :  and, 
when  they  take  a  wider  scope,  they  do  not  draw  a  firm  and 
clear  line  between  capital  and  other  forms  of  accumulated 
wealth.  Economists  remain  therefore  free  to  choose  their 
standard  definition  of  Capital  with  a  view  to  their  own  con- 
venience ;  and  it  seems  clear  that  the  discussion  of  the  dis- 
tribution of  the  national  income  or  dividend  is  that  to  which 
it  is  most  important  that  their  use  of  the  term  should  be 
appropriate;  and  this  points  to  the  treatment  of  "capital" 
and  "  income  "  as  correlative  terms.  Of  course  all  wealth  is 
designed  to  yield  what  in  pure  theory  may  be  called  "an 
income  "  of  benefit  or  gain  in  some  form  or  other ;  but  the 
language  of  the  market  place  refuses  to  admit  so  broad  a 
use  of  the  term  Income  as  that.  It  is  however  tolerably  con- 
sistent in  commonly  including  a  certain  number  of  forms 
of  income,  other  than  money  income ;  and  this  consensus 
may  well  be  turned  to  account.  Labour  is  already  defined  by 
nearly  all  economists  so  as  to  include  those  activities,  and 
those  only,  which  are  commonly  regarded  as  the  source  of 
income  in  this  broader  use  of  the  term  :  and  most  if  not  all 
economists  glide  imperceptibly  to  a  closely  corresponding  use 
of  capital  when  they  come  to  discuss  the  problem  of  dis- 
tribution. It  is  now  proposed  to  do  this  deliberately, 
and  to  define  capital  (from  the  general  point  of  view)  as 
wealth  which  yields  "income"  in  forms  that  are  admitted 
in  the  broader  use  of  the  term  in  the  market  place'. 

'  Among  minor  changes,  which  often  afiect  only  one  or  two  paragraphs,  may 
be  mentioned  those  on  pp.  20,  21  on  the  economic  conditions  of  ancient  Rome ; 
57  n  and  59  on  Adam  Smith;  118  on  the  name  Economics;  179  and  183,  1  on 
variations  of  elasticity  of  demand ;  192  on  working  men's  budgets ;  196,  7  on  the 
pleasnre  of  ownership ;  214-9  on  the  plan  of  Book  it.  ;  249,  50  on  Tnrgot's  state- 
ment of  the  law  of  diminishing  return ;  259  on  the  area  of  the  earth's  surface  not 
yet  cultivated ;  263,  4  on  conditions  affecting  birth-rate ;  272,  3  on  vital  statistics ; 
280  n  on  the  growth  of  towns ;  319  on  the  influence  of  financial  systems  on  the 
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The  ambiguous  term  "  detennine  "  has  been  displaced,  in 
spite  of  its  prestige,  by  "  govern  "  or  "  indicate  "  as  occasion 
requires.  Technical  terms  have  been  dispensed  with,  where- 
ever  it  was  possible  to  do  so  without  great  loss  of  clearness 
or  brevity. 

In  preparing  this  edition  I  have  received  very  great 
assistance  from  my  wife,  and  much  from  Prof.  Edgeworth ; 
and  helpful  suggestions  from  Profs.  Ashley,  Mackenzie,  Sidg- 
wick  and  Taussig,  and  from  Mr  Bateson  and  Mr  Berry. 

apparent  as  distiugnished  from  the  real  growth  of  wealth ;  329  on  the  inheritance 
of  acquired  faculties  throngh  other  than  physical  means ;  426  n,  and  427,  8  on 
"the  long  mn";  435-8  on  the  relation  between  snpplementarj  costs  and  quasi- 
rents;  444 n,  445 n  on  some  abnormal  movements  of  value;  463 n  on  the  doctrine 
of  impnted  value ;  559-561,  563  and  665,  on  Bicardo's  doctrine  as  to  valne ;  474-6 
on  the  phrase  "rent  does  not  enter  into  cost  of  prodaction";  62571  on  "task- 
wages  " ;  661-4  on  the  absence  of  any  broad  difference  between  the  older  and  the 
newer  doctrines  of  interest  [the  order  of  the  following  pages  665-72  has  been 
changed,  and  the  sammary  which  preceded  them  has  been  distributed  between 
Chs.  I.  n.  and  xn.  of  Book  vi.] ;  674  on  the  interest  of  the  working  classes  that 
the  pnrchasing  power  of  money  should  increase  with  the  progress  of  man's 
command  over  nature ;  693  on  remuneration  for  the  net  evils  of  risk  as  an  element 
of  normal  profits ;  710n  on  Petty' s  anticipation  of  the  independence  of  thedoctrine 
of  rent  of  any  particular  form  of  land  tenure ;  799-805  on  mathematical  versions 
of  some  parts  of  the  theory  of  exchange  and  distribution ;  on  the  limits  within 
which  such  versions  are  applicable,  and  on  their  use  within  those  limits. 
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Economic  conditions  are  constantly  changing,  and  each 
generation  looks  at  its  own  problems  in  its  own  way. 
In  England,  as  well  as  on  the  Continent  and  in  America, 
Economic  studies  are  being  more  vigorously  pursued  now 
than  ever  before ;  but  all  this  activity  has  only  shown  the 
more  clearly  that  Economic  science  is,  and  must  be,  one  of 
slow  and  continuous  growth.  Some  of  the  best  work  of 
the  present  generation  has  indeed  appeared  at  first  sight  to 
be  antagonistic  to  that  of  earlier  writers;  but  when  it  has 
had  time  to  settle  down  into  its  proper  place,  and  its  rough 
edges  have  been  worn  away,  it  has  been  found  to  involve 
no  real  breach  of  continuity  in  the  development  of  the 
science.  The  new  doctrines  have  supplemented  the  older, 
have  extended,  developed,  and  sometimes  corrected  them, 
and  often  have  given  them  a  different  tone  by  a  new  dis- 
tribution of  emphasis;  but  very  seldom  have  subverted 
them. 

The  present  treatise  is  an  attempt  to  present  a  modem 
version  of  old  doctrines  with  the  aid  of  the  new  work,  and 
with  reference  to  the  new  problems,  of  our  own  age.  Its 
general  scope  and  purpose  are  indicated  in  Book  i.;  at  the 
end  of  which  a  short  account  is  given  of  what  are  taken  to 
be  the  chief  subjects  of  economic  inquiry,  and  the  chief 
practical  issues  on  which  that  inquiry  has  a  bearing.  In 
accordance   with   English   traditions,  it  is    held    that    the 
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functions  of  the  science  are  to  collect,  arrange  and  analyse 
economic  facts,  and  to  apply  the  knowledge,  gained  by 
observation  and  experience,  in  determining  what  are  likely 
to  be  the  immediate  and  ultimate  effects  of  various  groups 
of  causes ;  and  it  is  held  that  the  Laws  of  Economics  are 
statements  of  tendencies  expressed  in  the  indicative  mood, 
and  not  ethical  precepts  in  the  imperative.  Economic  laws 
and  reasonings  in  fact  are  merely  a  part  of  the  material, 
of  which  Conscience  and  Common-sense  have  to  make  use 
in  solving  practical  problems,  and  in  laying  down  rules 
which  may*  be  a  guide  in  life. 

But  ethical  forces  are  among  those  of  which  the  eco- 
nomist has  to  take  account.  Attempts  have  indeed  been 
made  to  construct  an  abstract  science  with  regard  to  the 
actions  of  an  "Genomic  man,"  who  is  under  no  ethical 
influences  and  who  pursues  pecuniary  gain  warily  and 
energetically,  but  mechanically  and  selfishly.  But  they 
have  not  been  successful,  nor  even  thoroughly  carried  out ; 
for  they  have  never  really  treated  the  economic  man  as 
perfectly  selfish.  No  one  could  be  relied  on  better  than 
the  economic  man  to  endure  toil  and  sacrifice  with  the 
unselfish  desire  to  make  provision  for  his  family ;  and  his 
normal  motives  have  always  been  tacitly  assumed  to  include 
the  family  affections.  But  if  these  motives  are  included, 
why  not  also  all  other  altruistic  motives,  the  action  of  which 
is  so  far  uniform  in  any  class  at  any  time  and  place,  that 
it  can  be  reduced  to  general  rule  ?  There  seems  to  be  no 
good  reason  against  including  them :  and  in  the  present 
book  normal  action  is  taken  to  be  that  which  may  be  ex- 
pected, under  certain  conditions,  fi-om  the  members  of  an 
industrial  group;  and  no  attempt  is  made  to  exclude  the 
influence  of  any  motives,  the  action  of  which  is  regular, 
merely  because  they  are  altruistic.  If  the  book  has  any 
special  character  of  its  own,  that  may  perhaps  be  said  to 
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lie  in  the  prominence  which  it  gives  to  this  and  other 
applications  of  the  Principle  of  Continuity. 

This  Principle  is  applied  not  only  to  the  ethical  quality 
of  the  motives  by  which  a  man  may  be  influenced  in 
choosing  his  ends,  but  also  to  the  sagacity,  the  energy 
and  the  enterprise  with  which  he  pursues  those  ends. 
Thus  stress  is  laid  on  the  fact  that  there  is  a  continuous 
gradation  from  the  actions  of  "city  men,"  which  are  based 
on  deliberate  and  far-reaching  calculations,  and  are  executed 
with  vigour  and  ability,  to  those  of  ordinary  people  who 
have  neither  the  power  nor  the  will  to  conduct  their  affairs 
in  a  business-like  way.  The  normal  willingness  to  save,  the 
normal  willingness  to  undergo  a  certain  exertion  for  a  certain 
pecuniary  reward,  or  the  normal  alertness  to  seek  the  best 
markets  in  which  to  buy  and  sell,  or  to  search  out  the  most 
advantageous  occupation  for  oneself  or  for  one's  children — 
all  these  and  similar  phrases  must  be  relative  to  the  mem- 
bers of  a  particular  class  at  a  given  place  and  time ;  but, 
when  that  is  once  understood,  the  theory  of  normal  value  is 
applicable  to  the  actions  of  the  unbusiness-like  classes  in  the 
same  way,  though  not  with  the  same  precision  of  detail,  as 
to  those  of  the  merchant  or  banker. 

And  as  there  is  no  sharp  line  of  division  between  conduct 
which  is  normal,  and  that  which  has  to  be  provisionally 
neglected  as  abnormal,  so  there  is  none  between  normal 
values  and  "current"  or  "market"  or  "occasional"  values. 
The  latter  are  those  values  in  which  the  accidents  of  the 
moment  exert  a  preponderating  influence ;  while  normal 
values  are  those  which  would  be  ultimately  attained,  if  the 
economic  conditions  under  view  had  time  to  work  out  un- 
disturbed their  full  effect.  But  there  is  no  impassable  gulf 
between  these  two ;  they  shade  into  one  another  by  continu- 
ous gradations.  The  values  which  we  may  regard  as  normal 
if  we  are  thinking  of  the  changes  from  hour  'to.  hour  on  a 
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Produce  Exchange,  do  but  indicate  current  variations  with 
regard  to  the  year's  history:  and  the  normal  values  with 
reference  to  the  year's  history  are  but  current  values  with 
reference  to  the  history  of  the  century.  For  the  element  of 
Tme^hich  is  the  centre  of  the  chief  diflSculty  of  almost 
every  economic  problem,  is  itself  continuous :  Nature  knows 
no  absolute  partition  of  time  into  long  periods  and  short ; 
but  the  two  shade  into  one  another  by  imperceptible  grada- 
tions, and  what  is  a  short  period  for  one  problem,  is  a  long 
period  for  another. 

Thus  for  instance  the  greater  part,  though  not  the  whole, 
of  the  distinction  between  Rent  and  Interest  on  capital  turns 
on  the  length  of  the  period  which  we  have  in  view.  That 
which  is  rightly  regarded  as  i^figeat  on  "  free  "  or  "  floating  " 
capital,  or  on  new  investments  of  capital,  is  more  properly 
treated  as  a  sort  of  rent — a  QMjSJ^xmt  it  is  called  below — on 
old  investments  of  capital.  And  there  is  no  sharp  line  of 
division  between  floating  capital  and  that  which  has  been 
"  sunk  "  for  a  special  branch  of  production,  nor  between  new 
and  old  investments  of  capital ;  each  group  shades  into  the 
other  gradually.  And  thus  even  the  rent  of  land  is  seen, 
not  as  a  thing  by  itself,  but  as  the  leading  species  of  a  large 
genus ;  though  indeed  it  has  peculiarities  of  its  own  which 
are  of  vital  importance  from  the  point  of  view  of  theory  as 
well  as  of  practice. 

Again,  though  there  is  a  sharp  line  of  division  between 
man  himself  and  the  appliances  which  he  uses ;  and  though 
the  supply  of,  and  the  demand  for,  human  efforts  and  sacrifices 
have  peculiarities  of  their  own,  which  do  not  attach  to  the 
supply  of,  and  the  demand  for,  material  goods ;  yet,  after  all, 
these  material  goods  are  themselves  generally  the  result  of 
human  efforts  and  sacrifices.  The  theories  of  the  values  of 
labour,  and  of  the  things  made  by  it,  cannot  be  separated : 
they  are  parts  of  one  great  whole;    and  what  differences 
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there  are  between  them  even  in  matters  of  detail,  turn  out 
on  inquiry  to  be,  for  the  most  part,  differences  of  degree 
rather -than  of  kind.  As,  in  spite  of  the  great  differences  in 
form  between  birds  and  quadrupeds,  there  is  one  Funda- 
mental Idea  running  through  all  their  frames,  so  the 
general  theory  of  the  equilibrium  of  aemand  and  ^pply 
is  a  Fundamental  Idea  running  through  the  frames  of  all 
the  various  parts  of  the  central  problem  of  Distribution  and 
Exchange  ^. 

Another  application  of  the  principle  of  Continuity  is  to 
the  use  of  terms.  There  has  always  been  a  temptation  to 
classify  economic  goods  in  clearly  defined  groups,  about 
which  a  number  of  short  and  sharp  propositions  could  be 
made,  to  gratify  at  once  the  student's  desire  for  logical  pre- 
cision, and  the  popular  liking  for  dogmas  that  have  the  air 
of  being  profound  and  are  yet  easily  handled.  But  great 
mischief  seems  to  have  been  done  by  yielding  to  this  temp- 
tation, and  drawing  broad  artificial  lines  of  division  where 
Nature  has  made  none.  The  more  simple  and  absolute  an 
economic  doctrine  is,  the  greater  will  be  the  confusion  which 
it  brings  into  attempts  to  apply  economic  doctrines  to  prac- 
tice, if  the  dividing  lines  to  which  it  refers  cannot  be  found 
in  real  life.  There  is  not  in  real  life  a  clear  line  of  division 
between  things  that  are  and  are  not  Capital,  or  that  are 
and  are  not  Necessaries,  or  again  between  labour  that  is  and 
is  not  Productive. 

The  notion  of  Continuity  with  regard  to  development  is 
common  to  all  modern  schools  of  economic  thought,  whether 

1  In  the  Economics  of  Industry  published  by  my  wife  and  myself  in  1879  an 
endeavoor  was  made  to  show  the  nature  of  this  fondamental  nnity.  A  short 
provisional  acconnt  of  the  relations  of  demand  and  supply  was  given  before  the 
theory  of  Distribution;  and  then  this  one  scheme  of  general  reasoning  w«s 
applied  in  succession  to  the  earnings  of  labour,  the  interest  on  capital  and  the 
Earnings  of  Management.  Bot  the  drift  of  this  arrangement  was  not  made 
sufBciently  clear;  and  on  Professor  Nicholson's  suggestion,  more  prominence  has 
been  given  to  it  in  the  present  volume. 


xlv  PREFACE   TO   THE   FIRST   EDITION. 

the  chief  intiuences  acting  on  them  are  those  of  biology,  as 
represented  by  the  writings  of  Herbert  Spencer;  or  of  history 
and  philosophy,  as  represented  by  Hegel's  Philosophy  of 
History,  and  by  more  recent  ethico-historical  studies  on  the 
Continent  and  elsewhere.  These  two  kinds  of  influences 
have  affected,  more  than  any  other,  the  substance  of  the 
views  expressed  in  the  present  book ;  but  their  form  has 
been  most  affected  by  mathematical  conceptions  of  Con- 
tinuity, as  represented  in  Coumot's  Prindpes  Mathematiques 
de  la  Thdorie  des  Richesses.  He  taught  that  it  is  necessary 
to  face  the  difficulty  of  regarding  the  various  elements  of 
an  economic  problem, — not  as  determining  one  another  in  a 
chain  of  causation,  A  determining  B,  B  determining  G,  and  so 
on — but  as  all  mutually  determining  one  another.  Nature's 
action  is  complex :  and  nothing  is  gained  in  the  long  run  by 
pretending  that  it  is  simple,  and  trying  to  describe  it  in  a 
series  of  elementary  propositions. 

Under  the  guidance  of  Coumot,  and  in  a  less  degree  of 
von  Thtinen,  I  was  led  to  attach  great  importance  to  the 
fact  that  our  observations  of  nature,  in  the  moral  as  in  the 
physical  world,  relate  not  so  much  to  aggregate  quantities, 
as  tn^firBnfiftTif-.R  nf  qnanf.it.ipg,  and  that  in  particular  the 
demand  for  a  thing  is  a  continuous  function,  of  which  the  "  mar- 
nal^'  increment  is,  in  stable  equilibrium,  balanced  against 
'the  corresponding  increment  of  its  cost  of  production.  It  is 
not  easy  to  get  a  clear  full  view  of  Continuity  in  this  aspect 
without  the  aid  either  of  mathematical  symbols  or  of  dia- 
grams.    The  use  of  the  latter  requires  no  special  knowledge, 

'  The  term  "marginal"  increment  is  in  harmony  irith  von^Jiunen[smathods 
of  thought  and  ^as  suggested  to  me  by  him,  though  he  Aos&Aiot  actoally  nse  it. 
It  has  been  for  some  time  commonly  ased  by  Anatrian  economists  on  the  initiative 
of  Prof.  Wieser,  and  it  has  been  adopted  by  Mr  Wicksteed.  When  Jevons'  Theory 
appeared,  I  adopted  his  word  "final";  bnt  I  have  been  gradually  convinced  that 
"marginal "  is  the  better.  [In  the  first  Edition  this  footnote  implied  wrongly  that 
the  phrase,  as  well  as  the  idea  of,  Marginal  Increment  could  be  traced  to  von 
Thiinen.] 
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and  they  often  express  the  conditions  of  economic  life  more 
accurately,  as  well  as  more  easily,  than  do  mathematical 
symbols;  and  therefore  they  have  been  applied  as  supple- 
mentary illustrations  in  the  footnotes  of  the  present  volume. 
The  argument  in  the  text  is  never  dependent  on  them  ;  and 
they  may  be  omitted;  but  experience  seems  to  show  that 
they  give  a  firmer  grasp  of  many  important  principles  than 
can  be  got  without  their  aid ;  and  that  there  are  many  pro- 
blems of  pure  theory,  which  no  one  who  has  once  learnt  to 
use  diagrams  will  willingly  handle  in  any  other  way. 

The  chief  use  of  pure  mathematics  in  economic  questions 
seems  to  be  in  helping  a  person  to  write  down  quickly,  shortly 
and  exactly,  some  of  his  thoughts  for  his  own  use :  and  to 
make  sure  that  he  has  enough,  and  only  enough,  premisses 
for  his  conclusions  (i.e.  that  his  equations  are  neither  more 
nor  less  in  number  than  his  unknowns).  But  when  a  great 
many  symbols  have  to  be  used,  they  become  very  laborious 
to  anyone  but  the  writer  himself  And  though  Coumot's 
genius  must  give  a  new  mental  activity  to  everyone  who 
passes  through  his  hands,  and  mathematicians  of  calibre 
similar  to  his  may  use  their  favourite  weapons  in  clearing  a 
way  for  themselves  to  the  centre  of  some  of  those  difficult 
problems  of  economic  theory,  of  which  only  the  outer  fringe 
has  yet  been  touched ;  yet  it  seems  doubtful  whether  any- 
one spends  his  time  well  in  reading  lengthy  translations 
of  economic  doctrines  into  mathematics,  that  have  not 
been  made  by  himself  A  few  specimens  of  those  applica- 
tions of  mathematical  language  which  have  proved  most 
useful  for  my  own  purposes  have,  however,  been  added  in  an 
Appendix '. 

1  Manj  of  the  diagrams  in  this  book  hare  appeared  in  print  abeady :  and  I 
may  take  this  opportunity  of  giving  their  history.  Mr  Henry  Cnnynghame  who 
was  attending  my  lectnres  in  1873,  seeing  me  annoyed  by  being  nnable  to  draw 
a  series  of  rectangular  hyperbolas,  invented  a  beantifol  and  original  machine  for 
the  purpose.    It  was  shown  at  the  Cambridge  Philosophical  Society  in  1873 ;  and, 
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I  have  to  acknowledge  much  assistance  in  preparing  this 
volume  for  the  press.  My  wife  has  aided  and  advised  me  at 
every  stage  of  the  MSS.  and  of  the  proofs,  and  it  owes  a 
very  great  deal  to  her  suggestions,  her  care  and  her  judg- 
ment. Mr  J.  N.  Keynes,  and  Mr  L.  L.  Price  have  read  all 
the  proofs  and  have  never  returned  me  any  without  improv- 
ing them  much :  Mr  Arthur  Berry  and  Mr  A.  W.  Flux  have 
given  me  valuable  help  in  connection  with  the  mathe- 
matical Appendix;  and  my  father,  Mr  W.  H.  B.  Hall  and 
Mr  C.  J.  Clay  have  assisted  me  on  special  points. 

to  explain  its  nse,  I  read  a  paper  (briefly  reported  in  the  Proceedings,  Fart  xt. 
pp.  318-9),  in  which  I  described  the  theories  of  Mnltlple  Positions  of  Eqni- 
librinm  and  of  Monopoly  values  very  nearly  as  they  are  given  below  (Book  v. 
Ch.  V.  and  vni.).  In  1875-7  I  nearly  completed  a  draft  of  a  treatise  on  The 
Theory  of  foreign  Trade,  with  som£  allied  problems  relating  to  the  doctrine  of 
Laiaser  Faire.  The  first  Part  of  it  was  intended  for  general  use,  while  the 
second  Part  was  technical;  nearly  all  the  diagrams  that  are  now  in  Book  v. 
Ch.  v.,  vn.  and  vm.  [Ch.  xi.,  xu.,  xm.  of  the  present  edition]  were  introduced  in 
it,  in  connection  with  the  problem  of  the  relation  of  Protection  to  the  Maximum 
Satisfaction  of  the  community;  and  there  were  others  relating  to  Foreign  Trade. 
But  in  1877  I  turned  aside  to  work  at  the  Economics  of  Industry,  ttnd  afterwards 
was  overtaken  by  an  illness,  which  nearly  suspended  my  studies  for  several  years. 
Meanwhile  the  MSS.  of  my  first  projected  treatise  were  lying  idle :  and  it  is  to 
them  that  Professor  Sidgwick  refers  in  the  Preface  to  his  Political  Economy. 
With  my  consent  he  selected  four  chapters  (not  consecutive)  out  of  the  second 
Part,  and  printed  them  for  private  circulation.  These  four  chapters  contained 
most  of  the  substance  of  Book  v.  Ch.  v.  and  vn.,  but  not  Ch.  vin.  [i.e.  Ch.  xi.  and 
xn.  but  not  xm.  of  the  third  edition]  of  the  present  work;  together  with  two 
chapters  relating  to  the  equilibrium  of  foreign  trade.  They  have  been  sent  to  many 
economists  in  England  and  on  the  Continent:  it  is  of  them  that  Jevons  speaks 
in  the  Preface  to  the  second  edition  of  his  Theory  (p.  xlv) ;  and  many  of  the 
diagrams  in  them  relating  to  foreign  trade  have  been  reproduced  with  generous 
acknowledgments  by  Prof.  Fantaleoni  in  his  Principii  di  Economia  Pura. 

July,  1890. 
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'^  I  Chapter  III.    The  growth  of  free  indnstry  and  enterprise,  continued. 

§  1.  The  character  of  Englishmen  early  showed  signs  of  their  modem 
faculty  for  organized  action.  Their  trade  has  been  a  consequence  of  their 
activity  in  production  and  in  navigation.  The  capitalist  organization  of 
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of  food  forced  down  real  wages.  But  the  new  system  had  saved  England 
from  French  armies.  §  7.  Progress  during  the  nineteenth  century.  The 
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collectivism,  which  wiU  be  higher  than  the  old,  because  they  will  be  based 
on  strong  self-disciplined  individuality.  §  8.  The  influence  of  American, 
Australian,  and  German  experience  on  England,  ,        ,        ,        pp.  33 — 51 
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people  should  be  the  first  aim  of  the  statesman.  §  3.  Adam  Smith 
developed  the  doctrine  of  free  trade,  and  found  in  the  theory  of  value  a 
common  centre  that  gave  unity  to  economic  science.  §  4.  The  study  of 
facts  was  carried  on  by  Young,  Eden,  Malthus,  Tooke  and  others.  §  5. 
Many  of  the  English  economists  at  the  beginning  of  the  century  had  a  bias 
towards  rapid  generalization  and  deductive  reasoning,  but  they  were  well 
acquainted  with  affairs  and  studied  the  condition  of  the  working  classes. 
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other  influences ;  and  may  itself  arise  from  noble  motives.  The  range  of 
economic   measurement   may  gradually  extend   to   much  philanthropic 
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Rent.  Conjuncture.  §  2.  Consumers'  rent  in  relation  to  the  demand  of 
an  individual ;  §§  3,  4  and  in  relation  to  a  market.  This  analysis  gives 
definite  expression  to  familiar  notions,  but  introduces  no  new  subtlety. 
Individual  differences  of  character  may  be  neglected  when  we  consider  the 
average  of  large  numbers  of  people ;  and  if  these  include  rich  and  poor  in 
equal  proportions,  price  becomes  a  fair  measure  of  utility,  §  5  provided 
allowance  is  made  for  collective  wealth.  §  6.  Bernoulli's  suggestion. 
Broader  aspects  of  the  utility  of  wealth pp.  200 — 213 


BOOK   IV. 

THE  AGENTS  OF  PRODUCTION. 
LAND,   LABOUE,  CAPITAL  AND   OBGANIZATION. 

^  ^^hapter  I,*    Introductory.    §  l.    The  agents  of  production    are  Land, 
^  Labour  and  Capital :  nnder  Capital  is  included  Business  Organization, 

which  must  for  some  purposes  be  studied  separately.  For  other  purposes 
Capital  may  be  combined  with  Labour,  and  the  agents  of  production  become 
Nature  and  Man.  §  2.  Marginal  disutility.  Although  labour  is  sometimes 
its  own  reward,  we  may  regard  its  supply  as  governed  by  the  price  which  is 
to  be  got  for  it.     The  Supply  Schedule  for  a  commodity.    Supply  Price. 

pp.  214—219 

Chapter  II.  The  fertility  of  land.  §  l.  The  notion  that  land  is  a  free 
gift  of  nature  while  the  produce  of  land  is  due  to  man's  work  is  not  strictly 
accurate  :  but  there  is  a  truth  underlying  it.  §  2.  Mechanical  and  chemi- 
cal conditions  of  fertility.  §  3.  Man's  power  of  altering  the  character  of 
the  soil.  §  4.  The  original  qualities  count  for  more,  and  the  artificial  for 
less,  in  some  cases  than  in  others.  In  any  case  the  extra  return  to  addi- 
tional capital  and  labour  diminishes  sooner  or  later.         .        pp.  220 — 228 
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Chapter  III.   The  fertility  of  land,  continued.    The  law  of  diminishing 

return.  §  l-  Land  may  be  nnder-cultivated  and  then  the  return  due  to 
extra  capital  and  labour  will  increase,  until  a  maximum  rate  has  been 
reached,  after  which  it  will  diminish  again.  Improved  methods  may 
enable  more  capital  and  labour  to  be  profitably  applied.  The  Law  relates 
to  the  amount  of  the  produce,  not  its  value.  §  2.  A  Dose  of  capital  and 
labour.  MargiTial  dose,  marginal  return,  margin  of  cultivation.  The 
marginal  dose  is  not  necessarily  the  last  in  time.  Surplus  Produce ;  its 
relation  to  rent.  Bioardo  confined  his  attention  to  the  circumstances  of  an 
old  country.  §  3.  Every  measure  of  fertility  must  be  relative  to  place  and 
time.  §  4.  As  a  rule  the  poorer  soils  rise  in  value  relatively  to  the  richer, 
as  the  pressure  of  population  increases.  §  5.  Bicardo  said  that  the 
richest  lands  were  cultivated  first;  this  is  true  in  the  sense  in  which  he 
meant  it.  But  it  was  misunderstood  by  Carey,  who  collected  instances  of 
new  settlers  passing  by  lands  which  have  ultimately  become  very  valuable. 
§  6.  But  Bicardo  had  underrated  the  indirect  advantages  which  a  dense 
population  offer  to  agriculture.  §  7.  The  Laws  of  Eetum  from  fisheries, 
mines  and  building  ground.  Note  on  the  meaning  of  the  phrase  "  a  Dose 
of  capital  and  labour." pp.  229—251 

Chapter  IV.    The  supply  of  labour.    The  growth  of  numbers.    §§  l,  2. 

History  of  the  doctrine  of  population.  §  3.  Malthus.  §§  4,  5.  Causes  that 
determine  marriage-rate  and  birth-rate.  §§  6,  7.  History  of  population  in 
England.    Note  on  International  vital  statistics.      .        .        pp.  252 — 273 

Chapter  V.  The  supply  of  labour,  continued.  Health  and  strength. 
§§  1,  2.  General  conditions  of  health  and  strength.  §  3.  The  necessaries 
of  life.  §  4.  Hope,  freedom  and  change.  §  5.  Influence  of  occupation. 
§  6.  Influence  of  town  life.  §§  7,  8.  Nature  left  to  herself  tends  to  weed 
out  the  weak.  But  much  well-meant  human  action  checks  the  increase  of 
the  strong,  and  enables  the  weak  to  survive.    Practical  conclusion. 

pp.  274—285 

Chapter  VI.   The  supply  of  labour,  continued.   Industrial  training. 

§§  1,  2.  Unskilled  labour  a  relative  term.  Skill  with  which  we  are 
familiar,  we  often  do  not  recognise  as  skill.  Mere  manual  skill  is  losing 
importance  relatively  to  general  intelligence  and  vigour.  General  ability 
and  specialized  skill.  §§  3,  4,  5.  Liberal  and  technical  education.  Ap- 
prenticeships. §  6.  Education  in  art.  §  7.  Mill  thought  that  the 
industrial  classes  were  divided  into  four  well-marked  grades  ;  but  all  such 
sharp  lines  of  division  are  tending  to  fade  away.        ,         .        pp.  286 — 301 

Chapter  VII.  The  growth  of  wealth.  §§  l— 3.  Unta  recently  there  was 
little  use  of  expensive  forms  of  auxiliary  capital ;  but  they  are  now  increas- 
ing fast,  as  is  also  the  power  to  accumulate.  §  4.  Security  as  a  condition 
of  saving.  §  5.  The  growth  of  a  money  economy  gives  new  temptations  to 
extravagance ;  but  it  has  enabled  people  who  have  no  faculty  for  business 
to  reap  the  fruits  of  saving.  §  6.  The  chief  motive  of  saving  is  family 
affection.  §  7.  Sources  of  accumulation.  Public  accumulations.  Co-opera- 
tion.   §  8.    Choice  between  present  and  deferred  pleasures.    Some  waiting. 
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or  postponement  of  gratification  is  generally  involved  in  the  accumalation 
of  wealth.  Interest  is  its  reward.  §§  9,  10.  The  higher  the  reward,  the 
greater  the  rate  of  saving  as  a  rale.  But  there  are  exceptions.  Note  on  the 
statistics  of  the  growth  of  wealth pp.  302 — 320 

Chapter  VIII.  Industrial  organization.  §§  i,  2.  The  doctrine  that 
organization  increases  efiSciency  is  old,  bat  Adam  Smith  gave  it  a  new  life. 
Economists  and  biologists  have  worked  together  in  examining  the  influence 
which  the  struggle  for  survival  exerts  on  organization ;  its  harshest  features 
softened  by  heredity.  §  3.  Ancient  castes  and  modern  classes.  §§  4,  5. 
Adam  Smith  was  cautious  but  many  of  his  followers  exaggerated  the 
economy  of  natural  organization.  The  development  of  faculties  by  use  and 
their  inheritance  through  early  training  and  possibly  in  other  ways. 

pp.  321—330 

Chapter  IX.  Industrial  organization,  continued.  Division  of  labour. 
The  influence  of  machinery,  §  l-  Practice  makes  perfect.  §  2.  In 
the  lower,  but  not  always  in  the  higher  grades  of  work  extreme  specialization 
increases  e£Bcienoy.  §  3.  The  influences  exerted  by  machinery  on  the 
quality  of  human  life  are  partly  good  and  partly  evil.  §  4.  Machine-made 
machinery  is  introducing  the  new  era  of  Interchangeable  Parts.  §  5. 
Illustration  from  the  printing  trade.  §  6.  Machinery  relieves  the  strain  on 
human  muscles ;  and  thus  prevents  monotony  of  work  from  involving 
monotony  of  Kfe.  §  7.  Specialized  skill  and  specialized  machinery 
compared.     External  and  Internal  economies.         .         .         pp.  331 — 347 

O    Chapter  X.   Industrial  organization,  continued.    The  concentration 
v^     of  specialized  industries  in  particular  locaUties.    §  i-    Localized 

industries  :  their  primitive  forms.  §  2.  Their  various  origins.  §  3.  Their 
advantages ;  hereditary  skill ;  the  growth  of  subsidiary  trades ;  the  use  of 
highly  specialized  machinery ;  a  local  market  for  special  skill.  §  4.  The 
influence  of  improved  means  of  communication  on  the  geographical 
distribution  of  industries.    Illustration  from  the  recent  history  of  England. 

pp.  348—358 

O  Chapter  XI.  Industrial  organization,  continued.  Production  on  a 
large  scale.  §  l-  The  typical  industries  for  our  present  purpose  are  those 
of  manufacture.  The  economy  of  material.  §§  2 — 4.  The  advantages  of  a 
large  factoi^  in  the  use  and  improvement  of  specialized  machinery,  in 
buying  and  selling ;  in  specialized  skill ;  and  in  the  subdivision  of  the 
work  of  business  management.  Advantages  of  the  small  manufactarer  in 
superintendence.  Modern  developments  of  knowledge  act  in  a  great 
measure  on  his  side.  §  5.  Large  and  small  trading  establishments.  §  6. 
Transport  trades.     Mines  and  quarries pp.  359 — 370 

Chapter  XII.  Industrisil  organization,  continued.  Business  manage- 
ment. §  1-  The  primitive  handicraftsman  dealt  directly  with  the  consumer ; 
and  so  do  as  a  rule  the  learned  professions  now.  §  2.  But  in  most 
businesses  the  services  of  a  special  class  of  undertakers  intervene.  §§  3,  4. 
The  chief  risks  of  undertaking  sometimes  separated  from  the  detailed  work 
of  management  in  the  building  and  some  other  trades.  The  undertaker 
who  is  not  an    employer.     §  5.    The   faculties    required    in  the  ideal 
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maniifaoturer.  §  6.  The  son  of  a  business  man  starts  with  so  many 
advantages,  that  one  might  expect  business  men  to  form  something  like  a 
caste ;  reasons  why  this  result  does  not  follow.  §  7.  Private  partnerships. 
§§  8,  9.  PnbUo  joint  stock  companies.  Government  undertakings.  §  10. 
Co-operative  association.  Profit-sharing.  §  11.  The  working  man's 
opportunities  of  rising.  He  is  hindered  less  than  at  first-sight  appears,  by 
his  want  of  capital;  for  the  Loan-fund  is  increasing  rapidly.  Bat  the 
growing  complexity  of  business  is  against  him.  §  12.  An  able  business 
man  speedily  increases  the  capital  at  his  command ;  and  one  who  is  not 
able  generally  loses  his  capital  the  more  rapidly,  the  larger  his  business  is. 
These  two  forces  tend  to  adjust  capital  to  the  ability  required  to  use  it  well. 
Business  ability  in  command  of  capital  has  a  fairly  defined  supply  price  in 
such  a  country  as  England pp.  371 — 392 

Chapter  XIIL    Conclusion.    The  law  of  increasing  in  relation  to  that 

•  of  diminishing  return.  §  l-  Summary  of  the  later  chapters  of  this 
Book.  §  2.  Cost  of  production  should  be  taken  with  reference  to  a  Repre- 
sentative Firm,  which  has  normal  access  to  the  economies  Internal  and 
External  belonging  to  a  given  aggregate  volume  of  production.  The  Laws 
of  Constant  Return  and  Increasing  Return.  §  3.  An  increase  of  numbers 
is  generally  accompanied  by  a  more  than  proportionate  increase  of  collective 
efficiency pp.  893—400 
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THE  THEOEY  OF  THE  EQUILIBRIUM  OF  DEMAND  AND 

SUPPLY. 

Chapter  I.  On  markets.  §  l-  introductory.  §  2.  Definition  of  a  Market. 
%  3.  Limitations  of  a  market  with  regard  to  Space.  General  conditions 
which  affect  the  extent  of  the  market  for  a  thing ;  suitability  for  grading 
and  sampling ;  portability.  §  4.  Highly  organized  markets.  §  5.  Even 
a  small  market  is  often  subject  to  indirect  influences  from  great  distances. 
§  6.    Limitations  of  market  with  regard  to  Time.      ,        ,        pp.  401 — 407 

O^  Chapter  II.    Temporaiy  equilibrium  of  demand  and  supply.   §  i.    in  a 

''  casual  barter  there  is  generally  no  true  equilibrium.  §  2.  In  a  local  com 
market  a  true,  though  temporary,  equilibrium  is  generally  reached.  §  3. 
As  a  rule,  the  marginal  utility  of  money  to  the  several  dealers  does  not 
appreciably  change  during  the  dealing  in  a  corn  market,  but  it  does  in  a 
labour  market.    Note  on  Barter. pp.  408 — 416 

O  ^Chapter  III.   Equilibrium  of  normal  demand  and  supply.   §  i-   Nearly 

all  dealings  in  commodities  that  are  not  very  perishable,  are  affected  by 
calculations  of  the  future.  §  2.  Real  and  Money  Cost  of  production. 
Expenses  of  production.  Factors  of  prodtiction.  §  3.  T?ie  Law  of  Sub- 
stitution. %  4.  The  position  from  which  we  start :  we  assume  free  play 
for  demand  and  supply.    Cost  of  production  by  a  Bepresentative  Firm. 
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§  7.  The  influence  of  utility  on  value  preponderates  during  short  periods, 
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Chapter  VIII.    On  the  value  of  an  appliance  for  prodnction  in  relation 
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tax,  fixed  in  total  amonnt,  on  a  monopoly,  will  not  diminish  prodaction ; 
nor  will  one  proportioned  to  monopoly  net  revenue ;  but  it  will  have  that 
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VALUE,  OK  DISTRIBUTION  AND  EXCHANGE. 

Chapter  I.*  Preliminaiy  survey  of  distribution  and  exchange.  §  i- 
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their  time  and  country,  that  wages  were  at  their  lowest  possible  level,  and 
that  much  the  same  was  true  of  the  interest  on  capital.  These  rigid 
assumptions  were  partially  relaxed  by  Adam  Smith,  and  by  Malthus. 
§§  2 — 5.  A  series  of  hypothetical  illustrations  of  the  influence  of  demand 
in  distribution  drawn  from  a  society,  in  which  the  problem  of  the  relations 
between  capital  and  labour  do  not  exist.  §§  6 — 9.  The  influence  of 
demand  in  distribution;  the  action  of  the  law  of  substitution  being 
directed  by  business  experts.  Marginal  uses  do  not  govern  value ;  but, 
together  with  value,  they  are  governed  by  the  general  conditions  of  demand 
and  supply.  The  net  product  of  a  particular  kind  of  labour ;  and  of  capital. 
The  demand  for  capital  in  general.  §  10.  The  national  dividend  is  taken 
to  include  those  elements  of  income  which  are  reckoned  as  such  in  ordinary 
discourse pp.  566 — 589 

Chapter  II.*  Preliminary  survey  of  distribution  and  exchange,  con- 
tinned.  §  1-  The  causes  affecting  the  supply  of  the  agents  of  production 
exert  a  coordinate  influence  with  those  affecting  demand  over  distribution. 
§§  2 — 4.  Becapitulation  of  the  causes,  discussed  in  Book  IT. ,  which  affect 
the  supply  of  various  forms  of  labour  and  capital.  The  irregular  influence 
which  an  increase  in  remuneration  exerts  on  the  exertion  put  forth  by  an 
individual.  The  more  regular  correspondence  between  normal  wages  and 
the  growth  of  the  population  in  numbers  and  vigour,  especially  the  latter. 
The  general  influence  exerted  on  the  accumulation  of  capital  and  other 
forms  of  wealth,  by  the  benefits  to  be  derived  from  saving.  §  5.  Land  may 
be  regarded  as  a  special  form  of  capital  in  relation  both  to  the  influence  of 
demand  in  distribution,  and  to  the  application  of  the  resources  of  an 
individual  in  production  :  but  it  stands  on  a  different  footing  from  capital 
relatively  to  that  normal  influence  of  the  forces  of  supply  in  distribution, 
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which  we  are  considering  in  the  present  chapter.  §  6.  A  technical 
discussion  as  to  consumer's  surplus ;  worker's  surplus ;  saver's  surplus ; 
and  the  temporary  producer's  surplus  or  quasi-rent  yielded  by  appliances 
for  production  made  by  man.  §  7.  The  mutual  relations  between  the 
earnings  and  efficiencies  of  different  groups  of  workers.  §  8.  We  assume 
throughout  no  more  enterprise,  knowledge  and,  freedom  of  competition 
than  are  in  fact  characteristic  of  the  particular  group  of  workers,  employers, 
&c.  at  the  place  and  time  under  discussion.  §§  9 — 11.  On  the  relations 
between  labour  in  general  and  capital  in  general.  Capital  aids  labour. 
And  it  competes  with  labour  for  the  field  of  employment :  but  this  phrase 
needs  to  be  interpreted  carefully.  Its  general  meaning,  at  all  events  with 
regard  to  normal  results,  is  that  some  kinds  of  labour  aided  by  much 
waiting  (or  saving)  compete  for  employment  with  other  kinds  of  labour 
aided  by  but  little  waiting.  The  influence  exerted  on  wages  by  the  growth 
of  wealth  in  other  forms  than  trade  capital.  The  limited  sense  in  which  it 
is  true  that  wages  depend  on  advances  made  by  capital.  The  flow  of 
resources  to  a  particular  employer  may  come  from  consumers  of  his  special 
wares.  But  to  say  that  the  flow  of  the  resources  which  sustain  production 
comes  from  consumers  in  general,  is  only  another  way  of  saying  that  it 
comes  from  the  national  dividend.  Note  on  the  doctrine  of  the  Wages 
Fund pp.  590—623 

Chapter  JII.  Demand  and  Supply  in  relation  to  Labour.  Real  and 
Nominal  Earnings.  §  l-  Competition  tends  to  make  weekly  wages  in 
similar  employments  not  equal,  but  proportionate  to  the  efficiency  of  the 
workers.  Time-earnings.  Payment  by  Piecework.  Efficiency-earnings. 
Time-earnings  do  not  tend  to  equality  but  efficiency-earnings  do.  §§  2,  3. 
Seal  wages  and  Nominal  wages.  Allowance  must  be  made  for  variations 
in  the  purchasing  power  of  money,  with  special  reference  to  the  consump- 
tion of  the  grade  of  labour  concerned ;  and  for  trade  expenses  and  all  inci- 
dental advantages  and  disadvantages.  §  4.  Wages  partly  paid  in  kind. 
§  5.  The  Truck  System.  §  6.  Uncertainty  of  success  and  irregularity  of 
employment.  §  7.  Supplementary  earnings.  Family  earnings.  §  8. 
The  attractiveness  of  a  trade  does  not  depend  merely  on  its  money- 
earnings,  but  its  Net  Advantages.  Influence  of  individual  and  national 
character.     Peculiar  conditions  of  the  lowest  grade  of  workers. 

pp.  624—637 

Chapter  IV.    Demand  and  Supply  in  relation  to  Labour,  continued. 

§  1.    The  importance  of  many  peculiarities  in  the  action  of  demand  and 
supply  with  regard  to  labour  depends  much  on  the  cumulativeness  of  their 
effects;  thus  resembling  the  influence  of  custom.    §§2 — 4.    First  peculiarity : 
^  the  worker  sells  his  work,  but  he  himself  has  no  price.     Consequently  the 

\  investment  of  capital  in  him  is  limited  by  the  means,  the  fore-thought,  and 

the  unselfishness  of  his  parents.  Importance  of  a  start  in  life.  Influence 
of  moral  forces.  §  5.  Second  peculiarity.  The  worker  inseparable  from  his 
work.  §  6.  Third  and  fourth  peculiarities.  .Labour  is  perishable,  and  the 
sellers  of  it  are  often  at  a  disadvantage  in  bargaining.        .        pp.  638 — 649 
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Chapter  V.   Demand  and  supply  in  relation  to  labour,  concluded. 

§  1.  The  fifth  peculiarity  of  labour  consists  in  the  great  length  of  time 
required  for  providing  additional  supplies  of  specialized  ability.  §  2; 
Parents  in  choosing  trades  for  their  children  must  look  forward  a  whole 
generation;  difficulties  of  forecasting  the  future.  §  3.  Movements  of 
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demand  for  general  ability.  §  4.  B£snm£  of  the  distinction  between 
long  and  short  periods  with  reference  to  normal  value.  §§  S,  6.  Fluctua- 
tions of  the  special  earnings  (or  quasi-rent)  of  skill  and  ability,  as  distin- 
guished from  those  which  compensate  for  the  exertion  involved  in  any 
particular  task.  §  7.  The  extra  income  earned  by  natural  abilities  may 
be  regarded  as  a  rent,  when  we  are  considering  the  sources  of  the 
incomes  of  individuals,  but  not  with  reference  to  the  normal  earnings  of  a 
trade pp.  650—660 

Chapter  VI.   Demand  and  supply  in  relation  to  capital.     §  i*-    The 

theory  of  interest  has  been  improved  recently  in  many  details,  but  has  not 
undergone  any  substantial  change.  §  2.  The  true  nature  of  interest  has 
been  in  the  main  well  understood  by  most  economists,  since  the  time  of 
Bicardo.  But  it  was  misconceived  in  the  Middle  Ages,  §  3  and  by 
Bodbertus  and  Marx.  §§  4,  5.  The  Gross  interest  paid  by  the  borrower 
includes  some  insurance  against  risks,  both  real  and  personal,  and  some 
earnings  of  management  as  well  as  true  or  Net  interest.  It  therefore 
does  not  tend  to  equality  as  net  interest  does.  Note  on  the  Purchasing 
Power  of  Money  in  relation  to  the  Eeal  Bate  of  Interest.         pp.  661 — 674 

Q;  ^^hapter  VII.  Demand  and  supply  in  relation  to  Capital,  Business 
^^^  Power  and  Industrial  Organization.  §  i.  The  one-sided  action  of 
the  law  of  Substitution.  The  ultimate  and  indirect  services  rendered  by 
any  form  of  business  management  play  very  little  part  in  determining 
its  success  in  the  Struggle  for  Survival.  Services  of  those  who  pioneer. 
§§  2,  3,  4.  The  action  of  the  Law  of  Substitution  in  controlling  Earnings 
of  Management,  illustrated  by  comparing  firstly  the  services  of  foremen 
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done pp.  675—688. 

r-k       Chapter   Vm.    Demand  and  supply  in   relation   to    Capital    and 
^  Business  Power,  concluded.      §  l.    We  have  next  to  inquire  whether 

there  is  any  general  Pudency  of  the  rate  of  profits  to  equality.  In  a 
large  business  some  Earnings  of  Management  are  classed  as  salaries ; 
and  in  a  small  one  much  wages  of  labour  are  classed  as  profits ;  and  in 
consequence  profits  appear  higher  in  small  businesses  than  they  really 
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Page  214,  delete  second  marginal  note 

„    273,  the  last  nmnber  in  the  table  should  be  2'2,  not  12-2 

„    301, 11.  4,  5,  should  read  the  vigour  of  the  people  as  a  whole,  if  not  their 

numbers,  and  both  the  numbers  and  vigour  of  any  trade  in  particular 
„    435,  the  second  marginal  note  should  read  The  income  that  covers  supple- 
mentary costs  is  a  part  of  normal  profits  in  the  long  run ;  but  for  a 
short  run  it  may  be  regarded  as  a  Quasi-rent  on  investments  of  capital 
and  energy. 
„    570  n.  last  line  but  two,  for  in  the  text  read  in  the  last  note 
„    661  second  marginal  note,  for  individual  read  fundamental 


BOOK  I. 

PRELIMINARY  SURVEY. 
CHAPTER   I. 

INTRODUCTION. 

§  1.    Political  Economy  or  Economics  is  a  study  of    booki. 

man's  actions  in  the  ordinary  business  of  life ;   it  inquires      — 

how  he  gets  his  income  and  how  he  uses  it.   Thus  it  is  on  the  ^''g  "tMy" 
one  side  a  study  of  wealth,  and  on  the  other,  and  more  im-  °^  wealth 
portant  side,  a  part  oi  the  study  of  man.  For  man  s  character  of  the 
has  been  moulded  by  his  every-day  work,  and  by  the  material  manf  ° 
resources  which  he  thereby  procures,  more  than  by  any  other 
influence  unless  it  be  that  of  his  religious  ideals ;  and  the 
two  great  forming  agencies  of  the  world's  history  have  been 
the  religious  and  the  economic.     Here  and  there  the  ardour 
of  the  military  or  the  artistic  spirit  has  been  for  a  while 
predominant :    but  religious  and  economic  influences  have ) 
nowhere  been  displaced  from  the  front  rank  even  for  a  time ; ) 
and  they  have  nearly  alw*ys  been  more  important  than  all 
others   put  together.     g.eligious  mntivea  ^rp   n"-^  ""•Jl^'IHtf 
thiui^oQQiiuc^  jmt,-theic.jiirect.ar.tinas<?.ld""^  PYtf-nHs  r>vpr 
so  large  a  part  of  life.     For  the  business  by  which  a  person  Man's 

^.  1, 7-  o-^ — ■^.'~~". .  character 

earris  his  livelihood  generally  fills  his  thoughts  during  by  far  formed  by 
the  greater  part  of  those  hours  in  which  his  mind  is  at  its  ^^_  ^ 
best;  during  them  his  character  is  being  formed  by  the 
way  in  which  he  uses  his  faculties  in  his  work,  by  the 
thoughts  and  the  feelings  which  it  suggests,  and  by  his 
relations  to  his  associates  in  work,  his  employers  or  his 
employes. 

And   very   often   the   influence   exerted   on   a  person's 

M.  1 
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BOOK  I.    character  by  the  amount  of  his  income  is  hardly  less,  if  it 

'        is  less,  than  that  exerted  by  the  way  in  which  it  is  earned. 

Poverty      j^  j^g^  make  little  di£ference  to  the  fulness  of  life  of  a  family 

causes  ■'  .  .  _  ■' 

degra-  whether  its  yearly  income  is  £1000  or  £5000 ;  but  it  makes 
a  very  great  difference  whether  the  income  is  £30  or  £150  : 
for  with  £150  the  family  has,  with  £30  it  has  not,  the  material 
conditions  of  a  complete  life.  It  is  true  that  in  religion,  in 
the  family  affections  and  in  friendship,  even  the  poor  may 
find  scope  for  many  of  those  faculties  which  are  the  source 
of  the  highest  happiness.  But  the  conditions  which  surround 
extreme  poverty,  especially  in  densely  crowded  places,  tend 
"to  deadeu  the  higher  faculties.  Those  who  have  been  called 
the  Residuum  of  our  large  towns  have  little  opportunity  for 
friendship  ;  they  know  nothing  of  the  decencies  and  the 
quiet,  and  very  little  even  of  the  unity  of  family  life;  and 
religion  often  fails  to  reach  them.  No  doubt  their  physical, 
•  mental,  and  moral  ill-health  is  partly  due  to  other  causes 
than  poverty,  but  this  is  the  chief  cause. 

And  in  addition  to  the  Residuum  there  are  vast  numbers 
of  people  both  in  town  and  country  who  are  brought  up  with 
insufiScient  food,  clothing,  and  house-room,  whose  education 
is  broken  off  early  in  order  that  they  may  go  to  work  for 
wages,  who  thenceforth  are  engaged  during  long  hours  in 
exhausting  toil  with  imperfectly  nourished  bodies,  and  have 
therefore  no  chance  of  developing  their  higher  mental  faculties. 
Their  life  is  not  necessarily  unhealthy  or  unhappy.  Rejoicing 
in  their  affections  towards  God  and  man,  and  perhaps  even 
possessing  some  natural  refinement  of  feeling,  they  may  lead 
lives  that  are  far  less  incomplete  than  those  of  many  who 
have  more  material  wealth.  But,  for  all  that,  their  poverty 
is  a  great  and  almost  unmixed  evil  to  them.  Even  when  they 
are  well,  their  weariness  often  amounts  to  pain,  while  their 
pleasures  are  few;  and  when  sickness  comes,  the  suffering 
caused  by  poverty  increases  tenfold.  And  though  a  contented 
spirit  may  go  far  towards  reconciling  them  to  these  evils, 
there  are  others  to  which  it  ought  not  to  reconcile  them. 
Overworked  and  undertaught,  weary  and  careworn,  without 
quiet  and  without  leisure,  they  have  no  chance  of  making 
the  best  of  their  mental  faculties. 
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Although  then  some  of  the  evils  which  commonly  go  with    book  i. 
poverty  are  not  its  necessary  consequences;   yet,   broadly         " 
speaking,  "  the  destruction  of  the  poor  is  their  poverty,"  and 
the  study  of  the  causes  of  poverty  is  the  study  of  the  causes 
of  the  degradation  of  a  large  part  of  mankind. 

5  2.     Slavery  was  regarded  by  Aristotle  as  an  ordinance  May  we  not 

''  J  o  J  _     ontgrow 

of  nature,  and  so  probably  was  it  by  the  slaves  themselves  m  the  i>eUel 
olden  time.     The  dignity  of  man  was  proclaimed  by  the  porerty  is 
Christian  religion:  it  has  been  asserted  with  increasing  vehe-  "eee^s^y? 
mence  during  the  last  hundred  years :  but  it  is  only  through 
the  spread  of  education  during  quite  recent  times  that  we  are 
beginning  at  last  to  feel  the  full  import  of  the  phrase.     Now 
at  last  we  are  setting  ourselves  seriously  to  inquire  whether 
it  is  necessary  that  there  should  be  any  so-called  "lower 
classes"  at  all :  that  is,  whether  there  need  be  large  numbers 
of  people  doomed  from  their  birth  to  hard  work  in  order  to 
provide  for  others  the  requisites  of  a  refined  and  cultured 
life ;  while  they  themselves  are  prevented  by  their  poverty 
and  toil  from  having  any  share  or  part  in  that  life. 

The  hope  that  poverty  and  ignorance  may  gradually  be 
extinguished,  derives  indeed  much  support  from  the  steady 
progress  of  the  working  classes  during  the  present  century. 
The  steam-engine  has  relieved  them  of  much  exhausting 
and  degrading  toil ;  wages  have  risen ;  education  has  been 
improved  and  become  more  general;  the  railway  and  the 
printing-press  have  enabled  members  of  the  same  trade  in 
diflFerent  parts  of  the  country  to  communicate  easily  with 
one  another,  and  to  undertake  and  carry  out  broad  and  far- 
seeing  lines  of  policy ;  while  the  growing  demand  for  intel- 
ligent work  has  caused  the  artisan  classes  to  increase  so 
rapidly  that  they  now  outnumber  those  whose  labour  is 
entirely  unskilled.  A  great  part  of  the  artisans  have  ceased 
to  belong  to  the  "  lower  classes "  in  ■  the  sense  in  which 
the  term  was  originally  used;  and  some  of  them  already 
lead  a  more  refined  and  noble  life  than  did  the  majority  of 
the  upper  classes  even  a  century  ago. 

This  progress  has  done  more  than  anything  else  to  give 
practical  interest  to  the  question  whether  it  is  really  impos- 
sible that  all  should  start  in  the  world  with  a  fair  chance  of 
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leading  a  cultured  life,  free  from  the  pains  of  poverty  and 
the  stagnating  influences  of  excessive  mechanical  toil ;  and 
this  question  is  being  pressed  to  the  front  by  the  growing 
earnestness  of  the  age. 

The  question  cannot  be  fully  answered  by  economic 
science ;  for  the  answer  depends  partly  on  the  moral  and 
political  capabilities  of  human  nature ;  and  on  these  matters 
the  economist  has  no  special  means  of  information ;  he  must 
do  as  others  do,  and  guess  as  best  he  can.  But  the  answer 
depends  in  a  great  measure  upon  facts  and  inferences,  which 
are  within  the  province  of  economics ;  and  this  it  is  which 
gives  to  economic  studies  their  chief  and  their  highest 
interest. 

§  3.  It  might  have  been  expected  that  a  science,  which 
deals  with  questions  so  vital  for  the  wellbeing  of  mankind, 
would  have  engaged  the  attention  of  many  of  the  ablest 
thinkers  of  every  age,  and  be  now  well  advanced  towards 
maturity.  But  the  fact  is  that  the  number  of  scientific 
economists  has  always  been  small  relatively  to  the  difficulty 
of  the  work  to  be  done ;  and  that  the  science  is  still  almost 
in  its  infancy.  The  chief  causes  of  this  paradoxical  result 
are  two.  Firstly,  the  bearing  of  economics  on  the  higher 
wellbeing  of  man  has  been  overlooked ;  and  a  science  which 
has  wealth  for  its  subject-matter,  is  often  repugnant  at  first 
sight  to  many  students ;  for  indeed  those  who  do  most  to 
advance  the  boundaries  of  knowledge,  seldom  care  much 
about  the  possession  of  wealth  for  its  own  sake.  And, 
secondly,  many  of  those  conditions  of  industrial  life,  and  of 
those  methods  of  production,  distribution  and  consumption, 
with  which  modern  economic  science  is  concerned,  are  them- 
selves only  of  recent  date. 

The  ordinary  business  of  life  is  entirely  different  in  form 
from  what  it  was  even  a  little  while  ago.  It  is  indeed  true 
that  the  change  in  substance  is  in  some  respects  not  so  great 
as  the  change  in  outward  form  ;  and  much  more  of  modem 
economic  theory  than  at  first  appears  can  be  adapted  to  the 
conditions  of  backward  races.  But  unity  in  substance  under- 
lying many  varieties  of  form  is  not  easy  to  detect ;  and  the 
changes  in  form  have  had  the  effect  of  making  writers  in  all 
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ages  profit  less  than  they  otherwise  might  have  done  by  the    book  i. 
work  of  their  predecessors.  —L- 

The  economic  conditions  of  modern  life,  though  more 
complex,  are  in  many  ways  more  definite  than  those  of 
earlier  times.  Business  is  more  clearly  marked  off  from 
other  concerns;  the  rights  of  individuals  as  against  others 
and  as  against  the  community  are  more  sharply  defined ;  and 
above  all  the  emancipation  from  custom,  and  the  growth  of 
free  activity,  of  constant  forethought  and  restless  enterprise 
have  given  a  new  precision  and  a  new  prominence  to  the 
causes  that  govern  the  relative  values  of  different  things  and 
different  kinds  of  labour.  The  starting  point  of  our  science 
therefore  cannot  be  made  clear  without  a  brief  account  of 
the  growth  of  modem  forms  of  industrial  life ;  and  to  that 
we  proceed  next.  We  are  however  in  difficulty  for  want  of 
a  word  to  express  properly  the  special  character  of  these 
modern  forms. 

§  4.     It  is  often  said  that  the  modern  forms  of  industrial  The  funda- 
life    are    distinguished    from    the    earlier    by   being    more  character- 
competitive.      But   this   account   is   not   quite   satisfactory.  m,Jaem 
The  strict  meaning  of  competition  seems  to  be  the  racing  of  jja*^*"*' 
one  person  against  another,  with  special  reference  to  bidding  not  com- 
for  the  sale  or  purchase  of  anything.     This  kind  of  racing  is 
no  doubt  both  more  intense  and  more  widely  extended  than 
it  used  to  be :  but  it  is  only  a  secondary,  and  one  might 
almost  say,  an  accidental  consequence  from  the  fundamental 
characteristics  of  modern  industrial  life. 

There  is  no  one  term  that  will  express  these  characteris-  bnt  seif- 
^tics  adequately.    They  are,  as  we  shall  presently  see,  a  certain  inde-    ' 
independence  and  habit  of  choosing  one's  own  course  for  ^eSberate 
oneself,  a  self-reliance ;  a  deliberation  and  yet  a  promptness  choice  and 
of  choice  and  judgment,  and  a  habit  of  forecasting  the  future  thought, 
and  of  shaping  one's  course  with  reference  to  distant  aims. 
They  may  and  often  do  cause  people  to  compete  with  one 
another;  but  on  the  other  hand  they  may  tend,  and  just  now 
indeed  they  are  tending,  in  the  direction  of  co-operation  and 
combination  of  all  kinds  good  and  evil.    But  these  tendencies 
towards  collective  ownership  and  collective  action  are  quite 
different  from  those  of  earlier  times,  because  they  are  the 
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BOOK  I.    result  not  of  custom,  not  of  any  passive  drifting  into  as- 

°°'        sociation  with  one's  neighbours,  but  of  free  choice  by  each 

individual    of    that    line    of   conduct   vfhich    after   careful 

deliberation  seems  to  him  the  best  suited  for  attaining  his 

ends,  whether  they  are  selfish  or  unselfish. 

"Compe-  The    term   "competition"   has  gathered   about   it  evil 

impKestoo  savour,  and  has  come  to  imply  a  certain   selfishness   and 

wen^r      indifference  to  the  wellbeing  of  others.     Now  it  is  true  that 

too  litfle.    there  is  less  deliberate  selfishness  in  early  than  in  modem 

Man  IS  not  .  •        i       i  i    i-i 

more         forms  of  industry ;  but  there  is  also  less  deliberate  unselfish- 
than  ness.     It  is  deliberateness,  and  not  selfishness,  that  is  the 

he  was.       characteristic  of  the  modern  age. 

For  instance,  while  custom  in  a  primitive  society  extends 
the  limits  of  the  family,  and  prescribes  certain  duties  to 
one's  neighbours  which  fall  into  disuse  in  a  later  civilization, 
it  also  prescribes  an  attitude  of  hostility  to  strangers.  In 
a  modem  society  the  obligations  of  family  kindness  become 
more  intense,  though  they  are  concentrated  on  a  narrower 
area;  and  neighbours  are  put  more  nearly  on  the  same 
footing  with  strangers.  In  ordinary  dealings  with  both  of 
them  the  standard  of  fairness  and  honesty  is  lower  than  in 
some  of  the  dealings  of  a  primitive  people  with  their 
neighbours,  but  it  is  much  higher  than  in  their  dealings 
with  strangers.  Thus  it  is  the  ties  of  neighbourhood  alone 
that  have  been  relaxed  :  the  ties  of  family  are  in  many  ways 
stronger  than  before,  family  affection  leads  to  much  more 
self-sacrifice  and  devotion  than  it  used  to  do ;  and  sympathy 
with  those  who  are  strangers  to  us  is  a  growing  source  of  a 
kind  of  deliberate  unselfishness  that  never  existed  before  the 
modem  age.  That  country  which  is  the  birthplace  of 
modem  competition  devotes  a  larger  part  of  its  income  than 
any  other  to  charitable  uses,  and  spent  twenty  millions  on 
purchasing  the  freedom  of  the  slaves  in  the  West  Indies. 

In  every  age  poets  and  social  reformers  have  tried  to 
stimulate  the  people  of  their  own  time  to  a  nobler  life  by 
enchanting  stories  of  the  virtues  of  the  heroes  of  old.  But 
neither  the  records  of  history  nor  the  contemporary  observ- 
ation of  backward  races,  when  carefully  studied,  give  any 
support  to  the  doctrine  that  man  is  on  the  whole  harder  and 
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harsher  than  he  was,  or  that  he  was  ever  more  willing  than  book  i. 
he  is  now  to  sacrifice  his  own  happiness  for  the  benefit  of  " 
others  in  cases  where  custom  and  law  have  left  him  free  to 
choose  his  own  course.  Among  races  whose  intellectual 
capacity  seems  not  to  have  developed  in  any  other  direction, 
and  who  have  none  of  the  originating  power  of  the  modern 
business  man,  there  will  be  found  many  who  show  an  evil 
sag;acity  in  driving  a  hard  bargain  in  a  market  even  with 
their  neighbours.  No  traders  are  more  unscrupulous  in 
taking  advantage  of  the  necessities  of  the  unfortunate  than 
the  corn-dealers  and  money-lenders  of  the  East. 

Again,  the  modern  era  has  undoubtedly  given  new  open-  Man  is  not 
ings  for  dishonesty  in  trade.  The  advance  of  knowledge  has  honest  ^ 
discovered  new  ways  of  making  things  appear  other  than^^*** 
they  are,  and  has  rendered  possible  many  new  forms  of 
adulteration.  The  producer  is  now  far  removed  from  the 
ultimate  consumer;  and  his  wrong-doings  are  not  visited 
with  the  prompt  and  sharp  punishment  which  falls  on  the 
head  of  a  person  who,  being  bound  to  live  and  die  in  his 
native  village,  plays  a  dishonest  trick  on  one  of  his  neigh- 
bours. The  opportunities  for  knalvery  are  certainly  more 
numerous  than  they  were ;  but  there  is  no  reason  for 
thinking  that  people  avail  themselves  of  a  larger  proportion 
of  such  opportunities  than  they  used  to  do.  On  the  contrary, 
modem  methods  of  trade  imply  habits  of  trustfulness  on  the 
one  side  and  a  power  of  resisting  temptation  to  dishonesty 
on  the  other,  which  do  not  exist  among  a  backward  people. 
Instances  of  simple  truth  and  personal  fidelity  are  met  with 
under  all  social  conditions:  but  those  who  have  tried  to 
establish  a  business  of  modern  type  in  a  backward  country 
find  that  they  can  scarcely  ever  depend  on  the  native 
population  for  filling  posts  of  trust.  It  is  even  more  difficult 
to  dispense  with  imported  assistance  for  work  which  calls  for 
a  strong  moral  character  than  for  that  which  requires  great 
skill  and  mental  ability.  Adulteration  and  fraud  in  trade 
were  rampant  in  the  middle  ages  to  an  extent  that  is  very 
astonishing,  when  we  consider  the  difficulties  of  wrong-doing 
without  detection  at  that  time. 

The   terra   "competition"   is   then  not  well  suited  to 
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BOOK  I.  describe  the  special  characteristics  of  industrial  life  in  the 
'  modem  age.  We  need  a  term  that  does  not  imply  any 
moral  qualities,  whether  good  or  evil,  but  which  indicates 
the  uudjgputed  fact  ttiat  modem  basiness  and  industry  are 
chafacttJl'lzed  bj^jnore^  jejf;re_liaBt_habits,  more  forethought, 
more  deliberate  and  free  choice.  There  isnot  any  one  term 
Economic   ajfeqtiate  For  this  purpose:   but  Freedom  of  IndvMry  and 

Freedom.      „    ^         .  ,         ,        n  •    '^        7  •  •        1 

ftw/f^rj^nffiVTjMTiorpfinnrtly,  JLcfrnQmir  Prfifdom.  pomts  in  the 
"TighFdirection,  and  may  be  used  in  the  absence  of  a  better. 
Of  course  this  deliberate  and  free  choice  may  lead  to  a 
certain  departure  from  individual  freedom  when  co-operation 
or  combination  seems  to  offer  the  best  route  to  the  desired 
end.  The  questions  how  far  these  deliberate  forms  of 
association  are  likely  to  destroy  the  freedom  in  which  they 
had  their  origin,  and  how  far  they  are  likely  to  be  conducive 
to  the  public  weal,  will  occupy  a  large  share  of  our  attention 
towards  the  end  of  this  treatise. 

§  5.     There    is    another  word   of  which   some  account 
should  be  given  here;  because  it  will  often  occur  in  this 
Preliminary  Survey ;   and  confusion  might  arise  from    the 
want  of  a  proper  distinction  between  the  different  senses  in 
y  which  it  is  commonly  used. 

Tahie.  "  The  Word  valiie  "  says  Adam  Smith  "  has  two  different 

meanings,  and  sometimes  expresses  the  utility  of  some 
particular  object  and  sometimes  the  power  of  purchasing 
other  goods  which  the  possession  of  that  object  conveys. 
The  one  may  be  called  value  in  use,  the  other  value  in 
exchange."  In  the  place  of  "vajj^g^jn^se"  we  now  speak 
of  "  iitility^'  while  instead  of  "  value  in  exchange  "  we  often 
say  "  eyphange-valiift  "  or  simply  "  vjilu_e."  "Value  "  by  itself 
always  means  value  in  exchange. 

The  value,  that  is  the  exchange  value,  of  one  thing  in 
terms  of  another  at  any  place  and  time,  is  the  amount  of 
that  second  thing  which  can  be  got  there  and  then  in 
exchange  for  the  first.  Thus  the  term  value  is  relative,  and 
expresses  the  relation  between  two  things  at  a  particular 
place  and  time. 

Civilized  countries  generally  adopt  gold  or  silver  or  both 
as  money.     Instead  of  expressing  the  values  of  lead  and  tin. 
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and  wood,  and  com  and  other  things  in  terms  of  one  another  book  i. 
we  express  them  in  terms  of  money  in  the  first  mstance; 
and  call  the  value  of  each  thing  thus  expressed  its^focej^If 
we  know  that  a  ton  of  lead  Avill  exchange  for  fifteen  sovereigns 
at  any  place  and  time,  while  a  ton  of  tin  will  exchange  for 
ninety  sovereigns,  we  say  that  their  prices  then  and  there 
are  £15  and  £90  respectively,  and  we  know  that  the  value  of 
a  ton  of  tin  in  terms  of  lead  is  six  tons  then  and  there. 

The  pric^  of  every  thing  rises  and  falls ,_from"^ime  to 
time  and^lace  to  place:  and  with  every  such  change  the 
purchasing  power  of  money  changes  so  far  as  that  thing  goes. 
If  the  purchasing  power  of  .money  rises  with  regard  to  some 
things  and  at  the  same  time  falls  equally  with  regard  to 
equally  important  things,  its  general  purchasing  power  (or 
its  power  of  purchasing  things  in  general)  has  remained 
stationary.  It  is  true  that  this  way  of  speaking  is  vague, 
because  we  have  not  considered  how  to  compare  the  import- 
ance of  different  things.  That  is  a  difficulty  which  we  shall 
have  to  deal  with  later  on:  but  meanwhile  we  may  accept 
the  phrase  iu  the  vague  but  quite  intelligible  usage  that  it 
has  in  ordinary  discourse.  Throughout  the  earlier  stages  of 
our  work  it  will  be  best  to  speak  of  the  exchange  value  of  a 
thing  at  any  place  and  time  as  measured  by  its  price,  that 
is,  the  amount  of  money  for  which  it  will  exchange  then  and 
there,  and  to  assume  that  there  is  no  change  in  the  general 
purchasing  power  of  money'. 

1  Id  this  we  are  only  following  the  practice  of  the  ordinary  business  of  life, 
which  invariably  starts  by  considering  one  change  at  a  time  and  assuming  for 
a  while  that  "other  things  are  eqaal."  As  Conmot  points  ont  {Principea 
Mathimatiqves  de  la  Thiorie  des  Sichesaes,  Ch.  n.),  we  get  the  same  sort  of 
convenience  from  assnming  the  existence  of  a  standard  of  xmiform  purchasing 
power  by  which  to  measure  value,  that  astronomers  do  by  assnming  that  there 
is  a  "mean  sun"  which  crosses  the  meridian  at  uniform  intervals,  so  that 
the  clock  can  keep  pace  with  it;  whereas  the  actual  sun  crosses  the  meridian 
sometimes  before  and  sometimes  after  noon  as  shown  by  the  clock. 


BOOK   I. 

CH.  n. 


CHAPTEE  II. 

THE   GROWTH   OF   FREE   INDUSTRY   AND   ENTERPRISE. 

§  1.     Although  the  proximate  causes  of  t.tip  nhip.f  events 
in  history  are  to  be  found  in  the  "kCTions  of  individuals,  yet 
indiTiduai  most  of  the  conditions  which  havp  made  these  events  possible 
and  race     are  traceable  to  the  influence  of  mherited  ^institutions  andi^e 
act^d*"^    qualities  and  of "^^ysical  naturgf^'^ce  qualities  themselves 
Q^^g       are,  however,  mainly  caused  by  the  action  of  individuals  and 
b^tt''*'^'     physical  causes  in  more  or  less  remote  time.     A  strong  race 
much  in-     has  often  sprung,  in  fact  as  well  as  in  name,  from  some  pro- 
physical      genitor  of  singular  strength  of  body  and  character.     The 
canses.       ygages  which  make  a  race  strong  in  peace  and  war  are  often 
due  to  the  wisdom  of  a  few  gieat  thinkers  who  have  inter- 
preted and  developed  its   customs   and   rules,  perhaps   by 
formal  precepts,  perhaps  by  a  quiet  and  almost  unperceived 
influence.     But  none  of  these  things  are  of  any  permanent 
avail  if  the  climate  is  i^nfavourable  to  vigour:  the  gifts  of 
\  nature,  her  land,  her  waters,  and  her  skies,  determine  the 
Scharacter  of  the  race's  work,  and  thus  give  a  tone  to  social 
(g,nd  political  iastitutiops. 
Savage  These  dififerences  do  not  show  themselves  clearly  so  long 

by  cnstom  as  man  is  still  savage.  Scanty  and  untrustworthy  as  is  our 
^g^'  information  about  the  habits  of  savage  tribes,  we  know- 
enough  of  them  to  be  sure  that  they  show  a  strange 
uniformity  of  general  character,  amid  great  variety  of  detail. 
Whatever  be  their  climate  and  whatever  their  ancestry,  we 
find  savages  living  under  the  dominion  of  custom  and 
impulse ;  scarcely  ever  striking  out  new  lines  for  themselves ; 
never  forecasting  the   distant  future,  and  seldom  making 
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provision  even  for  the  near  future ;  fitful  in  spite  of  their  book  i. 
servitude  to  custom,  governed  by  the  fancy  of  the  moment ; 
ready  at  times  for  the  most  arduous  exertions,  but  incapable 
of  keeping  themselves  long  to  steady  work.  Laborious,  and 
tedious  tasks  are  avoided  as  far  as  possible ;  those  which  are 
inevitable  are  done  by  the  compulsory  labour  of  women. 

It  is  when  we  pass  from  savage  life  to  the  early  forms  Pfi^icai 
of  "Civilization  that  the  influence  of  ^'physical  surroundings  most 
forces  itself  most   on  our_„nptice.     This  is  partly  because  ^^e  ear^ 
early  history  is  meagre,  and  tells  us  but  little  of  the  par-  ^*?^L°* 
ticular  events  and  of  the   influences   of  strong  individual  tio" 
characters   by  which   the   course   of  national   progress  has     H  •'"; 
been   guided  and   controlled,  hastened  onwards   or   turned  V 

backwards.     But  it  is  chiefly  because  in  this  stage  of  his        <-     i. 
progress  man's  power  of  contending  with  Nature  is  small,--^. — •-  '■-' 
and  he  can  do  nothing  without  her  generous  help.     Nature 
has   marked   out   a   few  places   on  the   earth's   surface   as 
specially  favourable  to  man's  first  attempts  to  raise  himself    , 
from  the  savage  state ;  and  the  first  growth  of  culture  and    ., 
the  industrial  arts  was  directed  and  controlled  hy  the^ptiysi-    ] 
cgl_conditions  of  these^avoured  spots. 

Even  the  simplest  civilization  is  impossible  unless  man's  whlcli 
efforts   are   more   than   sufficient  to  supply  him  with    the  g^y"^*^^" 
necessaries  of  life ;   some  suhShs  over  them  is  required  to  ^"■'^*"  P^*^ 

'  1--.-P.  -  •-  _  ^  m  warm 

support  that  mpnti^]  f^ffnrt  in  which  progess  takes  its  rise,  climates. 
And  therefore  nearlv  all  early  civilizations  have  been  in  warm 
climateswhere  the  necessaries  of  life  are  small,  and  where    '' 
Nature  makes  bountiful  returns  even  to  the  rudest  cultiva-      v~  '"' 
tion,     They  have  often  gathered  around  a  great  river  which 
has  lent  moisture  to  the  soil  and  afforded  an  easy  means  of 
communication.     The  rulei's  have  generally  belonged  to  a 
race  that  has  recently  come  from  a  cooler  climate  in  a  distant 
country  or  in  neighbouring   mountain  lands;    for  a  warm 
climate  is  destructive  of  energy,  and  the  force  which  enabled  Baling 
them  to  rule  has  almost  in  every  case  been  the  product  of  given  their 

1  On  the  general  question  of  the  influence  of  physical  surroundings  on  race 
character,  both  directly  and  indirectly,  by  determining  the  nature  of  the  dominant 
occupations,  see  Knies,  Politiache  (Ehonomiet  Hegel's  Philosophy  of  HisUyry^  and 
Buckle's  History  of  Civilizatimi.  Compare  also  Aristotle's  Politics,  and  Montes- 
quieu's Esjyrit  des  Lois. 
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the  more  temperate  climate  of  their  early  homes.  They 
have  indeed  retained  much  of  their  energy  in  their  new 
homes  for  several  generations,  living  meanwhile  in  luxury  on 
the  surplus  products  of  the  labour  of  the  subject  races ;  and 
have  found  scope  for  their  abilities  in  the  work  of  rulers, 
warriors,  and  priests.  Originally  ignorant,  they  have  quickly 
learnt  all  that  their  subjects  had  to  teach,  and  have  gone 
beyond  them.  But  in  this  stage  of  civilization  an  enter- 
prising intellectual  character  has  almost  always  been  confined 
to  the  ruling  few,  it  has  scarcely  ever  been  found  in  those 
who  have  borne  the  main  burden  of  industry. 

The  reason  of  this  is  that  the  climate  which  has  rendered 
.an  early  civilization  possible  has  also  doomed  it  to.  weakness', 
n  ^Ider  climates  nature  provides  an  invigorating  atmo- 
sphere ;  and  though  man  has  a  hard  struggle  at  first,  yet  as 
his  knowledge  and  riches  increase  he  is  able  to  gain  plentiful 
food  and  w^^nn .  clothing ;  and  at  a  later  stage  he  provides 
himself  with  those  large  and  substantial  buildings  which  are 
the  most  expensive  requisites  of  a  cultured  life  in  places  in 
which  the  severity  of  the  weather  makes  it  necessary  that 
nearly  all  domestic  services  and  meetings  for  social  inter- 
course should  have  the  protection  of  a  roof.     But  the  fresh 
invigorating  air  which  is  necessary  to  the  fulness  of  life 
cannot  be  obtained  at  all  when  Nature  does  not  freely  give  it". 
/The  labourer  may  indeed  be  found  doing  hard  physical  work 
\under  a  tropical  sun ;  the  handicraftsman  may  have  artistic 
(  instincts ;  the  sage,  the  statesman  or  the  banker  may  be  acute 
\and  subtle :  but  bj^ji  temperaturp.  makep  hard  anH_Hi]atainp.d 
( physical  .work, inconsistent  with  a  high  intellectual .afiiivity. 
Under  the  combined  influence  of  climate  and  luxury  the 

.-  ^>  '  Ija5ti?5a3ig]l.^ay8  quaintly  (Bk.  xrv.  ch.  2),  that  the  superiority  of  strength 
caused  by  a  cold  <jimate  produces  among  other  effects  "  a  greater  sense  of  supe- 
riority— that  is,  less  desire  of  revenge ;  and  a  greater  opinion  of  security — that  is, 
more  frankness,  less  suspicion,  policy,  and  cunning."  These  virtues  are  emi- 
nently helpful  to  economic  progress. 

3  This  may  have  to  be  modified  a  little,  but  only  a  little,  if  Mr  Galton  should 
prove  to  be  right  in  thinking  that  small  numbers  of  a  ruling  race  in  a  hot  country, 
as  for  instance  the  English  in  India,  will  be  able  to  sustain  their  constitutional 
vigour  unimpaired  for  many  generations  by  a  liberal  use  of  artificial  ice,  or  of  the 
cooling  effects  of  the  forcible  expansion  of  compressed  air.  See  his  Presidential 
Address  to  the  Anthropological  Institute  in  1887. 
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ruling  class  gradually  lose  their  strength ;  fewer  and  fewer  of  book  i. 
them  are  capable  of  great  things :  and  at  last  they  are  over-  " 
thrown  by  a  stronger  race  which  has  come  most  probably 
from  a  cooler  climate.  Sometimes  they  form  an  interme- 
diate caste  between  those  whom  they  have  hitherto  ruled 
and  their  new  rulers ;  but  more  often  they  sink  down  among 
the  spiritless  mass  of  the  people. 

Such  a  civilization  has  often  much  that  is  interesting  to  In  an  early 
the  philosophical  historian.    Its  whole  life  is  pervaded  almost  moTemeut 
unconsciously  by  a  few  simple  ideas  which  are  interwoven  in  b„t  toere  jg 
that  pleasant  harmony  that  gives  their  charm  to  Oriental  movement, 
carpets.    There  is  much  to  be  learnt  from  tracing  these  ideas 
to  their  origin  in  the  combined  influence  of  mce,  of  'physical 
surroundings,   of  "religion,  "jphilosophy   and  "poetry ;    of  the 
incidents  of  '^^arfare  and  the  dominating  influence  of  strong 
*<ndividual  characters.     All  this  is  instructive  to  the  econo- 
mist in  many  ways ;  but  it  does  not  throw  a  very  direct  light 
on  the  motives,  which  it  is  Ws  special  province  to  study. 
For  in  such  a  civilization  the^m)Jte^  ine^Jpok  downjon^^wor^; 
there  are  no  bold  free  enterprising  workmen,  and  no  adven- 
turous  capitalists ;  despised  industry  is  regulated  by  custom, 
and  even  looks  to  custom  as  its  sole  protector  from  arbitrary 
tyranny. 

The  greater  part  of  custom  is  doubtless  but  a  crystallized  Custom  is 
form  of  oppression  and  suppression.     But  a  body  of  custom  gether  on 
which  did  nothing  but  grind  down  the  weak  could  not  long  ^l  IJ^ong*^ 
survive.     For  the  strong  rest  on  the  support  of  the  weak, 
their  own  strength  cannot  sustain  them  without  that  support; 
and  if  they  organize  social  arrangements  which  burden  the 
weak  wantonly  and  beyond   measure,  they  thereby  destroy 
themselves.     Consequently  every  body  of  custom  that  en- 
dures, contains  provisions  that  protect  the  weak  from  the 
most  reckless  forms  of  injury'. 

In  fact  when  there  is  little  enterprise  and  no  scope  for  and  is  in- 
effective competition,  custom  is  a  necessary  shield  to  defend  cesaary"* 
people  not  only  from  others  who  are  stronger  than  them- ^^^^g" 
selves,  but  even  from  their  neighbours  in  the  same  rank  of™**"^"* 

'  Comp.  Bagehot's  Physics  and  Politics,  also  Mr  Herbert  Spencer's  and  Sir 
Henry  Maine's  writings. 
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BOOK  I.    life.     If  the  village  smith  can  sell  his  ploughshares  to  none 

but  the  village,  and  if  the  village  can  buy  their  shares  from 

no  one  but  him,  it  is  to  the  interest  of  all  that  the  price 

are  small,   should  bg  fixed  at  a  moderate  level  by  custom.     By  such 

means  custom  earns  sanctity:  and  there  is  nothing  in  the 

first  steps  of  progress  that  tends  to  break  down  the  primitive 

habit  of  regarding  the  innovator  as  impious,  and  an  enemy. 

Thus  the  influence  of  economic  causes  is  pressed  below  the 

surface.     There  they  work  surely  and  slowly ;  but  they  take 

generations  instead  of  years  to  produce  their  effect :   their 

action  is  so  subtle  as  easily  to  escape  observation  altogether ; 

and  they  can  indeed  hardly  be  traced  except  by  those  who 

have  learnt  where  to  look  for  them  by  watching  the  more 

conspicuous  and  rapid  workings  of  similar  causes  in  modem 

times  \ 

Divided  §  2.     This  force  of  custom  in  early  civilizations  is  partly 

stoength!^  a  cause  and  partly,  a  consequence  of  the  limitations  of  indi- 

force'rf      vidual  nghts  m'^roperty.     As  regards  all  property  more  or 

cnstom       less,  but  especially  as  regards  land,  the  rights  of  the  individual 

changes,     are  generally  derived  from  and  limited  by,  and  in  every  way 

f    ,   '■         subordinate  to  those  of  the  household  and  the  family  in  the 

narrower  sense  of  the  term.    The  rights  of  the  household  are 

y-.- ''         in  like  manner  subordinate  to  those  of  the  village;  which  is 

often  only  an  expanded  and  developed  family,  according  to 

traditionary  fiction  if  not  in  fact.     The  affairs  of  government 

have  always  received  the  careful  attention  of  historians ;  and 

prominence  has  been  given  to  the  influence  which  the  forms 

of  government  have  exerted  on  the  development  of  industry 

and  commerce.     But  insuflBcient  attention  has   been  paid 

to  that  exerted  by  the  coUectiye -oaaiBrship  ^f  property. 

•  Thus  the  "moderate  level"  at  which  eastern  fixes  the  price  of  a  ploaghshare 
will  be  fonnd  when  analysed  to  mean  that  which  gives  the  smith  in  the  long  ran 
about  an  equal  remoneration  (account  being  taken  of  all  bis  privileges  and  per- 
quisites) with  that  of  his  neighbours  who  do  equally  difScult  work;  or  in  other 
words,  that  which  under  the  regime  of  free  enterprise,  of  easy  communications 
and  effective  competition,  we  should  call  a  normal  rate  of  pay.  If  a  change  of 
circumstances  makes  the  pay  of  smiths,  including  all  indirect  allowances,  either 
less  or  more  than  this,  there  almost  always  sets  in  a  change  in  the  substance  of 
the  custom,  often  almost  unrecognized  and  generally  without  any  change  iu 
form,  which  will  bring  it  back  to  this  level.  Bat  to  this  point  we  must  return 
later  on. 
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It  is  true  that  in  an  early  stage  of  civilization  few  would  book  i. 
have  had  much  desire  to  depart  far  from  the  practices  " 
that  were  prevalent  around  them.  However  complete  and 
sharply  defined  had  been  the  rights  of  individuals  over  their 
own  property,  they  would  have  been  unwilling  to  face  the  anger 
with  which  their  neighbours  would  regard  any  innovation, 
and  the  ridicule  which  would  be  poured  on  any  one  who  should 
set  himself  up  to  be  wiser  than  his  ancestors.  But  many 
little  changes  would  occur  to  the  bolder  spirits ;  and  if  they 
had  been  free  to  try  experiments  on  their  own  account,  changes 
might  have  grown  by  small  and  almost  imperceptible  stages, 
until  sufficient  variation  of  practice  had  been  established  to 
blur  the  clear  outline  of  customary  regulations,  and  to  give 
considerable  freedom  to  individual  choice.  When  however 
each  head  of  a  household  was  regarded  as  only  senior  partner 
and  trustee  for  the  family  property,  the  smallest  divergence 
from  ancestral  routine  met  with  the  opposition  of  people 
who  had  a  right  to  be  consulted  on  every  detail. 

And  further  in  the  background  behind  the  authoritative 
resistance  of  the  family  was  that  of  the  village.  For  though 
each  family  had  sole  use  for  a  time  of  its  cultivated  ground, 
yet  many  operations  were  generally  conducted  in  common,  so 
that  each  had  to  do  the  same  things  as  the  others  at  the 
same  time.  Each  field  when  its  turn  came  to  be  fallow,  be- 
came part  of  the  common  pasture  land;  and  the  whole  land  of 
the  village  was  subject  to  redistribution  from  time  to  time '. 
Therefore  the  village  had  a  clear  right  to  prohibit  any  in- 

1  Thoagh  the  matter  ia  not  altogether  free  from  controversy,  there  seema  good 
reason  to  believe  that  the  Teutonic  Mark  system  waa  a  survival  of  primitive 
customs  that  had  prevailed,  of  conrae  with  endlesa  variety  in  detail,  among  the 
forefathers  of  nearly  all  white  races.  Tracea  of  snch  a  plan  exist  even  now 
in  India  and  among  some  Sclavonic  peoples,  and  analogies  to  it  ore  foimd  among 
some  races  of  other  colours.  In  the  Mark  system,  in  its  typical  form,  one 
small  part,  the  home  mark,  was  set  aside  permanently  for  living  on,  and  each 
family  retained  its  share  in  that  for  ever.  The  second  part  or  arable  mark  was 
divided  into  three  large  fields,  in  each  of  which  each  family  had  a  plot.  Two 
of  these  were  cultivated  every  year,  and  one  left  fallow.  The  third  and  largest 
part  was  used  as  grazing  land  by  the  whole  village  in  common ;  as  was  also 
the  fallow  field  in  the  arable  mark.  In  some  cases  the  arable  mark  was  from  time 
to  time  abandoned  to  pasture,  and  land  to  make  a  new  arable  mark  was  cut  out  of 
the  common  mark,  and  this  involved  a  redistribution.  Thus  the  treatment  of  its 
land  by  every  family  affected  for  good  or  ill  all  the  members  of  the  village. 
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BooKi.    novation;  for  it  might  interfere  with  their  plans  for  the 

"         collective  cultivation;   and  it  might  ultimately  impair  the 

value  of  the  land,  and  thus  injure  them  when  the  time  came 

for  the  next  redistribution.     In  consequence  there   often 

grew  up  a  complex    network    of   rules,  by   which    every 

cultivator  was  so  rigidly  bound,  that  he  could  not  use  his 

own  judgment  and  discretion  even  in  the  most  trivial  details'. 

It  is  probable  that  this  has  been  the  most  important  of  all 

the  causes  which  have  delayed  the  growth  of  the  spirit  of 

free  enterprise  among  mankind.     It  may  be  noticed  that 

the  collective  ownership  of  property  was  in  harmony  with 

that  spirit  of  quietism  which  pervades  many  eastern  religions ; 

and  that  its  long  survival  among  the   Hindoos  has   been 

partly  due  to  the  repose  which  is  inculcated  in  their  religious 

writings. 

The  in-    ^      It  is  probable  that  while  the  influence  of  ciii^toTn  over 

■  cnstomjinj^prices,  wages  and_j'ent    has   bgen_j)verra,t6dj.  its   iUflueuce 

-^methoda    (Over  the   torms  of  production   and  the   general   economfc 

?/.,™°^''^  arrangements  of  society  baa  baan.  underrated.     In  the  one 

•ati'i'e.        case  its  eliects  are  obvious,  but  they  are  not  cumulative;  and 

in  the  other  they  are  not  obvious,  but  they  are  cumulative. 

And  it  is  an  almost  universal  rule  that  when  the  effects  of  a 

cause,  though  small  at  any  one  time,  are  constantly  working 

in  the  same  direction,  their  influence  is  much  greater  than 

at  first  sight  appears  possible. 

/   ^  ^        But  however  great  was  the  influence  of  custom  in  early 

"civilization  the  spirit  of  Greeks   and  Romans  was  full  of 

\-  /  enterprjsg^,  and  more  interest  attaches  to  the  inquiry  why 

they  knew  and  cared  so  little  for  those  social  aspects  of 

economic  problems  which  are  of  so  great  interest  to  us. 

The  Greeks        §  3.     Recent  Studies  in  biology  and  in  philology  have 

Northern    thrown  discredit  on  much  that  was  thought  well-established 

bear^  °    in  the  early  history  of  civilization.    But  there  seems  no  reason 

crftoe.''    ^'^  doubjj  that  nearly  all  the  chief  pioneers  of  progress  have 

')ljeen_.  Aryans  who,  in  successive  waves,  have   spread   oyer 

,  EyjFope  and  Asia  from_  early  homes  in  lands  of  frost  and 

snow.     Some  went  far  southwards  early:  early  they  became 

^  Compare  the  Dnke  of  Argyll's  account  of  Rnnrig  cnltivation  in   Unseen    . 
Foundation  of  Society,  Ch.  ix. 
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rulers  and  leaders  of  other  nations,  and  early  they  lost  their  book  i. 
best  strength  under  the  influence  of  luxury  and  a  warm  __ 
climate.  But  others  went  on  increasing  in  strength  through 
long  centuries  amid  the  invigorating  influences  of  a  bracing 
climate  and  constant  conflict ;  and  at  last  a  band  of  them, 
coming  southwards  from  the  Danube,  found  itself  in  a  moun- 
tainous land  whose  many  harbours  opened  on  the  Mediter- 
ranean Sea.  Each  harbour  was  cut  off  from  its  neighbours 
by  the  mountains  and  was  united  by  the  sea  with  the  most 
suggestive  thoughts  and  mysteries  of  the  world.  The  Greeks 
were  withina  few  days'  sail  of  nearly  all  that  was_best  worth 
knowing  about,  whether  in  thought  or  feeling,  in  action  or 
in  aspiration.  Pergia,  Assyria,  Phoenicia,  Judaea,  and  Egjjit, 
were  all  at  the  eastern  end  of  that  great  sea  that  unites  Asia, 
Africa,  and  Europe ;  and  India  was  not  far  off. 

The  new  impulse  towards\lreedom  in  thought  and  action  The  older 
carne   from    the^fieg^     The   homes   of  most   of  the    earlier  lH^g  ^ad 
civilizations   had   been   in   great   river-basins,  whose   well-  ^^^^^ 
watered   plains  were   seldom  visited   by  famine;    for  in  a    .f/-.  ■; 
climate  in  which  heat  is  never  lacking,  the  fertility  of  the 
soil  varies  almost  directly  with  its  moisture  :  the  rivers  also        .  /* 

offered  means  of  easy  communication  that  were  favourable  to 
simple  forms  of  jO-ade  andviivision  of__labour,  and  did  not 
hinder  the  movements  of  the  large  armies  by  which  the 
despotic  force  of  the  central  government  was  maintained.  It 
is  true  that  the  Phoenicians  lived  on  the  sea.  This  great 
Semitic  race  did  good  service  by  preparing  the  way  for  free 
intercourse  among  many  peoples,  and  by  spreading  the 
knowledge  of  writing,  of  arithmetic,  and  of  weights  and 
measures :  but  they  gave  their  chief  energies  to  commerce 
and  manufacture.  It  was  left  for  the  genial  sympathies  and 
the  fresh  spirit  of  the  Greeks  to  breathe  in  the  full  breath  of 
freedom  over  the  sea :  and  to  absorb  into  their  own  free 
lives  the  best  thoughts  and  the  highest  art  of  the  Old 
World. 

Their    numberless   settlements   in   Asia   Minor,    Magna  The  ^a 
Grajcia,  and  last  of  all  in  Hellas  proper,  developed  freely  |*gg^*     (^Hy 
their  own  ideals  under  the  influence  of  the  new  thoughts  ^igledKe. 

"         freedon 


that  burst  upon  them ;  having  constant  intercourse  with  one  anl^ie ' 
M.  2 
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BOOK  I.    another,  as  well  as  with  those  who  held  the  keys  of  the  older 

"         learning ;  sharing  one  another's  experiences,  but  fettered  by 

vmaUra.    ^'^  authority.     Energy  and  enterprise,  instead  of  being  re- 

~~       pressed  by  the  weight  of  traditional  usage,  were  encouraged 

to  found  a  new   colony  and  work   out  new  ideas  without 

restraint. 

Their  cii-  Their  climate  absolved  them  from  the  need  of  exhausting 

mate  made  " — ^'tv^  . 

culture       work ;  they  left  to  their  slaves  what  drudgery  had  to  be  done, 

pensive,      and  gave  themselves  up  to  the  free  play  of  their  fancy. 

House-room,  clothing  and  firing  cost  but  little ;  their  genial 

sky  invited  them  to  out-of-door  life,  making  intercourse  for 

and  yet      social  and  political  purposes  easy  and  without  expense.     And 

quickly       yet  the  cool  breezes  of  the  Mediterranean  so  far  refreshed 

stren^^"^  their  vigour,  that  they  did  not  for  many  generations  lose  the 

spring  and  elasticity  of  temper  which  they  had  brought  from 

their  homes  in  the   North.     Under  these  conditions  were 

matured  a  sense  of  beauty  in  all  its  forms,  a  subtle  fancy  and 

an  originality  of  speculation,  an  energy  of  political  life,  and  a 

delight  in  subordinating  the  individual  to  the  state,  such  as 

the  world  has  never  again  known'. 

Modem  in         The  Greeks  were  more  modem  in  many  respects  than  the 

respects,     peoples  of  Mediaeval  Europe,  and  in  some  respects  were  even 

\  not^antici-  ^  advance  of  our  own  time.     But  they  did  not  attain  to^the 

econo^c    "iSBS^E^iPfl-  °f  the  dignity  of  man_as_rQMi ;  tHey  regarded 

i  problems     slavery  a,y  -Xii  ordinance  ot  nature,  they  toleialed  agriculture 

which  hsve  ^     '""  —      ■ — - ..-       '  •/  o 

^own  up  but  they  loOkad  Uli  all  olhtii  industries  aa  involving  degrada- 
.  sense  oi  tion ;  ana  tney  knew  little  or  nothing  of  those  economic 
ofla^oui'^  problems,  whichare  of  absorbingjnterest  to  our  own  age '. 

■~Tfi^"~Ead  never  felt  the  extreme  pressure  of  poverty. 
Earth  and  sea,  and  sun  and  sky  had  combined  to  make  it 

1  Compare  Neumann  and  Partsch,  Pht/sikalische  Qeograpkie  von  Greichen- 
landf  oh.  i. 

*  See  above  p.  4.  Thus  even  Plato  says: — "Nature  has  made  neither  boot- 
makers nor  blacksmiths ;  such  occupations  degrade  the  people  engaged  in  them, 
miserable  mercenaries  excluded  by  their  very  position  from  political  rights." 
(Laws,  XII.)  And  Aristotle  continues :—"  In  the  state  which  is  best  governed  the 
citizens. ..must  not  lead  the  life  of  mechanics  or  tradesmen,  for  such  a  life  is 
ignoble  and  inimical  to  virtue."  (Politics,  vn.  9 ;  see  also  m.  5.)  These  passages 
give  the  key-note  of  Greek  thought  with  regard  to  business.  But  of  course  there 
were  few  independent  fortunes,  especially  in  the  early  days  of  Greece,  so  that 
many  of  their  best  thinkers  were  compelled  to  take  some  share  in  business. 
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easy  for  them  to  obtain  the  material  requisites  for  a  perfect  book  l 
life.  Even  their  slaves  had  considerable  opportunities  of  " 
culture :  and  had  it  been  otherwise,  there  was  nothing  in  the 
Greek  temper,  and  nothing  in  the  lessons  that  the  world  had 
up  to  that  time  learnt,  to  make  them  seriously  concerned. 
The  excellence  of  Greek  thought  has  made  it  a  touchstone 
by  which  many  of  the  leading  thinkers  of  after  ages  have 
tried  every  new  inquiry:  and  the  impatience  with  which  the 
academic  mind  has  often  regarded  the  study  of  economics  is 
in  a  great  measure  due  to  the  impatience  which  the  Greeks 
felt  for  the  anxious  cares  and  plodding  work  of  business. 

And  yet  a  lesson  might  have  been  learnt  from  the  quick  Their 
decadence  of  Greece ;  which  was  brought  about  by  the  want  of  the 
of  that  solid  earnestness  of  purpose  which  no  race  has  ever  oTt^adv 
maintained   for    many   generations    without   the    discipline  ™dastry 
of  steady  industry.      Socially  and  intellectually  they  were  their  falL 
free:  but  they  had  not  learnt  to  use  their  freedom  well;  they 
had  no  self-mastery,  no  steady  persistent  resolution.     They 
had  all  the  quickness  of  perception  and  readiness  for  new 
suggestions  which  are  elements  of  business  enterprise ;  but 
they  had  not  its  fixity  of  purpose  and  patient  endurance. 

:  The  genial  climate  gradually  relaxed  their  physical  energies; 

'.they  were  without  that  safeguard  to  strength  of  character 
which  comes  from  resolute  and  steadfast  persistence  in  hard 
work ;  and  they  sank  into  frivolity. 

§  4.     Civilization  still  moving  westwards  had  its  next  The 
centre  in  Rome.     The  Romans  were  a  great  army,  rather  character"' 
than  a  great  nation.     They  resembled  the  Greeks  in  leaving  "*  ">« 
business  as  much  as  possible  to  slaves :  but  in  most  other "niteObem 
respects  were  a  contrast  to  them.     In  opposition  to  the  fresh  ness,  bnt 
fulness  of  the  life  of  the  Greeks,  to  the  youthful  joy  with  raUy'^*°^' 
which  they  gave  free  play  to  all  their  faculties  and  developed  preferred 
their  own  idiosyncrasy,  the  Romans  showed  the  firm  will,  pSEHca. 
the  iron  resolution,  the  absorption  in  definite  serious  aims  of 
the  mature  man'. 

1  This  fnndamental  opposition  between  the  Greek  and  Soman  tempers  was 
made  clear  by  Hegel  in  his  Philosophy  of  History.  "  Of  the  Greeks  in  the  first 
genuine  form  of  their  freedom  we  may  assert  that  they  had  no  conscience ;  the 
habit  of  living  for  their  country  without  further  analysis  or  reflection  was  the 
principle  dominant  among  them.. ..Subjectivity  plunged  the  Greek  world  into 

2—2 
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BOOK  I.  Singularly  free  from  the  restraints  of  custom,  they  shaped 

'  their  own  lives  for  themselves  with  a  deliberate  choice  that 
Sonomic  ^^'^  never  been  known  before.  They  were  strong  and  daring, 
conditions  steady  of  purpose  and  abundant  in  resource,  orderly  in  habit, 
some  and  clearsighted  in  judgment;  and  thus,  though  they  pre- 
modem  ferred  war  and  politics,  they  had  in  constant  use  all  the 
inform;     faculties  required  for  business  enterprise. 

Nor  was  the  principle  of  association  inactive.  Trade 
gilds  had  some  vigour  in  spite  of  the  paucity  of  artisans  who 
Were  free.  Those  methods  of  combined  action  for  business 
purposes,  and  of  production  on  a  large  scale  by  slave  labour 
in  factories,  in  which  Greece  had  been  the  pupil  of  the  East, 
gained  new  strength  when  imported  into  Rome.  The  facul- 
ties and  the  temper  of  the  Romans  fitted  them  especially 
well  for  the  management  of  joint-stock  companies;  and  a 
comparatively  small  number  of  very  wealthy  men,  with  no 
middle  class,  were  able  with  the  aid  of  trained  slaves  and 
freedmen,  to  undertake  large  contracts  by  land  and  by  sea  at 
home  and  abroad.  They  made  capital  hateful ;  but  they 
made  it  powerful  and  efficient ;  they  developed  the  appliances 
of  money-lending  with  great  energy;  and  partly  in  conse- 
quence of  the  unity  of  the  imperial  power,  and  the  wide 
extent  of  the  Roman  language,  there  was  in  some  important 
respects  more  freedom  of  commerce  and  of  movement 
throughout  the  civilized  world  in  the  days  of  the  Roman 
empire  than  even  now. 

When,  then,  we  recollect  how  great  a  centre  of  wealth 
Rome  was ;  how  monstrous  the  fortunes  of  individual  Romans 
(and  they  have  only  recently  been  surpassed);  and  how  vast  the 
scale  of  her  military  and  civil  affairs,  of  the  provision  needed 
for  them  and  of  the  machinery  of  her  traffic;  we  cannot 
wonder  that  many  ^vriters  have  thought  they  found  much 
resemblance  between  her  economic  problems  and  our  own. 

rnin  " ;  and  the  harmonioas  poetry  of  the  Greeks  made  waj  for  "  the  prose  life  of 
the  Romans,"  which  was  fnll  of  snhjectivity,  and  "a  hard  dry  contemplation  of 
certain  yoluntary  aims."  A  generous,  though  discriminating  tribnte  to  the  services 
which  Hegel  indirectly  rendered  to  Historical  Economics  is  given  by  Roscher, 
Oesch.  der  Nat.  (Eh.  in  Deutschland,  J  188.  Compare  also  the  chapters  on 
Religion  in  Hommsen's  History,  which  seem  to  have  been  mnch  inflnenced  by 
Hegel ;  also  Kantz,  Entwiclcelmig  der  National-CEkonomie,  Bk.  i. 
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But  the  resemblance  is  superficial  and  illusory.     It  extends     book  i. 

only  to  forms,  and  not  to  the  living  spirit  of  national  life.      ' 

It  does  not  extend  to  the  recognition  of  the  worth  of  the  life 
of  the  common  people  which  in  our  own  time  is  giving  to 
economic  science  its  highest  interest'. 

In  ancient  Rome  industry  and  commerce  lacked  the  vital  but  not 
strength  which  they  have  attained  in  more  recent  times,  substance. 
Her  imports  were  won  by  the  sword ;  they  were  not  bought 
with  the  products  of  skilled  work  in  which  the  citizens  took 
a  worthy  pride,  as  were  those  of  Venice  or  Florence  or 
Bniges.  Traffic  and  industry  alike  were  pursued  almost 
with  a  sole  eye  to  the  money  gains  to  be  derived  from 
them;  and  the  tone  of  business  life  was  degraded  by  the 
public  disdain  which  showed  itself  in  the  "  legal  and  practi- 
cally effective  restriction'"  of  the  Senators  from  all  forms 
of  business  except  those  connected  with  the  land.  The 
Equites  found  their  richest  gains  in  farming  the  taxes,  in 
the  plunder  of  provinces,  and,  in  later  times,  in  the  personal 
favour  of  the  Emperors,  and  did  not  cherish  that  spirit  of 
probity  and  thorough  work  which  are  needed  for  the  making 
of  a  great  national  trade ;  and  at  length  private  enterprise 
was  stifled  by  the  ever-growing  shadow  of  the  State'. 

1  See  above  Ch.  i.  §  2.  The  misunderstanding  is  in  some  measure  attributable 
to  the  influence  of  the  generally  acute  and  well-balanced  Boscber.  He  took  a 
special  delight  in  pointing  out  analogies  between  ancient  and  modem  problems ; 
and  though  he  also  pointed  out  differences,  yet  the  general  influence  of  his 
writings  tended  to  mislead. .  (His  position  is  well  criticized  by  Enies,  Politische 
(Ekonomie  vom  geschichtlichen  Standpunkte :  especially  p.  391  of  the  second  edition.) 

*  Friedlander,  Sittengeschichte  Boms,  p.  225.  Mommsen  goes  so  far  as  to  say 
{History,  Book  iv.  ch.  xi.) : — "  Of  trades  and  manufactures  there  is  nothing  to  be 
said,  except  that  the  Italian  nation  in  this  respect  persevered  in  an  inactivity 
bordering  on  barbarism. ..The  only  brilliant  side  of  Roman  private  economics  was 
money  dealing  and  commerce."  Many  passages  in  Caimes'  Slave  Power  reaid  like 
modem  versions  of  Mommsen's  History.  Even  in  the  towns  the  lot  of  the  poor  free 
Boman  resembled  that  of  the  "mean  white"  of  the  Southern  Slave  States. 
Latifundia  perdidere  Italiam ;  but  they  were  farms  like  those  of  the  Southern 
States,  not  England.  The  weakness  of  free  labour  ]  at  Rome  is  shown  in 
Liebenam's  Oeschichte  des  rbmisehen  Vereinsioesens. 

*  One  aspect  of  this  is  described  by  Prof.  SchmoUer  in  his  short  bat  excellent 
account  of  the  Trading  Companies  of  Antiquity.  After  showing  how  trading  groups 
of  which  all  the  members  belong  to  one  family  may  thrive  even  among  primitive 
peoples,  he  argues  {Jahrbuck  far  Gesetzgebung,  xvi.  pp.  740 — 2)  that  no  form  of 
business  association  of  the  modem  type  could  flourish  long  in  such  conditions  as 
those  of  ancient  Rome  unless  it  had  some  exceptional  privileges  or  advantages  as 
the  Societates  Publicanonim.  had.    The  reason  why  we  modems  succeed  in  bring- 
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BooKi.  But  though  the  Komans  contributed  but  little  directly 

CH.  II.  ,  "' 

to   the   progress  of  economic  science,  yet  indirectly   they 

fouiide7     exerted  a  profound  influence  over  it,  for  good  and  evil,  by 
^e  modem  laying  the  foundations  of  modern  jurisprudence.     What  phi- 
property,     losophic  thought  there  was  in  Eome  was  chiefly  Stoic ;  and 
The  stoic    most  of  the  great  Roman  Stoics  were  of  Oriental  origin. 
andUie'  ^  Their  philosophy  when  transplanted  to  Eome  developed  a 
'^°u°        great  practical  power  without  losing  its  intensity  of  feeling ; 
experience  and  in  spite  of  its  severity,  it  had  in  it  much  that  is  kindred 
Boman       to  the  suggestions  of  modem  social  science.     Most  of  the 
awyers      gjgat  lawyers  of  the  Empire  were  among  its  adherents,  and 
thus  it  set  the  tone  of  the  later  Roman  Law,  and  through  it 
of  all  modern  European  Law.     Now  the  strength  of  the 
Roman  State  had  caused  State  rights  to  extinguish  those  of 
the  Clan  and  the  Tribe  in  Rome  at  an  earlier  stage  than  in 
Greece.     But  many  of  the  primitive  Aryan  habits  of  thought 
as  to  property  lingered  on  for  a  long  while  even  in  Rome. 
Great  as  was  the  power  of  the  head  of  the  family  over  its 
members,  the  property  which  he  controlled  was  for  a  long 
time  regarded  as  vested  in  him  as  the  representative  of  the 
family  rather  than  as  an  individual.     But  when  Rome  had 
become  imperial,  her  lawyers  became  the  ultimate  inter- 
preters of  the  legal  rights  of  many  nations :  and  under  Stoic 
influence  they  set  themselves  to  discover  the  fundamental 
Laws  of  Nature,  which  they  believed  to  lie  in  concealment 
at  the  foundation  of  all  particular  codes.     This  search  for  the 
universal,  as  opposed  to  the  accidental  elements  of  justice, 
acted  as  a  powerful  solvent  on  rights  of  common  holding,  for 
which  no  other  reason  than  that  of  local  iisage  could  be 
led  them     given.    The  later  Roman  law  therefore  gradually  but  steadily 
iTe^arge  enlarged  the  sphere  of  contract ;  gave  it  greater  precision, 
the  sphere  greater  elasticity,  and  greater  strength.     At  last  almost  all 
tract.  social  arrangements  had  come  under  its  dominion ;  the  pro- 

ing  and  keeping  many  people  "under  the  same  hat"  to  work  together,  which 
Antiqnity  failed  in  doing,  "is  to  he  sought  exclnsiTely  in  the  higher  leTel  of 
intellectnal  and  moral  strength,  and  the  greater  possibility  now  than  then  of 
binding  together  men's  egoistic  commercial  energies  by  the  bonds  of  social 
sympathy."  See  also  Deloume,  Les  Manieurs  d' Argent  d  Borne ;  an  article  on 
State  control  of  Industry  in  the  fourth  century  by  W.  A.  Brown  in  the  Political 
Science  Quarterly,  Vol.  ii. ;  Blanqni's  History  of  Political  Economy,  ch.  T.  and  vi. ; 
and  Ingram's  History,  ch.  n. 
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perty  of  the  individual  was  clearly  marked  out,  and  he  could  book  i. 
deal  with  it  as  he  pleased.  We  see  then  that  from  the  " 
breadth  and  nobility  of  the  Stoic  character  modem  lawyers 
have  inherited  a  high  standard  of  duty :  and  from  its  austere 
self-determination  they  have  derived  a  tendency  to  define 
sharply  individual  rights  in  property.  And  therefore  to 
Roman  and  especially  Stoic  influence  we  may  trace  indirectly 
much  of  the  good  and  evil  of  our  present  economic  system ; 
on  the  one  hand  much  of  the  untrammelled  vigour  of  the 
individual  in  managing  his  own  affairs,  and  on  the  other  not 
a  little  harsh  wrong  done  under  the  cover  of  rights  estab- 
lished by  a  system  of  law  which  has  held  its  ground  because 
its  main  principles  are  wise  and  just. 

The  strong  sense  of  duty  which  Stoicism  brought  with  it  But  a  new 
from  its  Oriental  home  had  in  it  something  also  of  Eastern  ^eSed.'^'" 
quietism.  The  Stoic,  though  active  in  well-doing,  was  proud 
of  being  superior  to  the  troubles  of  the  world :  he  took  his 
share  in  the  turmoil  of  life  because  it  was  his  duty  to  do  so, 
but  he  never  reconciled  himself  to  it :  his  life  remained  sad 
and  stern,  oppressed  by  the  consciousness  of  its  own  failures. 
This  inner  contradiction,  as  Hegel  says,  could  not  pass  away 
till  inward  perfection  was  recognized  as  an  object  that  could 
be  attained  only  through  self-renunciation ;  and  thus  its  pur- 
suit was  reconciled  with  those  failures  which  necessarily  ac- 
company all  social  work.  For  this  great  change  the  intense 
religious  feeling  of  the  Jews  prepared  the  way.  But  the 
world  was  not  ready  to  enter  into  the  fulness  of  the  Christian 
spirit,  till  a  new  tone  had  been  given  to  it  by  the  deep  per- 
sonal affections  of  the  German  race.  Even  among  the  German 
peoples  true  Christianity  made  its  way  slowly:  and  for  a  long 
time  after  the  fall  of  Rome  there  was  chaos  in  Western  Europe. 

§  5.     The  Teuton,  strong  and  resolute  as  he  was,  found  it  The 
very  difficult  to  free  himself  from  the  bonds  of  custom  and  of  ^0^°° 
ignorance.     The  heartiness  and  fidelity'  which  gave  him  hisj?*™*^°™ 
special  strength,  inclined  him  to  cherish  overmuch  the  insti-  whom  he 
tutions  and  customs  of  his  family  and  his  tribe.     No  other  qSered" 

1  Hegel  {Philosophy  of  Hiatoiy,  Part  ir.)  goes  to  the  root  of  the  matter  when 
he  speaks  of  their  energy,  their  free  spirit,  their  absolute  self-determination 
(Eigensinn),  their  heartiness  (Gremiith),  and  adds,  "  Fidelity  is  their  second  watch- 
word as  Freedom  is  the  first." 
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great  conqueriug  race  has  shown  so  little  capacity  as  the 
Teutons  have  done  for  adopting  new  ideas  from  the  more 
cultured,  though  weaker,  people  whom  they  conquered.  They 
prided  themselves  on  their  rude  strength  and  energy;  and 
cared  little  for  knowledge  and  the  arts.  But  these  found  a 
temporary  refuge  on  the  Eastern  coasts  of  the  Mediterranean; 
until  another  conquering  race  coming  from  the  south  was 
ready  to  give  them  new  life  and  vigour. 

The  Saracens  learnt  eagerly  the  best  lessons  that  the 
conquered  had  to  teach.  They  nurtured  the  arts  and  sciences, 
and  kept  alive  the  torch  of  learning  at  a  time  when  the 
Christian  world  cared  little  whether  it  went  out  or  not ; 
^and  for  this  we  must  ever  owe  them  gratitude.  But  their 
moral  nature  was  not  so  full  as  that  of  the  Teutons.  The 
warsm,  climate  and  the  sensuality  of  their  religion  caused 
their  vigour  rapidly  to  decay;  and  they  have  exercised  very 
little  direct  influence  on  the  problems  of  modern  civilization'. 

The  education  of  the  Teutons  made  slower  but  surer  pro- 
gress. They  carried  civilization  northwards  to  a  climate  in 
which  sustained  hfl''^  -^nrV  has  gone  hand  in  hand  with  the 
slow  growth  of  stiirdy_forms_of_culture ;  and  they  carried  it 
westwards  to  the  Atlantic.  Civilization,  which  had  long  ago 
left  the  shores  of  the  rivers  for  those  of  the  great  inland  sea, 
was  ultimately  to  travel  over  the  vast  ocg^n. 

But  these  changes  worked  themselves  out  slowly.  The 
first  point  of  interest  to  us  in  the  new  age  is  the  re-opening 
of  the  old_conflict  between  town  and  nation  that  had  been 
suspended  by  the  universal  dominion  of  Rome ;  which  was 
indeed  an  army  with  head-quarters  in  a  town,  but  drawing 
its  power  from  the  broad  land. 

§  6.  Until  a  few  years  ago  complete  and  direct  self- 
government  by  the  people  was  impossible  in  a  great  nation : 
it  could  exist  only  in  t^^s  or  very  SEaalHfiixitories.  Govern- 
ment was  necessarily  in  the  hands  of  the  few,  who  looked 
upon  themselves  as  privileged  upper  classes,  and  who  treated 
the  workers  as  lower  classes.  Consequently  the  workers, 
even  when  permitted  to  manage  their  own  local  affairs,  were 

1  A  brilliant  eulogy  of  their  work  is  given  by  Draper,  Intellectual  Developjnent 
of  Europe,  ch.  xiii. 
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often  wanting  in  the  courage,  the  self-reliance,  and  the  booki. 
habits  of  mental  activity,  which  are  required  as  the  basis  of  _!_' 
business  enterprise.  And  as  a  matter  of  fact  both  the 
central  Government  and  the  local  magnates  did  interfere 
directly  with  the  freedom  of  industry ;  prohibiting  migration, 
and  levying  taxes  and  tolls  of  the  most  burdensome  and 
vexatious  character.  Even  those  of  the  lower  classes  who 
were  nominally  free,  were  plundered  by  arbitrary  fines  and 
dues  levied  under  all  manner  of  excuses,  by  the  partial 
administration  of  justice,  and  often  by  direct  violence  and 
open  pillage.  These  burdens  fell  chiefly  on  just  those 
people  who  were  more  industrious  and  more  thrifty  than 
their  neighbours,  those  among  whom,  if  the  country  had 
been  free,  the  spirit  of  bold  enterprise  would  gradually 
have  arisen  to  shake  ofif  the  bonds  of  tradition  and 
custom. 

Far  different  was  the  state  of  people  in  the  towns.    There  but  self- 
the  industrial  classes  found  strength  in  their  numbers ;  and  mraft^y 
even  when  unable  to  gain  the  upper  hand  altogether,  they  i^®^"^'* 
were  not,  like    their   brethren   in   the  country,  treated  as  towns 
though  they  belonged  to  a  different  order  of  beings  from  physically 
their  rulers.     In   Florence   and   in   Bruges,  as   in   ancient  ""P°^" 
Athens,  the  whole   people   could  hear,  and  sometimes  did 
hear,  from  the  leaders  of  public  policy  a  statement  of  their 
plans  and  the  reasons   for   them,  and   could   signify  their 
approval   or   disapproval   before  the  next  step  was  taken. 
The  whole  people  could  on  occasion  discuss  together  the 
social  and  industrial  problems  of  the  time,  knowing  each 
other's  counsel,  profiting  by  each  other's  experience,  working 
out  in  common  a  definite  resolution  and  bringing  it  into 
efiect  by  their  own  action.     But  nothing  of  this  kind  could 
be  dom?  over  a  wide  ajrea  till  the  invention  of  the^^relegrapb, 
the^railw^  and  the.cheap.press. 

By  their  aid  a  nation  can  now  read  in  the  morning  what  Snoh  as  is 
its  leaders  have  said  on  the  evening  before ;  and  ere  another  first  time 
day  has  passed  the  judgment  of  the  nation  on  it  is  pretty  well  ^j^ge*  "" 
known.     By  their  aid  the  council  of  a  large  trades-union  can  "^^t^- 
at  a  trifling  cost  submit  a  difficult  question  to  the  judgment 
of  their  members  in  every  part  of  the  country  and  get  their 
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BOOK  I.  decision  within  a  few  days.  Even  a  large  country  can  now  be 
'  ruled  by  its  people ;  but  till  now  what  was  called  "  popular 
Government "  was  of  physical  necessity  the  government  by  a 
more  or  less  wide  oligarchy.  Only  those  few  who  could 
themselves  go  frequently  to  the  centre  of  Government,  or 
who  could  at  least  receive  constant  communication  from  it, 
could  take  part  directly  in  government.  And  though  a 
much  larger  number  of  people  would  know  enough  of  what 
was  going  on  to  make  their  will  broadly  effective,  through 
their  choice  of  representatives,  yet  even  they  were  a  small 
minority  of  the  nation  till  a  few  years  ago ;  and  the  repre- 
sentative system  itself  is  only  of  recent  date. 
The  case  Switzerland  indeed  has  been  free :  for  its  mountains  op- 

oi  Switzer-  -  i  i 

land  is  ex-  pose  obstacles  to  the  movements  of  large  armies,  and  render 
cavalry  almost  useless;  and  it  has  nourished  a  sturdy  race, 
which  has  been  strengthened  from  time  to  time  by  refugees 
from  among  the  bolder  spirits  of  neighbouring  lands.  But 
the  range  of  intercourse  of  those  who  live  in  mountains  is 
generally  small.  Except  when  enriched  by  the  lavish 
expenditure  of  tourists  from  more  favoured  lands,  they 
live  hard  lives,  having  long  hours  of  work  during  their 
short  summer,  and  stagnating  in  close  rooms  during  a 
great  part  of  the  year.  They  have  not  therefore  had 
that  mental  activity  and  enterprise  which  has  characterized 
the  free  cities. 
The  Medi-  §  7.  In  the  Middle  Ages  the  history  of  the  rise  and 
were  the  fall  of  towns  is  the  history  of  the  rise  and  fall  of  successive 
cniBors"^*  waves  on  the  tide  of  progress.  The  mediaeval  towns  as  a 
?'™°^™  rule  owed  their  origin  to  trade  and  industry,  and  did  not 
civiiiza-  despise  them.  And  though  the  wealthier  citizens  were  some- 
times able  to  set  up  a  close  government  in  which  the  workers 
had  no  part,  they  seldom  retained  their  power  long ;  and  the 
great  body  of  the  inhabitants  frequently  had  the  full  rights 
of  citizens,  deciding  for  themselves  the  foreign  and  domestic 
policy  of  their  city,  and  at  the  same  time  working  with  their 
hands  and  taking  pride  in  their  work.  They  organized 
themselves  into  Gilds,  thus  increasing  their  cohesion  and 
educating  themselves  in  self-government;  and  though  the 
Gilds    were    often    exclusive,    and    their    trade -regulations 
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ultimately  retarded  progress,  yet  they  did  excellent  work    book  i. 
before  this  deadening  influence  had  shown  itself.  — 1- 

The  citizens  gained  culture  without  losing  energy ;  without 
neglecting  their  business,  they  learnt  to  take  an  intelligent 
interest  in  many  things  besides  their  business.  They  led  the 
way  in  the  fine  arts,  and  they  were  not  backward  in  those  of 
war.  They  took  pride  in  magnificent  expenditure  for  public 
purposes ;  and  they  took  equal  pride  in  a  careful  husbanding 
of  the  public  resources,  in  clear  and  clean  State  budgets, 
and  in  systems  of  taxes  levied  equitably  and  based  on 
sound  business  principles.  Thus  they  led  the  way  towards 
modern  industrial  civilization ;  and  if  they  had  gone  on  their 
course  undisturbed,  and  retained  their  first  love  of  liberty 
and  social  equality,  they  would  probably  long  ago  have 
worked  out  the  solutions  of  many  social  and  economic 
problems  which  we  are  only  now  beginning  to  face.  But 
after  being  long  troubled  by  tumults  and  war,  they  at  last 
succumbed  to  the  growing  power  of  the  countries  by  which 
they  were  surrounded ;  and  indeed  when  they  had  obtained 
dominion  over  their  neighbours,  their  own  rule  had  often 
been  harsh  and  oppressive,  so  that  their  ultimate  overthrow 
by  the  country  was  in  some  degree  the  result  of  a  just  retri- 
bution. They  have  suffered  for  their  wrong  doings,  but  the 
fixiit  of  their  good  work  remains,  and  is  the  source  of  much 
that  is  best  in  the  social  and  economic  traditions  that  our 
age  has  inherited  from  its  predecessors. 

§  8.     Feudalism  was  perhaps  a  necessary  stage  in  the  chivalry 
development  of  the  Teutonic  race.     It  gave  scope  to  the  ^ct'ttie'™ 
political   ability  of  the  dominant  class,  and  educated  the  p**"""- 
common  people  in  habits  of  discipline  and  order.     But  it 
concealed  under  forms  of  some  outward  beauty  much  cruelty 
and    uncleanness,   physical   and    moral.      The    practices    of 
chivalry  combined   extreme  deference  to  women  in  public 
with  much  domestic  tyranny :  it  combined  elaborate  rules  of 
courtesy   towards   combatants   of  the    knightly   order  with 

1  What  is  true  of  the  great  free  towns  that  were  practically  autonomous  is 
true  in  a  less  degree  of  the  so-called  free  horonghs  of  England.  Their  constitutions 
were  eyen  more  various  than  the  origins  of  their  liherties ;  hut  it  now  seems 
prohable  that  they  were  generally  more  democratic  and  less  oligarchic  than  was 
at  one  time  supposed.    See  especially  Gross,  The  QUd  Merchant,  ch.  vii. 
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cruelty  and  extortion  in  dealing  with  the  lower  classes.  The 
ruling  classes  were  expected  to  discharge  their  obligations 
towards  one  another  with  frankness  and  generosity^:  they 
had  ideals  of  life  which  were  not  devoid  of  nobility;  and 
therefore  their  characters  will  always  have  some  attractive- 
ness to  the  thoughtful  historian  as  well  as  to  the  chronicler 
of  wars,  of  splendid  shows  and  of  romantic  incidents.  But 
their  consciences  were  satisfied  when  they  had  acted  up  to 
the  code  of  duty  which  their  own  class  required  of  them: 
and  one  article  of  that  code  was  to  keep  the  lower  classes 
in  their  place;  though  they  were  often  kind  and  even 
affectionate  towards  those  retainers  with  whom  they  lived  in 
daily  contact. 

So  far  as  cases  of  individual  hardship  went,  the  Church 
heiped'the  strove  to  defend  the  weak  and  to  diminish  the  sufferings  of 
economic'  *h®  poor.  Perhaps  those  finer  natures  who  were  attracted  to 
freedom      j^g  service  might  often  have  exercised  a  wider  and  a  better 

in  some  ° 

•ways,  influence,  if  they  had  been  free  from  the  vow  of  celibacy, 
and  able  to  mingle  with  the  world.  But  this  is  no  reason  for 
rating  lightly  the  benefit  which  the  clergy,  and  still  more 
the  monks,  rendered  to  the  poorer  classes.  The  monasteries 
were  the  homes  of  industry,  and  in  particular  of  the  scientific 
treatment  of  agriculture :  they  were  secure  colleges  for  the 
learned,  and  they  were  hospitals  and  alms-houses  for  the 
suffering.  The  Church  acted  as  a  peace-maker  in  great 
matters  and  in  small :  the  festivals  and  the  markets  held 
under  its  authority  gave  freedom  and  safety  to  traded 

'  But  the  treachery  that  was  common  in  Italian  cities  was  not  very  rare  in 
northern  castles.  People  compassed  the  death  of  their  acquaintances  by  assas- 
sination and  poison:  the  host  was  often  expected  to  taste  the  food  and  drink 
which  he  offered  to  his  guest.  But  as  a  painter  rightly  fills  his  cauras  with  the 
noblest  faces  be  can  find,  and  keeps  as  much  in  the  backgroond  as  possible  what 
is  ignoble,  so  the  popular  historian  may  be  justified  in  exciting  the  emulation  of 
the  yonng  by  historical  pictures  in  which  the  lives  of  noble  men  and  women  stand 
out  in  bold  rehef,  while  a  veil  is  drawn  over  much  of  the  surrounding  depravity. 
When  however  we  want  to  take  stock  of  the  world's  progress,  we  must  reckon  the 
evil  of  past  times  as  it  really  was ;  to  be  more  than  just  to  our  ancestors  then  is 
to  be  less  than  just  to  the  best  hopes  of  our  race. 

2  We  are  perhaps  apt  to  lay  too  much  stress  on  the  condemnation  by  the 
Church  of  "usury"  and  some  kinds  of  trade.  There  was  then  very  little  scope 
for  lending  capital  to  be  used  in  business,  and  when  there  was,  the  prohibition 
could  be  evaded  by  many  devices,  some  of  which  were  indeed  sanctioned  by  the 
Church  itself.    And  though  St  Chrysostom  said  that  "  he  who  procures  an  article 
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Again,  the  Church  was  a  standing  protest  against  caste  booki. 
exclusiveness.  It  was  democratic  in  its  organization,  as  was  _L_' 
the  army  of  ancient  Rome.  It  was  always  willing  to  raise  to 
the  highest  posts  the  ablest  men,  in  whatever  rank  they  were 
bom ;  its  clergy  and  monastic  orders  did  much  for  the  physical 
and  moral  wellbeing  of  the  people ;  and  it  sometimes  even  led 
them  iu  open  resistance  to  the  tyranny  of  their  rulers  \ 

But,  on  the  other  hand,  it  did  not  set  itself  to  help  them  but 
to  develop  their  faculties  of  self-reliance  and  self-deter-  it  in 
mination,  and  to  attain  true  inner  freedom.  While  willing  °'^«"- 
that  those  individuals  who  had  exceptional  natural  talents 
should  rise  through  its  own  offices  to  the  highest  posts,  it 
helped  rather  than  hindered  the  forces  of  feudalism  in  their 
endeavour  to  keep  the  working  classes  as  a  body  ignorant, 
devoid  of  enterprise,  and  in  every  way  dependent  on  those 
above  them.  Teutonic  feudalism  was  more  kindly  in  its 
instincts  than  the  military  dominion  of  ancient  Rome;  and 
the  laity  as  well  as  clergy  were  influenced  by  the  teachings, 
imperfectly  understood  as  they  were,  of  the  Christian  re- 
ligion with  regard  to  the  dignity  of  man  as  man.  Never- 
theless the  rulers  of  the  country  districts  during  the  early 
middle  ages  united  all  that  was  most  powerful  in  the  oriental 
subtlety  of  theocratic  caste  and  in  the  Roman  force  of  dis- 
cipline and  resolution ;  and  they  used  their  combined 
strength  in  such  a  manner  as  on  the  whole  to  retard  the 
growth  of  strength  and  independence  of  character  among  the 
lower  orders  of  the  people. 

to  make  profit  by  disposing  of  it  entire  and  unaltered,  is  ejected  from  the  temple 
of  God,"  yet  the  Church  encouraged  merchants  to  buy  and  sell  goods  unaltered  at 
fairs  and  elsewhere.  The  authority  of  Church  and  State  and  the  prejudices  of 
the  people  combined  to  put  difficulties  in  the  way  of  those  who  bought  up  large 
quantities  of  goods  in  order  to  seU  them  retail  at  a  profit.  But  though  much  of 
the  business  of  these  people  was  legitimate  trade,  some  of  it  was  certainly 
analogous  to  the  "rings"  and  "comers"  in  modem  produce  markets.  Compare 
the  excellent  chapter  on  the  Canonist  Doctrine  in  Ashley's  History  and  the 
notice  of  it  by  Mr  Hewins  in  the  Economic  Review,  toI.  ly. 

1  Indirectly  it  aided  progress  by  promoting  the  Crusades;  of  which  Prof. 
Ingram  well  says  (History,  ch.  ii.)  that  they  "produced  a  powerful  economic 
effect  by  transferring  in  many  cases  the  possessions  of  the  feudal  chiefs  to  the 
industrial  classes,  whilst  by  bringing  different  nations  and  races  into  contact,  by 
enlarging  the  horizon  and  widening  the  conceptions  of  the  populations,  as  well  as 
by  affording  a  special  stimulus  to  navigation,  they  tended  to  give  a  new  activity 
to  international  trade." 
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The  military  force  of  feudalism  was  however  for  a  long 
time  weakened  by  local  jealousies.  It  was  admirably  adapted 
for  welding  into  one  living  whole  the  government  of  a  vast 
area  under  the  genius  of  a  Charles  the  Great:  but  it  was 
equally  prone  to  dissipate  itself  into  its  constituent  elements 
as  soon  as  its  guiding  genius  was  gone.  Italy  was  for  a  long 
time  ruled  by  its  towns,  one  of  which  indeed,  of  Roman 
descent,  with  Roman  ambition  and  hard  fixity  of  purpose 
held  its  wateiiways  against  all  attack  till  quite  modem 
times.  And  in  the  Netherlands  and  other  parts  of  the  Con- 
tinent the  free  towns  were  long  able  to  defy  the  hostility 
of  kings  and  barons  around  them.  But  at  length  stable 
monarchies  were  established  in  Austria,  Spain  and  France. 
A  despotic  monarchy,  served  by  a  few  able  men,  drilled  and 
organized  the  military  forces  of  vast  multitudes  of  ignorant 
but  sturdy  country  folk ;  and  the  enterprise  of  the  free  towns, 
their  noble  combination  of  industry  and  culture,  was  cut  short 
before  they  had  had  time  to  outgrow  their  early  mistakes. 

Then  the  world  might  have  gone  backwards  if  it  had  not 
happened  that  just  at  that  time  new  forces  were  rising  to 
break  up  the  bonds  of  constraint  and  spread  freedom  over 
the  broad  land.  Within  a  very  short  period  came  the  inven- 
tion of  printing,  the  Revival  of  Learning,  the  Reformation, 
and  the  discovery  of  the  ocean  routes  to  the  New  World  and 
to  India.  Any  one  of  these  events  alone  would  have  been 
sufficient  to  make  an  epoch  in  history ;  but  coming  together 
as  they  did,  and  working  all  in  the  same  direction,  they 
effected  a  complete  revolution. 

Thought  became  comparatively  free,  and  knowledge 
ceased  to  be  altogether  inaccessible  to  the  people.  The  free 
temper  of  the  Greeks  revived;  the  strong  self-determining 
spirits  gained  new  strength,  and  were  able  to  extend  their 
influence  over  others.  And  a  new  continent  suggested  new 
problems  to  the  thoughtful,  at  the  same  time  that  it  offered 
a  new  scope  to  the  enterprise  of  bold  adventurers. 

§  9.  The  countries  which  took  the  lead  in  the  New 
maritime  adventure  were  those  of  the  Spanish  Peninsula.  It 
seemed  for  a  time  as  though  the  leadership  of  the  world,  having 
settled  first  in  the  most  easterly  peninsula  of  the  Mediterra- 
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nean,  and   thence  moved  to   the  middle  peninsula,  would    =^ki. 
settle  again  in  that  westerly  peninsula  which  belonged  both 
to  the  Mediterranean  and  the  Atlantic.     But  the  power  of*''® 


industry  had  by  this  time  become  sufficient  to  sustain  wealth  penins6 
and  civilization  in  a  northern  climate.  And  the  Spanish  and 
Portuguese  could  not  hold  their  own  for  long  against  the 
more  sustained  energy  and  the  more  generous  spirit  of  the 
northern  people ;  the  colonists  of  England,  Holland,  and  even 
France  demanded  and  obtained  far  more  freedom  than  those 
of  Spain  and  Portugal. 

The  early  history  of  the  people  of  the  Netherlands  is  Bat  soon 
indeed  a  brilliant  romance.     Founding  themselves  on  ^shing  farther  on, 
and  weaving,  they  built  up  a  noble  fabric  of  Art  and  Litera-       Awxl 
ture,  of  Science  and  Government.     But  Spain  set  herself  to 
crush  out  the  rising  spirit  of  freedom,  as  Persia  had  done 
before.     And  as  Persia  strangled  Ionia,  but  only  raised  yet 
higher  the  spirit  of  Greece  Proper;   so  the  Austro-Spanish 
Empire  subdued  the  Belgian  Netherlands,  but  only  roused  the 
patriotism  and  energy  of  the  Dutch  Netherlands  and  England. 

Holland  suffered  from  England's  jealousy  of  her  commerce, 
but  still  more  from  the  restless  military  ambition  of  France. 
It  soon  became  clear  that  Holland  was  defending  the  free- 
dom of  Europe  against  French  aggression.  But  at  a  critical 
time  in  her  history  she  was  deprived  of  the  aid  she  might 
reasonably  have  expected  from  Protestant  England;  and 
though  from  1688  onwards  that  aid  was  liberally  given,  her 
bravest  and  most  generous  sons  had  then  already  perished 
on  the  battle-field,  and  she  was  overburdened  with  debt. 
She  has  fallen  into  the  background :  but  Englishmen  above 
all  others  are  bound  to  acknowledge  what  she  did,  and  what 
more  she  might  have  done  for  freedom  and  enterprise. 

France  and  England  were  thus  left  to  contend  for  the  to  FmasK; 
empire  of  the  Ocean.  France  had  greater  natural  resources 
than  any  other  northern  country,  and  more  of  .the  gpiiit  of  thfi 
n^age  than  any  gouthem  nnnnt.ry ;  and  she  was  for  someiimp 
the_greatestj)Qwer..Qf-thfi.Wig'ld  But  she  squandered  in  per- 
petual wars  her  wealth  and  the  blood  of  the  best  of  those  . 
citizens  whom  she  had  not  already  driven  away  by  religious 
persecution.     The  progress  of  enlightenment  brought  with  it 
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BOOK  I.    no  generosity  on  the  part  of  the  ruling  class  towards  the 
"        ruled,  and  no  wisdom  in  expenditure. 

From  revolutionary  America  came  the  chief  impulse 
towards  a  rising  of  the  oppressed  French  people  against  their 
rulers.  But  the  French  were  strikingly  wanting  in  that  self- 
controlling  freedom  which  had  distinguished  the  American 
colonists.  Their  energy  and  courage  was  manifested  again  in 
S'^j"  J  the  great  Napoleonic  wars.  But  their  ambition  overleaped 
^^'"  itself^  and  ultimately  left  to  England  the  leadership  of 
enterprise  on  the  Ocean.  Thus  the  industrial  problems  of 
the  New  World  are  being  worked  out  under  the  direct 
influence,  as  to  some  extent  those  of  the  Old  World  are 
under  the  indirect  influence  of  the  English  character.  We 
may  then  return  to  trace  with  somewhat  more  detail  the 
growth  of  free  enterprise  in  England. 


CHAPTEE   III. 

THE   GROWTH   OF   FBEE   INDUSTRY   AND   ENTERPRISE 
CONTINUED. 

§  1.     England's  geograpm^^'l  pnait.inn  caused  her  to  be    book  i. 
peopled  by  the  strongest  members  of  the  strongest  races  of    "^^ "'' 
northern  Europe ;  a  process  of  natural  selection  brought  to  ^Siaxha- 
her  shores  those  members  of  each  successive  nugratory  wave  EngnSh- 
who  were  most  daring  and  self-reliant.    Her  cmnate  is  better   -  — - 
adapted  to  sustain  energy  than  any  other  in  the  northern 
hemisphere.     She  is  divided  by  no  high  hills,  and  no  part  of 
her  territory_  i8_more  than  twenty.miles  from'^^av^^bie  water, 
and~tEu3there  was  no  material  hindrance  to  freedom  of 
intercourse  between  her  different  parts ;  while  the  strength 
and  wise  policy  of  the  Norman  and  Plantagenet  kings  pre- 
vented artificial  barriers  from  being  raised  by  local  magnates. 

As  the  part  which  Rome  played  in  history  is  chiefly 
due  to  her  having  combined  the  military  strength  of  a  great 
empire  with  the  enterprise  and  fixedness  of  purpose  of  an 
oligarchy  residing  in  one  city,  so  England  owes  her  greatness  ■,  x  ' ' 
to  her  combining,  as  Holland  had  done  on  a  smaller  scale 
before,  much  of  the^ee  temper  of  the  mediaeval  city  with  the 
strength  and  bfbad  basis  of  a  nation.  The  towns  of  England 
had  been  less  distinguished  than  those  of  other  lands;  but 
she  assimilated  them  more  easily  than  any  other  country  did, 
and  so  gained  in  the  long  run  most  from  them. 

The  custom  of  primogeniture  inclined  the  younger  sons 
of  noble  families  to  seek  their  own  fortunes ;  and  having  no 
special  caste  privileges  they  mixed  readily  with  the  common 
people.  This  fusion  of  different  ranks  tended  to  make  poli- 
tics business-like;  while  it  warmed  the  veins  of  business 
M.  3 
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of  noble  blood.     Resolute  on  the  one  hand  in  resistance  to 
tyranny,  and  on  the  other  in  submission  to  authority  when 
it  is  justified  by  their  reason,  the  English  have  made  many 
revolutions ;    but  none  without  a  definite  purpose.      While 
reforming  the  constitution  they  have  abided  by  the  law :  they 
alone,  unless  we  except  the  Dutch,  have  known  how  to  com- 
bine order  and  freedom ;  they  alone  have  united  a  thorough 
reverence  for  the  past  with  the  power  of  living  for  the  future 
rather  than  in  the  past.    But  the  strength  of  character  which 
in  later  times  made  England  the  leader  of  manufacturing 
progress,  showed  itself  at  first  chiefly  in  politics,  in  war,  and 
in  agriculture. 
Wlule  they        The  English  yeoman  archer  was  the  forerunner  of  the 
an  agricui-  English  artisan.     He  had  the  same  pride  in  the  superiority 
t^nthey     °^  ^^^  ^°^^  ^^^  ^^  physique  over  those  of  his  Continental 
showed       rivals;  he  had  the  same  indomitable  perseverance  in  acquiring: 

signs  of  -^ .  ^  o 

their  perfect  command  over  the  use  of  his  hands,  the  same  free 

facn/y       independence  and  the  same  power  of  self-control  and  of  rising 
izedai^n.  ^^  emergencies;   the  same  habit  of  indulging  his  humours 
^~'    ^      when  the  occasion  was  fit,  but,  when  a  crisis  arose,  of  preserv- 
ing discipline  even  in  the  face  of  hardship  and  misfortune'. 

But  the  industrial  faculties  of  Englishmen  remained 
latent  for  a  long  time.  They  had  not  inherited  much  ac- 
quaintance with  nor  much  care  for  the  comforts  and  luxuries 
of  civilization.  In  manufactures  of  all  kinds  they  lagged 
behind  the  Latin  countries,  Italy,  France  and  Spain,  as 
well  as  the  free  cities  of  northern  Europe.  Gradually  the 
wealthier  classes  got  some  taste  for  imported  luxuries,  and 
England's  trade  slowly  increased. 
Their  Wade  But  there  was  for  a  long  time  no  sign  on  the  surface  of  her 
conse^*"  '  future  Commerce.  That  indeed  is  the  product  of  her  special 
circumstances  as  much  as,  if  not  more  than,  of  any  natural 
bias  of  her  people.  They  had  not  originally,  and  they  have  not 
now,  that  special  liking  for  dealing  and  bargaining,  nor  for  the 

1  For  the  purposes  of  statistical  comparison  the  well-to-do  yeoman  mnst  be 
ranked  with  the  middle  classes  of  to-day,  not  with  the  artisans :  for  those  who 
were  better  off  than  he  were  very  few  in  number ;  while  the  great  mass  of  the 
people  were  far  below  him;  and  were,  even  in  the  prosperous  fifteenth  century, 
much  worse  off  in  almost  every  respect  than  they  are  now. 
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more  abstract  side  of  financial  business,  which  is  found  among  book  i. 
the  Jews,  the  Italians,  the  Greeks  and  the  Armenians  ;  trade  — — 
with  them  has  always  taken  the  form  of  action  rather  than 
of  manoeuvring  and  speculative  combination.  Even  now 
the  subtlest  financial  speculation  on  the  London  Stock  Ex- 
change is  done  chiefly  by  those  races  which  have  inherited 
the  same  aptitude  for  trading  which  the  English  have  for 
action. 

The  qualities  which  have  caused  England  in  later  times  The  capi- 
under  different  circumstances  to  explore  the  world,  and  to  ganizatiou 
make  goods  and  carry  them  for  other  countries,  caused  her  tur*^io- 
even  in  the  middle  ages  to  pioneer  the  modem  organization  of  ne«ed  the 

or  o  way  for 

agriculture,  and  thus  to  set  the  model  after  which  most  other  that  of 
modern  business  is  being  moulded.  She  took  the  lead  in  ture. 
converting  labour  dues  into  money  payments,  a  change  which 
much  increased  the  power  of  everyone  to  steer  his  course  in 
life  according  to  his  own  free  choice.  For  good  and  for  evil 
the  people  were  set  free  to  exchange  away  their  rights  in  the 
land  and  their  obligations  to  it.  The  relaxation  of  the  bonds 
of  custom  was  hastened  alike  by  the  great  rise  of  real  wages 
which  followed  the  Black  Death  in  the  fourteenth  century ; 
and  by  the  great  fall  of  real  wages  which,  in  the  six- 
teenth century,  resulted  from  the  depreciation  of  silver,  the 
debasement  of  coin,  the  appropriation  of  the  revenues  of  the 
monasteries  to  the  purposes  of  court  extravagance ;  and  lastly 
by  the  extension  of  sheep  farming,  which  set  many  workers 
adrift  from  their  old  homes,  and  lowered  the  real  incomes 
and  altered  the  mode  of  life  of  those  who  remained.  The 
movement  was  further  extended  by  the  growth  of  the  royal 
power  in  the  hands  of  the  Tudors,  which  put  an  end  to 
private  war,  and  rendered  useless  the  bands  of  retainers 
which  the  barons  and  landed  gentry  had  kept  together. 
The  habit  of  leaving  real  property  to  the  eldest  son,  and 
distributing  personal  property  among  all  the  members  of  the 
family,  on  the  one  hand  increased  the  size  of  landed  pro- 
perties, and  on  the  other  narrowed  the  capital  which  the 
owners  of  land  had  at  their  own  command  for  working  it'. 

1  Mr  Rogers  says  that  m  the  thirteenth  century  the  value  of  arable  land  was 
only  a  third  of  the  capital  required  to  work  it ;  and  he  believes  that  bo  long  as  the 

3—2 
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BOOK  I.  These  causes  tended  to  establish  the  relation  of  landlord 

'     ■    and   tenant  in   England :    while   the   foreign   demand    for 
English  work  and  the  English  demand  for  foreign  luxuries 
led,  especially  in  the  sixteenth  century,  to  the  concentration 
of  miany  holdings  into  large  sheep-runs  worked  by  capitalist 
farmers.     That  is,  there  was  a  great  increase  in  the  number 
of  farmers  who  undertook  the  management  and  the  risks  of 
agriculture,  supplying  some  capital  of  their  own,  but  borrow- 
ing the  land  for  a  definite  yearly  payment,  and  hiring  labour 
for  wages :   in  like  manner  as,  later  on,  the  new  order  of 
English  business  men  undertook  the  management  and  the 
risks  of  manufacture,  supplying  some  capital  of  their  own 
but  borrowing  the  rest  on   interest  and  hiring  labour  for 
wages.     Thus  the  English  large  farm,  arable  and  pastoral, 
worked  with   borrowed    capital  was  the  forerunner  of  the 
English  factory,  in  the  same  way  as  English  archery  was  the 
forerunner  of  the  skill  of  the  English  artisan '. 
England's         §  2.     Meanwhile  the  English  character  was  deepening, 
was^uch    The  natural  gravity  and  intrepidity  of  the  stern  races  that 
b^tb"*^  had  settled  on  the  shores  of  England  inclined  them  to  em- 
miritofthe  brace  the  doctrines  of  the  Reformation;  and  these  reacted  on 
SbC^     their  habits  of  life,  and  gave  a  tone  to  their  industry.     Man 
was,  as  it  were,  ushered  straight  into  the  presence  of  his 
■    \/    I.      Creator,  with  no  human  intermediary :   life  became  intense 
..••^",  "^  and  full  of  awe;  and  now  for  the  first  time  large  numbers 

r  ^  of  rude  and  uncultured  people  yearned  towards  the  mysteries 

of  absolute  spiritual  freedom.  The  isolation  of  each  person's 
religious  responsibility  from  that  of  his  fellows,  rightly  under- 
stood, was  a  necessary  condition  for  the  highest  spiritual 
progress".  But  the  notion  was  new  to  the  world,  it  was 
bare  and  naked,  not  yet  overgrown  with  pleasant  instincts ; 

owner  of  the  land  was  in  the  habit  of  cnltirating  it  himself,  the  eldest  son  often 
nsed  various  devices  for  alienating  a  part  of  his  land  to  his  younger  brothers  in 
exchange  for  some  of  their  capital.     Six  Centuries  of  Work  and  Wages,  pp.  51,  2. 

^  This  parallelism  is  farther  developed  in  Book  vi. ;  see  especially  ch.  iz.  §  5. 

'  The  Reformation  "was  the  affirmation. ...of  Individuality. ..Individuality  is 
not  the  sum  of  life,  but  it  is  an  essential  part  of  life  in  every  region  of  onr  nature 
and  our  work,  in  our  work  for  the  part  and  for  the  whole.  It  is  true,  though  it  is 
not  the  whole  truth,  that  we  must  live  and  die  alone,  alone  with  God."  Bishop 
Westcott's  Social  Aspects  of  Christianity,  p.  121.  Comp.  also  Hegel's  Philosophy 
of  History,  part  iv.  section  iii.  ch.  2. 
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and    even    in    kindly  natures  individuality  showed   itself    booki. 

with  a  hard  sharpness  of  outline,  while  the  coarser  natures     _! ' 

became  self-conscious  and  egotistic.  Among  the  Puritans 
especially,  the  eagerness  to  give  logical  definiteness  and  pre- 
cision to  their  religious  creed  was  an  absorbing  passion, 
hostile  to  all  lighter  thoughts  and  lighter  amusements. 
When  occasion  arose  they  could  take  combined  action,  which 
was  made  irresistible  by  their  resolute  will.  But  they  took 
little  joy  in  society;  they  shunned  public  amusements,  and 
preferred  the  quieter  relaxations  of  home  life ;  and,  it  must 
be  confessed,  some  of  them  took  an  attitude  hostile  to  art  \ 

The  first  growth  of  strength  had  then  something  in  it  which 
that  was  rude   and   ill-mannered ;    but   tha*   strength  was  the 
required   for   the   next  stage  upwards,  vlndividualism  had  ^^^Sy 
to  be  purified  and  softened  by  much  tribulafion  ;  it^ad  to  *?f?'®  j*^* 
become  less  self-assertive  without  becoming  weaker,  before  social  life, 
new  instincts  could  grow  up  around  it  to  revive  in  a  higher 
form  what  was  most  beautiful  and  most  solid  in  the  old  collec- 
tive tendencies.    Individualism  governed  by  the  temper  of  the 
Reformed  religion  intensified  family  life,  making  it  deeper 
and  purer,  and  holier  than  it  had  ever  been  before.    It  is  true 
that  even  the  highest  elements  of  our  nature  can  be  used 
wrongly,  that  an  exclusive  devotion  to  family  cares  has  evils 
of  its  own.     Nevertheless  the  family  affections  of  those  races 
which  have  adopted  the  Reformed  religion  are  the  richest 
and  fullest  of  earthly  feelings :  there  never  has  been  before 
any  material  of  texture  at  once  so  strong  and  so  fine,  with 
which  to  build  up  a  noble  fabric  of  social  life. 

Holland  and  other  countries  shared  with  England  the 
great  ordeal  which  was  thus  opened  by  the  i<giritual  upheaval        \  *^■  ■■ 
that  closea  'the  middle  ages.     But  from  many  points  of  view, 

>  The  licentiousness  of  some  forms  of  art  created  in  serious  bnt  narrow  minds 
a  prejadice  against  all  art ;  and  in  revenge  socialists  now  rail  at  the  Beformation 
as  having  injured  both  the  social  and  the  artistic  instincts  of  man.  Bnt  it  maj  be 
qnestioned  whether  the  intensity  of  the  feelings  which  were  engendered  by  the 
Beformation  has  not  enriched  art  more  than  their  austerity  has  injured  it.  They 
have  developed  a  literature  and  a  music  of  their  own ;  and  if  they  have  led  man  to 
think  slightingly  of  the  beauty  of  the  works  of  his  own  hands,  they  have  certainly 
increased  his  power  of  appreciating  the  beauties  of  nature.  It  is  no  accident  that 
landscape  painting  owes  most  to  lands  in  which  the  Beformed  religion  has  pre- 
vailed. 
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BOOK  I.  and  especially  from  that  of  the  economist,  England's  experi- 
ences were  the  most  instructive  and  the  most  thorough ;  and 
were  typical  of  all  the  rest.  England  led  the  way  in  the 
modem  evolution  of  industry  and  enterprise  by  free  and  self- 
determining  energy  and  will. 
Theecono-        R  3.     The  effects  of  the  Keformation  on  England's  indus- 

mic  mflu-         ^   "  ,  ,  " 

enceofthe  trial  and  commercial  character  were  intensified  by  the  fact 
tion  on  that  many  of  those  who  had  adopted  the  new  doctrines  in 
wafSen-  other  countries  sought  on  her  shores  a  safe  asylum  from 
tJf^**  ,       religious  perggcution.     By  a  sort  of  natural  selection,  those 


her  attract-  of  theTTench  and  Fleming;s,  and  others  whose  character  was 
artisan**  most  akin  to  the  English,  and  who  had  been  led  by  that 
C^ir^ut    character  to  sturdy  thoroughness  of  work  in  the  manufactur- 
ing arts,  came  to  mingle  with  them,  and  to  teach  them  those 
arts  for  which  their  character  had  all  along  fitted  them'. 
During  the  seventeenth  and  eighteenth  centuries,  the  court 
and  the  upper  classes  remained  more  or  less  frivolous  and 
licentious ;  but  the  middle  class  and  some  parts  of  the  work- 
It  gave  a     incr   class   adopted   a  severe  view  of  life;    they  took  little 

sombre  ,  T.    ,       ■  ,         .  1,1111 

tone  to  her  aehght  m  amusements  that  interrupted  work,  and  they  had 

mentB.'and  ^  ^^S^  standard  as  to  those  material  comforts  which  could 

ra  h^to^*  be  obtained  only  by  unremitting,  hard  work.     They  strove  to 

dnstries.     produce  things  that  had  a  solid  and  lasting  utility,  rather 

than  those  suited  only  for  the  purpose  of  festivities   and 

ostentation.     The  tendency,  whea  once  it  had  set  in,  was 

promoted  by  the  climate ;    for,  though  not  very  severe,  it 

is  specially  unsuited  to  the  lighter  amusements;    and  the 

clothing,  houseroom  and  other  requisites  for  a  comfortable 

existence  in  it,  are  of  a  specially  expensive  character. 

These  were  the  conditions  under  whichythe  modem  in- 
dustrial  life  of  England  was  developed :  the^esire  for  material 
comtorts  tends  towards  a  ceaseless  straining  to  extractfroBr 
every  week  the  greatest  amount  of  work  that  can  be  got  out 
of  it.  The  firm  resolution  to  submit  every  action  to  the 
deliberate  judgment  of  the  reason  tends  to  make/everyone 
constantly  ask  himself  whether  he  could  not  '\mprove  his 
position  by  changing_his_busiii£aai_or  J)y  cbang^g  his  method 

1  Dr  Smiles  has  shown  that  the  debt  which  England  owes  to  these  immigi-ants 
is  greater  than  historians  have  supposed,  though  they  have  always  rated  it  highly. 
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of  doing  it.    And,  lastly,  complete  political  freedom  and  secu-    book  i. 
rity  enables  everyone  to  adjust  his  conduct  as  he  has  decided        "     ' 
that  it  is  his  interest  to  do,  and  fearlessly  to  commit  his 
person  and  his  property  to  new  and  distant  undertakings. 

In  short,  the  same  causes  which  have  enabled  England 
and  her  colonies  to  set  the  tone  of  modem  politics,  have 
made  them  also  set  the  tone  of  modem  business.  The  same 
qualities  which  gave  them  political  freedom  gave  them  also 
free  enterprise  in  industry  and  commerce'. 

§  4     Freedom  of  industry  and  enterprise,  so  far  as  its  English 
action  reaches,  tends  to  cause  everyone  to  seek  that  employ-  prise  nata- 
ment  of  his  labour  and  capital  in  which  he  can  turn  them  L^^a^ 
to  best  advantage ;  and  this  again  leads  him  to  try  to  obtain  ^l^^^'^^^U 
a  special  skill  and  facility  in  some  particular  task,  by  which  " 


■J 


he  may  earn  the  means  of  purchasing  what  he  himself  wants. //    )  jt 
And  hence  results  a  complex  industrial  organization,  with 
much  subtle  division  of  labour  ^ 

Some  sort  of  division  of  labour  is  indeed  sure  to  grow 
up  in  any  civilization  that  has  held  together  for  a  long 
while,  however  primitive  its  form.  Even  in  very  backward 
countries  we  find  highly  specialized  trades ;  but  we  do  not 
find  the  work  within  each  trade  so  divided  up  that  the 
planning  and  arrangement  of  the  business,  its  management 
and  its  risks,  are  borne  by  one  set  of  people,  while  the 
manual  work  required  for  it  is  done  by  hired  labour.  This 
form  of  division  of  labour  is  at  once  characteristic  of  the 
modern  world  generally,  and  of  the  English  race  in  particular. 
It  may  be  merely  a  passing  phase  in  man's  development ; 
it  may  be  swept  away  by  the  further  growth  of  that  free 
enterprise  which  hsis  called  it  into  existence.  But  for  the 
present  it  stands  out  for  good  and  for  evil  as  the  chief  fact 
in  the  form  of  modern  civilization,  the  kernel  of  the  modem 
economic  problem. 

The  most  vital  changes  hitherto  introduced  into  industrial 


1  Rogefs  argues  with  great  force  (Six  Ceiitunes  of  Work  and  Wages,  ch.  1), 
that  the  commntation  of  personal  for  money  dues  was  effected  earlier  in  England 
than  on  the  Continent,  and  was  a  chief  cause  of  what  is  most  characteristic  in 
England's  political  history. 

2  Xhis  subject  is  studied  in  detail  below,  Book  iv.  chs.  vai — xii. 
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life,  centre  around  this  growth  of  business  Undertakers^. 
W«  have  abeady  seen  how  the  undertaker  made  his  appear- 
ance at  an  early  stage  in  England's  agriculture.  The  farmer 
borrowed  land  from  his  landlord,  and  hired  the  necessary 
labour,  being  himself  responsible  for  the  management  and 
risks  of  the  business.  The  selection  of  farmers  has  not  in- 
deed been  governed  by  perfectly  free  competition,  but  has 
been  restricted  to  a  certain  extent  by  inheritance  and  by 
other  influences,  which  have  often  caiised  the  leadership  of 
agricultural  industry  to  fall  into  the  hands  of  people  who  have 
had  no  special  talents  for  it.  But  England  is  the  only  cojintry 
in  which  any  considerable  play  has  been  given  toVnatural 
selection :  the  agricultural  systems  of  the  Continent  have 
allowed  the  accident  of  birth  to  determine  the  part  which 
every  man  should  take  in  cultivating  land  or  controlling  its 
cultivation.  The  greater  energ;^'  and  elasticity  obtained  by 
even  this  narrow  play  of  selection  in  England,  hasbeeB"' 
suflficient  to  put  English  agriculture  in  advance  of  all  others, 
and  has  enabled  it  to  obtain  a  much  larger  produce  than  is 
got  by  an  equal  amount  of  labour  from  similar  soils  in  any 
other  country  of  Europe". 

But  the  natural  selection  of  the  fittest  to  undertake,  to 
"^  onra^^.  organize,  and  to  manage  has  much  greater  scope  in  manu- 
facture. The  tendency  to  the  growth  of  undertakers  in 
manufactures  had  set  in  before  the  great  development  of 
England's  foreign  trade ;  in  fact  traces  of  it  are  to  be  found 
in  the  woollen  manufacture,  in  the  fifteenth  century'.  But 
the  opening  up  of  large  ^arkets^  in  new  countries  gave  a 

1  This  term,  which  has  the  anthority  of  Adam  Smith  and  is  habitually  ased 
on  the  Continent,  seems  to  be  the  best  to  indicate  those  who  take  the  risks  and 
the  management  of  business  as  their  share  in  the  work  of  organized  industry. 

'  In  the  latter  half  of  the  eighteenth  centory,  especially,  the  improvements 
in  agricnltnre  moved  very  fast.  Implements  of  all  kinds  were  improved, 
draining  was  carried  out  on  scientific  principles,  the  breeding  of  farm  animals 
was  revolutionized  by  BakeweU's  genius;  turnips,  clover,  rye-grass,  &c.  came 
into  general  use,  and  enabled  the  plan  of  refreshing  land  by  letting  it  lie  fallow  to 
be  superseded  by  that  of  "alternating  husbandry."  These  and  other  changes 
constantly  increased  the  capital  required  for  the  cultivation  of  land;  while  the 
growth  of  fortunes  made  in  trade  increased  the  number  of  those  who  were  able 
and  willing  to  purchase  their  way  into  country  society  by  buying  large  properties. 
And  thus  in  every  way  the  modem  commercial  spirit  spread  in  agriculture. 

'  Comp.  Ochenkowski,  Englands  mrthscha/tliche  Kntwiekelimg,  p.  112. 


and  the 
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great  stimulus  to  the  Diovement,  both  directly  and  through    book  i. 

its  influence  on  t^Vio  T^r^Ti^rgjjioTi  nf  iTiftngfj-y  that  is,  the  con-      _! 

centration  of  particular  branches  of  production  in  certain 
loca.lities.  ^^ 

The  records  of  mediaaval  fairs  and  wandering  merchants  These  teud- 
show  that  there  were  many  things  each  of  which  was  made  motedby 
in  only  one  or  twojsjaces,  and  thence  distributed  north  and  ^i^. 
south,  east  and  west,  over  the  whole  of  Europe.     But  the  ^^y^**' 
wares  whose  production  was  localized  and  which  travelled  far,  seas,  who 
were  almost  always  of  high  price  and  small  bulk :  the  cheaper  goods  of 
and  heavier  goods  were  supplied  by  each  district  for  itself.  p™£nis. 
In  the  polonies  of  the  new  world,  however,  people  had  not 
always  the  leisure  to  provide  manufactures  for  themselves : 
and  they  were  often  not  allowed  to  make  even  those  which 
they  could  have  made ;  for  though  England's  treatment  of  her        . 
colonies  was  more  liberal  than  that  of  any  other  country,  she 
thought  that  the  expense  which  she  incurred  on  their  behalf 
justified  her  in  compelling  them  to  buy  nearly  all  kinds  of 
manufactures  from  herself     There  was  also  a  large  demand 
for  simple  goods  to  be  sold  in  India  and  to  savage  races. 

These  causes  led  to  the  Incalizatinn  of  nmir^b  nf  fbp  bpavipr 
irigTivifn.pt,nripg  ivnrV      In  work  which  requires  the  highly 
trained   skill  and  delicate  fancy  of  the   operative,  organi- 
zation is  sometimes  of  secondary  importance.     But  the  power 
of  organizing  great  numbers  of  people  gives  an  irresistible 
advantage  when  there  is  a  demand  for  whole  ship  cargoes  5r 
goods  of  a  few  simple  patterns.     Thus  TOcalization  and  the  ^       . 
growth   of  the  system  of  Viapitalist  undertakers  were  two    / 
parallel  movements,  due  to  the  same  general  cause,  and  each    ' 
of  them  promo^g  the  advance  of  the  other. 

The  factory  system  .and  the  use  of  expensive  appliances  The  imder- 
in  manufacture,  came  at  a  later  stage.     They  are  commonly  ^t  merely 
supposed  to  be  the  origin  of  the  power  which  undertakers  °'^8*?^** 
wield  in  English  industry ;  and  no  doubt  they  increased  it.  without 
But  it  had  shown  itself  clearly  before  their  influence  was  industry : 
felt.     At  the  time  of  the  French  Revolution  there  was  not  a  stm  dX 
veiy  great  deal  of  capital  invested  in  machineiy  whether  ^^  ^f^ 

,  *  xu&fivGrs* 

driven  by  water  or  steam  power;  the  factories  were  not 
large,  and  there  were  not  many  of  them.     But  nearly  all 
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BOOK  I.  the  textile  work  of  the  country  was  then  done  on  a  system  of 
-1 — ■  contracts.  This  industry  was  controlled  by  a  compara- 
tively small  number  of  undertakers  who  set  themselves 
to  find  out  what,  where  and  when  it  was  most  advan- 
tageous to  buy  and  to  sell,  and  what  things  it  was  most 
profitable  to  have  made.  They  then  let  out  contracts 
for  making  these  things  to  a  great  number  of  people 
scattered  over  the  country.  The  undertakers  generally  sup- 
plied the  raw  material,  and  sometimes  even  the  simple 
implements  that  were  used ;  those  who  took  the  contract 
executed  it  by  the  labour  of  themselves  and  their  families, 
and  sometimes  but  not  always  by  that  of/a  few  assistants'. 
j  I  As  time  went  on,  the  progress  of  "Mechanical  invention 

^,'  caused  the  workers  to  be  gathered  more  and  more  into  small 
\/  factories  in  the  neighbourhood  of  water  power;  and  when 
steam  came  to  be  substituted  for  \^at§t^^pa^:§r,  then  into 
larger  factories  in  great  towns.  Thus  the  great  undertakers 
who  bore  the  chief  risks  of  manufacturing,  without  directly 
managing  and  superintending,  began  to  give  way  to  wealthy 
employers,  who  conducted  the  whole  business  of  manufac- 
turing on  a  large  scale.  The  new  factories  attracted  the 
attention  of  the  most  careless  observer ;  and  this  last  move- 
ment was  not  liable  to  be  overlooked  by  those  who  were  not 
actually  engaged  in  the  trade,  as  the  preceding  movement 
had  been^. 

'  The  relations  ib  which  the  undertaltiiig  the  risks  of  a  bnsiness  stands  to  the 
work  of  managing  it,  and  superintending  those  who  are  engaged  in  it,  are  dis- 
cussed below  in  Book  iv.  ch.  xii. ;  the  causes  which  gorem  the  remunerations  of 
these  several  tasks  are  studied  in  Book  vi.  ch.  vn.  vra.  xi.  xn. 

2  The  quarter  of  a  century  beginning  with  1760  saw  improvements  foUow  one 
another  in  manufacture  even  more  rapidly  than  in  agriculture.  During  that 
period  the  transport  of  heavy  goods  was  cheapened  by  Brindley's  canals,  the  pro- 
duction of  power  by  Watt's  steam-engine,  and  that  of  iron  by  Cort's  processes  of 
puddling  and  rolling,  and  by  Roebuck's  method  of  smelting  it  by  coal  in  lieu 
of  the  charcoal  that  had  now  become  scarce ;  Hargreaves,  Crompton,  Arkwright, 
Cartwright  and  others  invented,  or  at  least  made  economically  serviceable, 
the  spinning- jenny,  the  mule,  the  carding  machine,  and  the  power-loom; 
Wedgwood  gave  a  great  impetus  to  the  pottery  trade  that  was  already  growing 
rapidly;  and  there  were  important  inventions  in  printing  from  cylinders,  in 
bleaching  by  chemical  agents,  and  in  other  processes.  A  cotton  factory  was 
for  the  first  time  driven  directly  by  steam-power  in  1785,  the  last  year  of  the 
period.  The  beginning  of  the  nineteenth  century  saw  steam-ships  and  steam 
printing-presses,  and  the  use  of  gas  for  lighting  towns.    Railway  locomotion,  tele- 
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Thus  at  length  general  attention  was  called  to  the  great  book  i. 
change  in  thp  nrgj^Tiiza,tion_of  ^dustry  wtiif)]  Jla/^  jnT^g  Kp^n  J — ' 
going  on  ;  and  it  was  seen  that  the  system  of  small  businesses  ^^^;^^g 
controlled  by  the  workers  themselves  was  being  displaced  by  y^^""-  p 

the  system  oMarge  businesses  controlled  by  the  specialized  lected  into   N/-— ' 
ability  of  capitalist  undertakers.     The  change  would  have  i^e"^ 
worked  itself  out  very  much  as  it  has  done,  even  if  there  ^"^^1^°^ 
had  been  no  factories :  and  it  will  go  on  working  itself  out  Henceforth 
even  if  the  retail  distribution  of  force  by  electric  or  other  taring  la- 
agencies  should  cause  part  of  the  work  that  is  now  done  in  h^^"^ 
factories  to  be  taken  to  the  home  of  the  workers'.  wholesale. 

§  5.  The  new  movement  both  in  its  earlier  and  later 
forms  has  tended  constantly  to  relax  the  bonds  that  used 
to  bind  nearly  everyone  to  live  in  the  parish  in  which  he 
was  bom ;  and  it  developed  free  markets  Jbr  labourj,_K]iich  ^ 

invited  people  to  come  and  "take,  thfiir-ghance  of  finding  '■^^' 

employmei^'^nd  in  consequence  of  this  change  the  causes 
that  determine  the  value  of  labour  began  to  take  a  new 
character.  Up  to  the  eighteenth  century  manufacturing 
labour  had  been  hired,  as  it  were,  always  retail ;  in  that 
century  it  began  to  be  hired  wholesale.  Up  to  that  time  its 
price  had  been  in  the  main  either  nominally  fixed_by:£iistom 
or  determined  by  the  incidents  of  bargaining  in  very  small 
markets :  the  bargaining  had  been  sometimes  for  the  hire  of 
labour,  sometimes  for  the  sale  of  its  products,  the  workman 
having  himself  undertaken  the  risks  of  production.  But 
since  then  its  price  has^j»ore  and  jaaore  been  determined  by 
the  circumstances  of  supply  and  demand  over  a  large  area — 
a  town,  a  country,  or  the  whole  world. 

The  new  organization  of  industry  added  vastly  to  the  Theneww- 
efficiency  of  production ;   for  it  went  far  towards  securing  wan  mi--      i  ^.\  I 
that  each  man's  labour  should  be  devoted  to  just  the  highest  by^eat^ 

graph;  and  photograph;  came  a  Uttle  later.  Onr  own  age  has  seen  numberless 
improvements  and  new  economics  in  prodnction,  prominent  among  which  are  those 
relating  to  the  prodnction  of  steel,  the  telephone,  the  electric  light,  and  the  gas- 
engine  ;  and  the  social  changes  arising  from  material  progress  are  in  some  respects 
more  rapid  now  than  ever.  But  the  groundwork  of  the  changes  that  have 
happened  since  1785  was  chiefly  laid  in  the  inventions  of  the  years  1760  to  1785. 

^  See  Held's  Socicde  Ge8chichte  Eiiglands,  Bk.  n.  ch.  in.  Compare  also  Mr 
Carroll  D.  Wright's  vigorous  defence  of  the  Factory  system.  Vol.  a.  of  the  U.  S. 
Cenmts  for  1880. 
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BOOK  I.    kind  of  work  which  he  was  capable  of  performing  well,  and 

_! ■    that  his  work  should  be  ably  directed  and  supplied  with  the 

.^a^faany  ijggt  mechanical  and  other  assistance  that  wealth  and  the 
were  dne  knowledge  of  the  age  could  afford.  But  it  brought  with  it 
canses.  great  evils.  Which  of  these  evils  was  unavoidable  we  cannot 
tell.  For  just  when  the  change  was  moving  most  quickly, 
England  was  stricken  by  a  combination  of  calamities  almost 
unparalleled  in  history.  They  were  the  cause  of  a  great 
part — it  is  impossible  to  say  of  how  great  a  part — of  the 
sufferings  that  are  commonly  ascribed  to  the  sudden  out- 
break of  unrestrained  competition.  The  loss  of  her  great 
colonies  was  quickly  followed  by  the  great  French  war,  which 
cost  her  more  than  the  total  value  of  the  accumulated  wealth 
she  had  at  its  commencement.  An  unprecedented  series  of 
bad  harvests  made  bread  fearfully  dear.  And  worse  than  all, 
a  method  of  administration  of  the  poor  law  was  adopted  which 
undermined  the  independence  and  vigour  of  the  people. 

The  first  part  of  this  century  therefore  saw  free  enters 
prise    establishing   itself  in    England    under    unfavourable 
circumstances,  its  evils  being  intensified  and  its  beneficial 
influences  being  hindered  by  external  misfortunes. 
There  were        §  6.     The    trade   customs   and   the  gild  regulations  by 
attempts  to  which  the  weak  had  been  defended  in  past  times,  were  un- 
ordjnances  suitable  to  the  new  industry.      In  some  places  they  were 
j^^iating  abandoned  by  common  consent :  in  others  they  were  success- 
fully upheld  for  a  time.     But  it  was  a  fatal  success ;  for  the 
new  industry,  incapable  of  flourishing  under  the  old  bonds, 
left  those  places  for  others  where  it  could  be  more  free'. 
Then  the  workers  turned  to  Government  for  the  enforcement 
of  old  laws  of  Parliament  prescribing  the  way  in  which  the 
trade  should  be  carried  on,  and  even  for  the  revival  of  the 
regulation  of  prices  and  wages  by  justices  of  the  peace, 
which  had         These  efforts  could  not  but  fail.     The  old  regulations 

done  both    ,,,  .,  .  .,  .,  ,, 

good  and    had  been  the  expression  of  the  social,  moral  and  economic 
timeT  *^^"  ideas  of  the   time ;   they  had   been   felt   out,   rather  than 

1  The  tendency  of  industries  to  flee  away  from  places  where  they  were  over- 
regnlated  by  the  gUds  was  of  old  standing,  and  had  shown  itself  in  the  thirteenth 
century,  thongh  it  was  then  comparatively  feeble.  See  Gross'  Oild  Merchant, 
Vol.  I.  pp.  43  and  52. 
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thought  out ;  they  were  the  almost  instinctive  result  of  the     book  i. 

experience  of  generations  of  men  who  had  lived  and  died      _! ' 

under  almost  unchanged  economic  conditions.     In  the  new  ^JJ*"f„^ 
age  changes  came  so  rapidly  that  there  was  no  time  for  this,  the  modern 
Each  man  had  to  do  what  was  right  in  his  own  eyes,  with  change, 
but  little  guidance  from  the  experience  of  past  times ;  those 
who   endeavoured  to  cling  to  old  traditions  were  quickly 
supplanted. 

The  new  race  of  undertakers  consisted  chiefly  of  those  The  manu- 
who  had  made  their  own  fortunes,  strong,  ready,  enterprising  ^^e    " 
men :  who,   looking  at  the  success  obtained  by  their  own  "^^^  .gy. 
energies,  were  apt  to  assume  that  the  poor  and  the  weak  "^ade  men, 

.  who  saw 

were  to  be  blamed  rather  than  to  be  pitied  for  their  mis-  only  the 
fortunes.     Impressed  with  the  folly  of  those   who  tried  to  of  competi- 
bolster  up  economic  arrangements  which  the  stream  of  pro- ''°"" 
gress  had  undermined,  they  were  apt  to  think  that  nothing 
more  was  wanted  than  to  make  competition  perfectly  free 
and  to  let  the  strongest  have  their  way.     They  glorified 
individualism,  and  were  in  no  hurry  to  find  a  modem  sub- 
stitute for  the  social  and  industrial  bonds  which  had  kept 
men  together  in  earlier  times. 

Meanwhile  misfortune  had  reduced  the  total  net  income  of  The  pres- 
the  people  of  England.     In  1820  a  tenth  of  it  was  absorbed  ?Sls°i^" 
in  paying  the  mere  interest  on  the  National  Debt.    The  goods  ^  fo^"'*^ 
that  were  cheapened  by  the  new  inventions  were  chiefly  forced 
manufactured  commodities  of  which  the  working  man  was  wages, 
but   a   small   consumer.     As   England   had   then  almost   a 
monopoly  of  manufactures,  he   might  indeed  have  got  his 
food  cheaply  if  manufacturers  had  been  allowed  to  change 
their  wares  freely  for  corn  grown  abroad  ;  but  this  was  pro- 
hibited  by   the    landlords  who  ruled  in  Parliament.     The 
labourer's  wages,  so  far  as  they  were  spent  on  ordinary  food, 
were  the  equivalent  of  what  his  labour  would  produce  on 
the  very  poor  soil  which  was  forced  into  cultivation  to  eke 
out  the  insufiicient  supplies  raised  from  the  richer  grounds. 
He  had  to  sell  his  labour  in  a  market  in  which  the  forces  of 
supply  and  demand  would  have  given  him  a  poor  pittance 
even  if  they  had  worked  freely.     But  he  had  not  the  full 
advantage  of  economic  freedom ;  he  had  no  efficient  union 
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BOOK  I.    with   his   fellows;   he   had  neither  the  knowledge   of  the 

_! ■    market,  nor  the  power  of  holding  out  for  a  reserve  price, 

duc^nn-    '"''^i°^  ^^^  Seller  of  commodities  has,  and  he  was  urged  on  to 

healthy  and  work  and  to  let  his  family  work  duriner  lone  hours,  and  under 

excessive  .  mt  •  i  .  n>   ■ 

work,         unhealthy  conditions.     This  reacted  on   the   eflBciency   oi 

eredthe      the  working  population,  and  therefore  on  the  net  value  of 

bufpower    t^®'^  work,  and  therefore  it  kept  down  their  wages.     The 

employment  of  very  young  children  for  long  hours  was  no 

new  thing :  it  had  been  common  in  Norwich  and  elsewhere 

even  in  the  seventeenth  century ;  but  the  moral  and  physical 

misery  and   disease   caused  by  excessive   work   under  bad 

conditions  reached   their  highest  point  among  the  factory 

population  in  the  first  quarter  of  the  century ;  and  they 

diminished  slowly  during  the  second  quarter,  and  more  rapidly 

. ..—  since  then. 

"But  the  After  the  workmen  had  recognised  the  folly  of  attempts 

had  saved    to  revive  the  old  rules  regulating  industry,  there  was  no 

froni  longer  any  wish  to  curtail  the  freedom  of  enterprise.     The 

French       sufferinss  of  the  English  people  at  their  worst  were  never 

armies,  and  "  o  x       l 

the  work-  comparable  to  those  which  had  been  caused  by  the  want 
cepted  it.  of  freedom  iu  France  before  the  Revolution ;  and  it  was 
argued  that,  had  it  not  been  for  the  strength  which  England 
derived  from  her  new  industries,  she  would  probably  have 
succumbed  to  a  foreign  military  despotism,  as  the  free  cities 
had  done  before  her.  Small  as  her  population  was  she  at 
some  times  bore  almost  alone  the  burden  of  war  against  a 
conqueror  in  control  of  nearly  all  the  resources  of  the 
Continent ;  and  at  other  times  subsidized  larger,  but  poorer 
countries  in  the  struggle  against  him.  Rightly  or  wrongly, 
it  was  thought  at  the  time  that  Europe  might  have  fallen 
permanently  under  the  dominion  of  France,  as  she  had  fallen 
in  an  earlier  age  under  that  of  Rome,  had  not  the  free 
energy  of  English  industries  supplied  the  sinews  of  war 
against  the  common  foe.  Little  was  therefore  heard  in 
complaint  against  the  excess  of  free  enterprise,  but  much 
against  that  limitation  of  it  which  prevented  Englishmen 
from  obtaining  food  from  abroad  in  return  for  the  manu- 
factures which  they  could  now  so  easily  produce. 
^J*^!®  And  even  trades-unions,  which  were  then  beginning  that 
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brilliant  though  chequered  career  which  has  been  more  full    book  i. 
of  interest  and  instruction  than  almost  anything   else  in      _! — 
English  historj',  passed  into  the  phase  of  seeking  little  from  ^^jf 
authority  except  to  be  left  alone.     They  had  learnt  by  bitter  Unions, 
experience  the  folly  of  attempting  to  enforce  the  old  rules  by 
which  Government  had  directed  the  course  of  industry ;  and 
they  had  as  yet  got  no  far-reaching  views  as  to  the  regula- 
tion of  trade  by  their  own  action :  their  chief  anxiety  was  to 
increase  their  own  economic  freedom  by  the  removal  of  the 
laws  against  combinations  of  workmen. 

§  7.     It  has  been  left  for  our  own  generation  to  perceive  People 
all  the  evils  which  arose  from  the  suddenness  of  this  increase  see,  as  we 
of  economic  freedom.    Now  first  are  we  getting  to  understand  ^^j  °^ 
the  extent  to  which  the  capitalist  employer,  untrained  to  his  '^*  *^^ 

^  ,      '■      "^  ,  .     *^*  econo- 

new  duties,  was  tempted  to  subordinate  the  wellbeing  of  his  mic  free- 
workpeople  to  his  own  desire  for  gain ;   now  first  are  we  it  degene- 
learning   the   importance   of  insisting   that   the  rich  have  ucens™ 
duties  as  well  as  rights  in  their  individual  and  in  their 
collective  capacity ;  now  first  is  the  economic  problem  of  the 
new  age  showing  itself  to  us  as  it  really  is.     This  is  partly 
due  to  a  wider  knowledge  and  a  growing  earnestness.     But 
however  wise  and  virtuous  our  grandfathers  had  been,  they 
could  not  have  seen  things  as  we  do ;  for  they  were  hurried 
along  by  urgent  necessities  and  terrible  disasters '. 

But  we  must  judge  ourselves  by  a  severer  standard.     For  ^*  "°^ 
we  are  not  now  struggling  for  national  existence :  and  our  greater 

oo  ,  ,    ,  means  and 

resources  have  not  been  exhausted  by  great  wars :  on  the  most  aim 
contrary   our   powers   of  production   have  been  immensely    ^  "' 
increased ;  and,  what  is  at  least  as  important,  the  repeal  of 
the  Com  Laws  and  the  growth  of  steam  communication  have 
enabled  a  largely  increased  population  to  obtain  sufficient 
supplies  of  food  on  easy  terms.     The  average  money  income 

1  In  times  of  peace  no  one  ventures  openly  to  rank  money  as  of  high  import- 
ance in  comparison  with  human  lives;  but  in  the  crisis  of  an  expensive  war 
money  can  always  be  used  so  as  to  save  them.  A  general  who  at  a  critical  time 
sacrifices  lives  in  order  to  protect  material,  the  loss  of  which  would  cause  the 
loss  of  many  men,  is  held  to  have  acted  rightly,  though  no  one  would  openly 
defend  a  sacrifice  of  soldiers'  lives  in  order  to  save  a  few  army  stores  in  time  of 
peace.  And  at  the  beginning  of  this  century  every  checli  to  the  prodnction  of 
wealth  was  likely  to  cause  a  loss  of  life  to  English  soldiers,  and  increased  the 
risk  of  their  losing  that  national  liberty  which  was  dearer  than  life. 
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almost  all  important  commodities  except  animal  food  and 
houseroom  has  fallen  by  one-half  or  even  further.  It  is  true 
that  even  now,  if  wealth  were  distributed  equally,  the  total 
production  of  the  country  would  only  suflSce  to  provide 
necessaries  and  the  more  urgent  comforts  for  the  people ',  and 
that  as  things  are,  many  have  barely  the  necessaries  of  life. 
But  the  nation  has  grown  in  wealth,  in  health,  in  education 
and  in  morality;  and  we  are  no  longer  compelled  to  sub- 
ordinate almost  every  other  consideration  to  the  need  of 
increasing  the  total  produce  of  industry. 
The  new  In  particular  during  the  present  generation  this  increased 

on  freedom  prosperity  has  made  us  rich  and  strong  enough  to  impose 
£*thein-^  Dew  restraints  on  free  enterprise;  some  temporary  material 
terests  of    iggg  being  submitted  to  for  the  sake  of  a  higher  and  greater 
children,     ultimate  gain.    But  these  new  restraints  are  different  from 
the  old.     They  are  imposed  not  as  a  means  of  class  domi- 
nation ;  but  with  the  purpose  of  defending  the  weak,  and 
especially  children  and  the  mothers  of  children,  in  matters 
ia  which  they  are  not  able  to  use  the  forces  of  competition 
in  their  own  defence.     The  aim  is  to  devise,  deliberately  and 
promptly,  remedies  adapted  to  the  quickly  changing  circum- 
stances of  modern  industry ;  and  thus  to  obtain  the  good, 
without  the  evil,  of  the  old  defence  of  the  weak  that  in  other 
ages  was  gradually  evolved  by  custom. 
The  tele-  Even  when  industry  remained  almost  unchanged  in  cha- 

^tttin^    racter  for  many  generations  together,  custom  was  too  slow 
able  ft"      ™  ^*^  growth  and  too  blind  to  be  able  to  apply  pressure 
people  now  only  when  pressure  was  beneficial :  and  in  this  later  stage 
on  their      custom  Can  do  but  little  good,  and  much  harm.     But  by  the 
dteBfor"*'    ^^^  of  the  telegraph  and  the  printiag-press,  of  representative 
their  evils,  government   and   trade  associations,  it   is  possible  for  the 
people  to  think  out  for  themselves  the  solution  of  their  own 
problems.     The  growth  of  knowledge  and  self-reliance  has 
given  them  that  true  self-controlling  fireedom,  which  enables 

1  The  average  income  per  head  in  the  United  Kingdom,  which  was  about  £15 
in  1820,  is  about  £37  now ;  i.e.  it  has  risen  from  abont  £75  to  £185  per  family  of 
five ;  and  its  purchasing  power  is  nearly  as  great  as  that  of  £400  in  1820.  A  few 
artisans'  families  earn  abont  £185,  and  would  not  gain  by  an  equal  distribution  of 
wealth :  but  they  have  only  enough  for  a  healthy  and  many-sided  life. 
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them  to  impose  of  their  own  free  will  restraints  on  their    booki. 

own   actions:   and   the   problems   of  collective   production,      

collective  oivnei-ship  and  collective  consumption  are  entering 
on  a  new  phase. 

Projects  for  great  and  sudden  changes  are  now,  as  ever.  And  we  are 
foredoomed  to  fail,  and  to  cause  reaction ;  we  cannot  move  SoTing  ^ 
safely,  if  we  move  so  fast  that  our  new  plans  of  life  altogether  fo^g^f 
outrun  our  instincts.     It  is  true  that  human  nature  can  be  collective 
modified:  new  ideals,  new  opportunities  and  new  methods  of  higher  than 
action  may,  as  history  shows,  alter  it  very  much  even  in  a  because 
few  generations ;  and   this   change   in    human   nature   has  8t^ong°"eif. 
perhaps  never  covered  so  wide  an  area  and  moved  so  fast  as  disciplined 

7  —^  .        .      .  indiTidual- 

m  the  present  generation.     But  still  it  is  a  growth,  and  ity. 
therefore  gradual ;  and  changes  of  our  social  organization 
must  wait  on  it,  and  therefore  they  must  be  gradual  too. 

But  though  they  wait  on  it,  they  may  always  keep  a  little 
in  advance  of  it,  promoting  the  growth  of  our  higher  social 
nature  by  giving  it  always  some  new  and  higher  work  to  do, 
some  practical  ideal  towards  which  to  strive.  Thus  gradually 
we  may  attain  to  an  order  of  social  life,  in  which  the  common 
good  overrules  individual  caprice,  even  more  than  it  did  in 
the  early  ages  before  the  sway  of  individualism  had  begun. 
But  unselfishness  then  will  be  the  offspring  of  deliberate  will, 
though  aided  by  instinct  individual  freedom  then  will  de- 
velop itself  in  collective  freedom  ; — a  happy  contrast  to  the 
old  order  of  life,  in  which  individual  slaveiy  to  custom  caused 
collective  slavery  and  stagnation,  broken  only  by  the  caprice 
of  despotism  or  the  caprice  of  revolution. 

§  8.     We  have  been  looking  at  this  movement  from  the  America  is 
English  point  of  view.     But  other  nations  are  taking  their  much  light 
share  in  it.     America  faces  new  practical  difficulties  with  eoono^c" 
such   intrepidity   and    directness   that  she   is  already  con-  P'oWems. 
testing  with  England  the  leadership  in    economic  affairs; 
she  supplies  many  of  the  most  instructive  instances  of  the 
latest  economic  tendencies  of  the  age,  such  as  the  growing 
democracy  of  trade  and  industry,  and  the  development  of 
speculation  and  trade  combination  in  every  form,  and  she 
will  probably  before  long  take  the  chief  part  in  pioneering 
the  way  for  the  rest  of  the  world. 

M.  4 
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Germ  any 
has  special 
facilities 
for  experi- 
menting in 
the  man- 
agement of 
bnsiness  by 
the  Govern- 
ment for 
the  people. 


Nor  is  Ai;sjf^lia  showing  less  signs  of  vigour  thaji'her 
elder  sister;  she  has  indeed  some  advantage  over  the ^mied 
States  in  the  greater  homogeneity  of  her  people.  For,  though 
the  Australians — and  nearly  the  same  may  be  said  of  the 
Canadians — come  from  many  lands,  and  thus  stimulate  one 
another  to  thought  and  enterprise  by  the  variety  of  their 
experiences  and  their  habits  of  thought,  yet  nearly  all  of 
them  belong  to  one  race :  and  the  development  of  social 
and  economic  institutions  can  proceed  in  some  respects  more 
easily,  and  perhaps  ultimately  even  faster  than  would  be 
possible  if  they  had  to  be  adjusted  to  the  capacities,  the 
temperaments,  the  tastes,  and  the  wants  of  peoples  who  have 
little  affinity  with  one  another. 

On  the  Continent  the  power  of  obtaining  important 
results  by  free  association  is  less  than  in  English  speaking 
countries ;  and  in  consequence  there  is  less  resource  and  less 
thoroughness  in  dealing  with  industrial  problems.  But  their 
treatment  is  not  quite  the  same  in  any  two  nations :  and 
there  is  something  characteristic  and  instructive  in  the 
methods  adopted  by  each  of  them ;  particularly  in  relation  to 
the  sphere  of  governmental  action.  In  this  matter  Germany 
is  taking  the  lead.  It  has  been  a  great  gain  to  her  that 
her  manufacturing  industries  developed  later  than  those  of 
England ;  and  she  has  been  able  to  profit  by  England's  ex- 
perience and  to  avoid  many  of  her  mistakes^. 

In  Germany  an  exceptionally  large  part  of  the  best 
intellect  in  the  nation  seeks  for  employnyent  under  Govern- 
ment, and  there  is  probably  no  othej/Government  which 
contains  within  itself  so  much  tramed  ability  o£_thehighest 
order/  On  the  other  hand  theVnergy,~tEe'^^riginality 
th^aring  which  make  the  best  men  of  business  in  England 
and  America  have  not  yet  been  fully  developed  in  Germany ; 
while  the  German  people  have  a  great  faculty  of  obedience. 
They  are   thus   in  strong  contrast  to  the  English,  whose 


'  List  worked  out  with  much  suggestiveness  the  notion  that  a  backward  nation 
must  learn  its  lessons  not  from  the  contemporary  conduct  of  more  forward  nations, 
but  from  their  conduct  when  they  were  in  the  same  state  in  which  it  is  now.  But, 
as  Knies  well  shows  (Politische  (Ekonomie,  a.  5),  the  growth  of  trade  and  the 
improvement  of  the  means  of  communication  are  making  the  developments  of 
different  nations  tend  to  synchronize. 
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strength  of  will  makes  them  capable  of  thorough  dis-  booki. 
cipline  when  they  see  the  necessity  for  it,  but  who  are  not 
naturally  docile.  The  control  of  industry  by  Government  is 
seen  in  its  best  and  most  attractive  forms  in  Germany; 
and  at  the  same  time  the  special  virtues  of  private  industry, 
its  vigour,  its  elasticity  and  its  resource  are  not  seen  to  their 
best  advantage  there.  In  consequence  the  problems  of  the 
economic  functions  of  Government  have  been  studied  in 
Germany  with  great  care,  and  with  results  that  may  be  very 
instructive  to  English  speaking  people;  provided  they  re- 
collect that  the  arrangements  best  suited  for  the  German 
character,  are  probably  not  quite  the  best  for  them;  since 
they  could  not,  if  they  would,  rival  the  Germans  in  their 
steadfast  docility,  and  in  their  easy  contentment  with  inex- 
pensive kinds  of  food,  clothing,  house-room  and  amusements. 
And  Germany  contains  a  larger  number  than  any  other 
cpuntiy  of  the  most  culti^ited^members  of  that  wondesfiil  ^' 
'^'mcg^ho  have  been  leaders  of  the  world  in  intensity  of 
\..»eIigious  feeling  and  in  keenness  of  business  speculation. 
In  every  country,  but  especially  in  Germany,  much  of  what 
is  most  brilliant  and  suggestive  in  economic  practice  and  in 
economic  thought  is  of  Jewish  origin.  And  in  particular 
to  German  Jews  we  owe  many  daring  speculations  as  to 
the  conflict  of  interests  between  the  individual  and  society, 
and  as  to  their  ultimate  economic  causes  and  their  possible 
socialistic  remedies. 

But  we  are  trenching  on  the  subject  of  the  next  chapter. 
In  this  and  the  previous  chapter  we  have  seen  how  recent 
is  the  growth  of  economic  freedom,  and  how  new  is  the 
substance  of  the  problem  with  which  economic  science  has 
now  to  deal ;  in  the  next  chapter  we  have  to  inquire  how 
the  form  of  that  problem  has  been  fashioned  by  the  progress 
of  events  and  the  personal  peculiarities  of  great  thinkers. 
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Modem 
economic 
science 
owes  much 
to  ancient 
thonght 
indirectly, 
bat  little 
directly. 


§  1.  We  have  seen  how  economic  freedom  has  its  roots 
in  the  past,  but  is  in  the  main  a  product  of  quite  recent 
times  ;  we  have  next  to  trace  the  parallel  growth  of  economic 
science.  The  social  conditions  of  the  present  day  have  been 
developed  from  early  Aryan  and  Semitic  institutions  by  the 
aid  of  Greek  thought  and  Roman  law ;  but  modem  economic 
speculations  have  been  very  little  under  the  direct  influence 
of  the  theories  of  the  ancients. 

It  is  true  that  modern  economics  had  its  origin  in 
common  with  other  sciences  at  the  time  when  the  study 
of  classic  writers  was  reviving.  But  an  industrial  system 
which  was  based  on  slavery,  and  a  philosophy  which  regarded 
manufacture  and  commerce  with  contempt,  had  little  that 
was  congenial  to  the  hardy  burghers  who  were  as  proud 
of  their  handicrafts  and  their  trade  as  they  were  of  their 
share  in  governing  the  State.  These  strong  but  tmcultured 
men  might  have  gained  much  from  the  philosophic  temper 
and  the  broad  interests  of  the  great  thinkers  of  past  times. 
But,  as  it  was,  they  set  themselves  to  work  out  their  own 
problems  for  themselves;  and  modem  economics  had  at  its 
origin  a  certain  rudeness  and  limitation  of  scope,  and  a  bias 
towards  regarding  wealth  as  an  end  rather  than  a  means  of 
man's  life.  Its  immediate  concern  was  generally  with  the 
public  revenue,  and  the  effects  and  yield  of  taxes ;  and  here 
the  statesmen  of  the  free  cities  and  the  great  empires  alike 
found  their  economic  problems  more  urgent  and  more  diffi- 
cult, as  trade  became  broader  and  war  more  expensive. 
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In   all   ages,   but  especially  in  the  early  middle  ages,    booki. 
statesmen  and  merchants  had  busied  themselves  with  en-      _I — ' 
deavours  to  enrich  the  State  by  regulating  trade.     Onephief  ^^"ade* 
object  of  their  concern  had  been  the  supply  of  the  px^Ciousgg*^ 
metals,  which  they  thought  the  best  indication  if  not  the  world, 
chief  cause  of  materia.1  prosperity,  whether  of  the  individuaK 
or/'tEe  nation.      But  ^e  voyages  jofvasco  de  Gama  and 
Columbus  raised  comnlercial  questions  from  a  secondary  to    O- 
a  dominating  position  among  the  nations  of  Western  Europe. 
Theories   with   regard   to  the   importance   of  the  precious 
metals  and  the  best  means  of  obtaining  supplies  of  them, 
became  the  arbiters  of  public  policy:   they  dictated  peace 
and  war,  they  determined  alliances  that  issued  in  the  rise 
and  fall  of  nations   and  they   governed   the    migration   of 
peoples  over  the  face  of  the  globe. 

Regulations  as  to  trade  in  the  precious  metals  were  but  The  early 
one  group  of  a  vast  body  of  ordinances,  which  undertook,  of  trade, 
with  varying  degrees  of  minuteness  and  severity,  to  arrange 
for  each  individual  what  he  should  produce  and  how  he 
should  produce  it,  what  he  should  earn  and  how  he  should 
spend  his  earnings.  The  natural  adhesiveness  of  the  Teutons 
had  given  custom  an  exceptional  strength  in  the  early  middle 
ages.  And  this  strength  told  on  the  side  of  trade  gilds,  of 
local  authorities  and  of  national  Governments  when  they  set 
themselves  to  cope  with  the  restless  tendency  to  change 
that  sprang  directly  or  indirectly  from  the  trade  with  the 
New  World.  In  France  this  Teutonic  bias  was  directed  by 
the  Roman  genius  for  system,  and  paternal  government 
reached  its  zenith;  the  trade  regulations  of  Colbert  have 
become  a  proverb.  It  was  just  at  this  time  that  economic 
theory  first  took  shape  and  the  so-called  Mercantile  system 
became  prominent. 

As  years  went  on  there  set  in  a  tendency  towards  eco-. 


nomic  freedom,  and  those  who  were  opposed  to  the  new  tESmj  — 
ideas  claimed  on  their  side  the  authority  of  the  Mercantilists  \^^^e 
of  a  past  generation.     It  is  not  therefore  to  be  wondered  !**'f"  °* 

.,.  trade. 

at  that  the  Mercantilists  are  commonly  believed  to  have 
promoted  the  state  regulation  of  trade  and  industry.  But 
they   did    not.      The    regulations    and    restrictions    which 
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BOOK  I.  are  found  in  their  systems  belonged  to  the  age;  the 
_! —  changes  which  they  set  themselves  to  bring  about  were  in 
the  direction  of  the  freedom  of  enterprise.  In  opposition 
to  those  who  wished  to  prohibit  absolutely  the  exportation 
of  the  precious  metals,  they  argued  that  it  should  be  per- 
mitted in  all  cases  in  which  the  trade  would  in  the  long 
run  bring  more  gold  and  silver  into  the  country  than  it 
took  out'. 

The  Mercantilists  indeed  did  not  look  beyond  the  imme- 
diate purpose  for  which  they  were  contending ;  they  did  not 
dream  of  establishing  a  new  principle  of  social  and  political 
life.  But  by  raising  the  question  whether  the  State  would 
not  benefit  by  allowing  the  trader  to  manage  his  business 
as  he  liked  in  one  particular  case,  they  had  unwittingly 
started  a  new  tendency  of  thought ;  and  this  moved  on  by 
imperceptible  steps  in  the  direction  of  economic  freedom, 
being  assisted  on  its  way  by  the  circumstances  of  the  time, 
no  less  than  by  the  tone  and  temper  of  men's  minds  in 
Western  Europe.  A  little  was  done  here  and  a  little  there, 
in  England  and  Holland,  in  Italy  and  France.  The  steps 
are  difficult  to  trace :  it  is  not  easy  to  tell  how  much  each 
writer  owes  to  the  suggestions  of  others  in  his  own  and 
other  countries  (for  there  was  much  international  intercourse 
on  such  subjects);  nor  how  far  he  himself  intended  the 
suggestions  which  we  with  our  later  knowledge  read  into  his 
passing  hints.  But  we  know  that  the  broadening  movement 
did  go  on  till,  in  the  latter  half  of  the  eighteenth  century, 
the  time  was  ripe  for  the  doctrine  that  the  well-being  of  the 
community  almost  always  suffers  when  the  State  attempts 
to  oppose  its  own  artificial  regulations  to  the  "natural" 
liberty  of  every  man  to  manage  his  own  affairs  in  his  own 
way^ 

'  Some  account  of  the  relations  between  Mediaeval  and  Mercantile  Theories  of 
money  and  trade  will  be  given  in  the  second  Tolmne  of  this  work. 

"  For  a  sketch  of  the  history  the  reader  may  be  referred  to  Kautz's  profound, 
just  and  snggestire  Die  geschiehtliche  Entwickelung  der  National-Oelconomih,  to 
Travers  Twiss'  View  of  the  Progress  of  Political  Economy,  and  to  the  histories  of 
Professors  Ashley,  Gossa,  Cunningham  and  Ingram,  to  Br  Bonar's  Philosophy  and 
Political  Economy,  and  to  various  articles  by  Mr  Hewins,  Dr  Stephen  Sauer  and 
others  in  the  Dictionary  of  Political  Economy  and  elsewhere. 
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§  2.     The  first  systematic  attempt  to  form  an  economic    book  i. 
science  on  a  broad  basis  was  made  in  France  about  the     ^^- 
middle  of  the  eighteenth  century  by  a  group  of  statesmen  ,^^; 
and  philosophers  under  the  leadership  of  Quesnay,  the  noble-  ^^™- 
minded  physician  to  Louis  XV.^    The  comer-stone  of  their  that  re- 

,.  ,      ,.  i      TVT  i        o  atrictionis 

policy  was  obedience  to  JNature^  artificial 

They  were  the  first  to  proclaim  the  doctrine  of  free  trade  f"^^f 
as  a  broad  principle  of  action,  going  in  this  respect  beyond 
even  such  advanced  English  writers  as  Sir  Dudley  North ; 
and  there  was  much  in  the  tone  and  temper  of  their  treat- 
ment of  political  and  social  questions  which  was  prophetic  of 
a  later  age.  They  fell  however  into  a  confusion  of  thought 
which  was  common  even  among  scientific  men  of  their  time, 
but  which  has  been  banished  after  a  long  struggle  from  the 
physical  sciences.  They  confused  the  ethical  principle  of 
conformity  to  nature,  which  is  expressed  in  the  imperative 

1  I  pass  by  Cantillon,  whose  essay  Sur  la  Nature  de  Commerce^  written  in  1755, 
covers  a  wide  range,  and  has  some  claims  to  be  called  systematic.  It  is  acnte  and 
in  some  respects  ahead  of  his  time;  thongh  it  now  appears  that  he  had  been 
anticipated  on  several  important  points  by  Nicholas  Barbon,  who  wrote  sixty  years 
earlier.  Kantz  was  the  first  to  recognize  the  importance  of  Cantillon's  work ;  and 
Jevons  declared  he  was  the  true  fonnder  of  Political  Economy.  For  a  well- 
balanced  estimate  of  his  place  in  economics,  see  an  article  by  Mr  Higgs  in  the 
Quarterly  Journal  of  EconomicSy  Vol.  vi. 

^  In  the  two  preceding  centuries  writers  on  economic  questions  had  continually 
appealed  to  Nature ;  each  disputant  claiming  that  his  scheme  was  more  natural 
than  that  of  others,  and  the  philosophers  of  the  eighteenth  century,  some  of 
whom  exercised  a  great  influence  on  economics,  were  wont  to  find  the  standard 
of  right  in  conformity  to  Nature.  In  particular  Locke  anticipated  much  of  the 
work  of  the  French  economists  in  the  general  tone  of  his  appeals  to  Nature, 
and  in  some  important  details  of  his  theory.  But  Quesnay  and  the  other  French 
economists  who  worked  with  him,  were  drawn  to  the  pursuit  of  natural  laws  of 
social  life  by  several  forces  in  addition  to  those  which  were  at  work  in  England. 

The  luxui7  of  the  French  court,  and  the  privileges  of  the  upper  classes 
which  were  ruining  France,  showed  the  worst  side  of  an  artificial  civilization, 
and  made  thoughtful  men  yearn  for  a  return  to  a  more  natural  state  of  society. 
The  lawyers,  among  whom  much  of  the  best  mental  and  moral  strength  of  the 
country  was  to  be  found,  were  full  of  the  Law  of  Nature  which  had  been  developed 
by  the  Stoic  lawyers  of  the  later  Boman  Empire,  and  as  the  century  wore  on, 
the  sentimental  admiration  for  the  "natural"  life  of  the  American  Indians  which 
Boussean  bad  kindled  into  flame,  began  to  influence  the  economists.  Before 
long  they  were  called  Physiocrats  or  adherents  of  the  rule  of  Nature ;  this  name 
being  derived  from  the  title  of  Dnpont  de  Nemours'  Physiocratie  ou  Constitution 
NatureUe  du  Gouvemement  le  plus  avantageux  au  Genre  Humain  published  in 
1768.  It  may  be  mentioned  that  their  enthusiasm  for  agriculture  and  for  the 
naturalness  and  simplicity  of  rural  life  was  in  part  derived  from  their  Stoic 
masters. 
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mood,  and  prescribes  certain  laws  of  action,  with  those  causal 
laws  which  science  discovers  by  interrogating  Nature,  and 
which  are  expressed  in  the  indicative  mood.  For  this  and 
other  reasons  their  work  has  but  little  direct  value. 

But  its  indirect  influence  on  the  present  position  of 
economics  has  been  very  great.  For,  firstly,  the  clearness  and 
logical  consistency  of  their  arguments  have  caused  them  to 
exercise  a  great  influence  on  later  thought.  And,  secondly, 
the  chief  motive  of  their  study  was  not,  as  it  had  been  with 
most  of  their  predecessors,  to  increase  the  riches  of  mer- 
chants and  fill  the  exchequers  of  kings' ;  it  was  to  diminish 
the  suffering  and  degradation  which  was  caused  by  extreme 
poverty.  They  thus  gave  to  economics  its  modem  aim  of 
seeking  after  such  knowledge  as  may  help  to  raise  the  quality 
of  human  life''. 

§  3.  The  next  great  step  in  advance,  the_greatest  step 
that  economics  has  ever,  taken,. \Ka§Jjhe  work,  not  of^a^school 
but  of  ani  indivijijjsX  Adam^Sraiith,was  not  indeed  the  only 
great  English  economist  of  his  time.  Shortly  before  he  wrote, 
important  additions  to  economic  theory  had  been  made  by 
Hume  and  Steuart,  and  excellent  studies  of  economic  facts 
had  been  published  by  Anderson  and  Young.  But  Adam 
Smith's  breadth  was  sufficient  to  include  all  that  was  best 
in  all  his  contemporaries,  French  and  English ;  and,  though 
he  undoubtedly  borrowed  much  from  others,  yet  the  more 
one  compares  him  with  those  who  went  before  and  those  who 
came  after  him,  the  finer  does  his  genius  appear,  the  broader 
his  knowledge  and  the  more  well  balanced  his  judgment. 

He  resided  a  long  time  in  France  in  personal  converse 


1  Even  the  generous  Yanban  (writing  in  1717)  had  to  apologize  for  his  interest 
in  the  well-being  of  the  people,  argoing  that  to  enrich  them  was  the  only  way  to 
enrich  the  king — Pauvres  paysans,  panvre  Boyanme,  pauvre  Boyanme,  panvre  Eoi. 

2  Their  favonrite  phrase  Laissez  /aire,  laiasez  aller,  is  commonly  misapphed 
now.  Laissez  f aire  means  that  anyone  should  be  allowed  to  make  what  things  he 
likes,  and  as  he  likes ;  that  all  trades  shonld  be  open  to  everybody ;  that  Govern- 
ment shonld  not,  as  the  Colbertists  insisted,  prescribe  to  mannfacturers  the 
fashions  of  their  cloth.  Laissez  aller  (or  passer)  means  that  persons  and  goods 
sbotdd  be  allowed  to  travel  freely  from  one  place  to  another,  and  especially  from 
one  district  of  France  to  another,  without  being  subject  to  tolls  and  taxes  and 
vexations  regulations.  It  may  be  noticed  that  laissez  aller  was  the  signal  used 
in  the  Middle  Ages  by  the  Marshals  to  slip  the  leash  from  the  combatants  at  a 
Tournament. 
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with    the    Physiocrats;    he   made    a   careful    study   of  the     booki. 

English  and  French  philosophy  of  his  time,  and  he  got  to      _! " 

know  the  world  practically  by  wide  travel  and  by  intimate 
association  with  Scotch  men  of  business.  To  these  advan- 
tages he  added  unsurpassed  powers  of  observation,  judgment 
and  reasoning.  The  result  is  that  wherever  he  differs  from 
his  predecessors,  he  is  more  nearly  right  than  they ;  while 
there  is  scarcely  any  economic  truth  now  known  of  which 
he  did  not  get  some  glimpse.  And  since  he  was  the  first  to 
write  a  treatise  on  wealth  in  all  its  chief  social  aspects,  he 
might  on  this  ground  alone  have  a  claim  to  be  regarded  as 
the  founder  of  modem  economics  \ 

But  the  area  which  he  opened  up  was  too  vast  to  be 
thoroughly  surveyed  by  one  man ;  and  many  truths  of  which 
at  times  he  caught  sight  escaped  from  his  view  at  other 
times.  It  is  therefore  possible  to  quote  his  authority  in 
support  of  many  errors ;  though,  on  careful  examination,  ^ 
he  is  always  found  to  be  working  his  way  towards  the 
truth  2. 

He  developed  the  Physiocratic  doctrine  of  Free  Trade  He  greatly 
with  so  much  practical  wisdom,  and  with  so  much  knowledge  the  doc- 
of  the  actual  conditions  of  business,  as  to  make  it  a  great  f™®^^^. 
force  in  real  life ;  and  he  is  most  widely  known  both  here 

1  Compare  the  short  bnt  weighty  statement  of  Adam  Smith's  claims  to  supre- 
macy in  Wagner's  GmndUgung,  Ed.  3,  pp.  6,  &c. ;  also  Hasbach's  TTntersuchrmgen 
ilber  Adam  Smith  (in  which  the  notice  of  the  inflnence  of  Dutch  thought  on  both 
English  and  French  is  of  special  interest) ;  and  L.  L.  Price's  Adam  Smith  and  his 
relatioTis  to  Recent  Economics  in  the  Economic  Jout-nal,  Vol.  in.  Prof.  Cunning- 
ham's Sistory,  §  306,  argues  forcibly  that  his  great  achievement  lay  in  isolating 
the  conception  of  national  wealth,  while  previous  writers  had  treated  it  in 
conscious  subordination  to  national  power":  but  perhaps  each  half  of  this 
contrast  is  drawn  with  too  sharp  outlines. 

2  For  instance,  he  had  not  quite  got  rid  of  the  confusion  prevalent  in  his  time 
between  the  laws  of  economic  science  and  the  ethical  precept  of  conformity  to 
nature.  "Xatnral"  with  him  sometimes  means  that  which  the  existing  forces 
actually  produce  or  tend  to  produce,  sometimes  that  wliich  his  own  human  nature 
makes  him  wish  that  they  should  produce.  In  the  same  way,  he  sometimes 
regards  it  as  the  province  of  the  economist  to  expound  a  science,  and  at  others  to 
set  forth  a  part  of  the  art  of  government.  Bnt  loose  as  his  language  often  is, 
we  find  on  closer  study  that  he  himself  knows  pretty  well  what  he  is  about. 
When  he  is  seeking  for  causal  laws,  that  is,  for  laws  of  nature  in  the  modem  use 
of  the  term,  he  uses  scientific  methods;  and  when  he  utters  practical  precepts  he 
generally  knows  that  he  is  only  expressing  his  own  views  of  what  ought  to  be, 
even  when  he  seems  to  claim  the  authority  of  nature  for  them. 
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BOOK  I.    and  abroad  for  his  argument  that  Government  generally 

_! ■     does   harm  by  interfering  in  trade.     While  giving  many 

instances  of  the  ways  in  which  self-interest  may  lead  the 
individual  trader  to  act  injuriously  to  the  community,  he 
contended  that  even  when  Government  acted  with  the  best 
intentions,  it  nearly  always  served  the  public  worse  than 
the  enterprise  of  the  individual  trader,  however  selfish  he 
might  happen  to  be.  So  great  an  impression  did  he  make 
on  the  world  by  his  defence  of  this  doctrine  that  most 
German  writers  have  it  chiefly  in  view  when  they  speak  of 
Smithianismus '. 

But  after  all,  this  was  not  his  chief  work.    His  chief  work 

was  to  combine  and  develop  the  speculations  of  his  French 

and  English  contemporaries  and  predecessors  as  to  value. 

His  highest  claim  to  have  made  an  epoch  in  thought  is  that 

centre  ijtat I  he  was  the  first  to  make -a  careful  and  scientific  inquiry  into 

WBBuun^i  the  manner  in  which  ''rolue  measures  human^otive,  on  the 

ssience.'  I  QQg  gjjjg  measurij[g;.lJi&.aeaire  of  purchaser  to  obtain  wealth, 

'  and  on  the  other  the  efforts  and  sacrifices  (or  "Real  Cost 

of  Production")  undergone  by  its  producers'*. 

Possibly  the  full  drift  of  what  he  was  doing  was  not 
seen  by  him,  certainly  it  was  not  perceived  by  many  of  his 
followers.  But  for  all  that,  the  best  economic  work  which 
came  after  the  Wealth  of  Nations  is  distinguished  fi-om  that 
which  went  before,  by  a  clearer  insight  into  the  balancing 
and  weighing,  by  means  of  money,  of  the  desire  for  the 
possession  of  a  thing  on  the  one  hand,  and  on  the  other 

^  The  popnlar  ase  of  this  term  in  Germany  implies  not  only  that  Adam 
Smith  thought  that  the  free  play  of  individual  interests  would  do  more  for  the 
public  weal  than  OoTemment  interference  could,  but  farther  that  it  almost  always 
acted  in  the  ideally  best  way.  But  the  leading  German  economists  are  well 
aware  that  be  steadily  insisted  on  the  frequent  opposition  that  there  is  between 
private  interests  and  the  pnbUc  good :  and  the  old  use  of  the  term  Smithianismug 
is  becomrug  discredited.  See  for  instance  a  long  list  of  such  conflicts  quoted  from 
the  Wealth  of  Nations  by  Knies,  Politische  Oekonomie,  Ch.  in.  §  3,  See  also 
Feilbogen's  Smith  und  Turgot  and  Zeyss'  Smith  vnd  der  Eigemiutz. 

2  The  relations  of  Value  to  Cost  of  Production  had  been  indicated  by  the 
Physiocrats  and  by  many  earlier  writers,  among  whom  may  be  mentioned  Harris, 
Cantillon,  Locke,  Barbon,  Petty ;  and  even  Hobbes  who  hinted,  though  vaguely, 
that  plenty  dependeth  on  labor  and  abstinence  applied  by  man  to  working  up  and 
accumulating  the  gifts  of  nature  by  land  and  by  9e&—proventit$  terrce  et  aquoBy 
labor  et  paraimonia. 
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of  all  the  various  eflforts  and  self-denials  which  directly  and    book  i. 


OH.  rv. 


indirectly  contribute  towards  making  .it.  Important  as  had 
been  the  steps  that  others  had  taken  in  this  direction,  the  ad- 
vance made  by  him  was  so  great  that  he  really  opened  out  this 
new  point  of  view,  and  by  so  doing  made  an  epoch.  In  this 
he  and  the  economists,  who  went  before  and  came  after  him, 
were  not  inventing  a  new  academic  notion ;  they  were  merely 
giving  definiteness  and  precision  to  notions  that  are  familiar 
in  common  life.  In  fact  the  ordinary  man,  without  analytical 
habits  of  mind,  is  apt  to  regard  money  as  measuring  motive 
and  happiness  more  closely  and  exactly  than  it  actually  does ; 
and  this  is  partly  because  he  does  not  think  out  the  manner 
in  which  the  measurement  is  eflfected.  Economic  language 
seems  technical  and  less  real  than  that  of  common  life.  But 
in  truth  it  is  more  real,  because  it  is  more  careful  and  takes 
more  account  of  differences  and  diflSculties'. 

§  4  None  of  Adam  Smith's  contemporaries  and  imme-  The  study 
diate  successors  had  a  mind  as  broad  and  well  balanced  as 
his.  But  they  did  excellent  work,  each  giving  himself  up 
to  some  class  of  problems  to  which  he  was  attracted  by  the 
natural  bent  of  his  genius,  or  the  special  events  of  the  time 
in  which  he  wrote.  During  the  remainder  of  the  eighteenth 
century  the  chief  economic  writings  were  historical  and 
descriptive,  and  bore  upon  the  condition  of  the  working 
classes,  especially  in  the  agricultural  districts.  Arthur  Young 
continued  the  inimitable  records  of  his  tour,  Eden  wrote  a 
]  history  of  the  poor  which  has  served  both  as  a  basis  and  as  a 
■  model  for  all  succeeding  historians  of  industry  ;  while  ^Jalt^us,  y- 

showed  by  a  careful  investigation  of  history  what  were  the 
forces  which  had  as  a  matter  of  fact  controlled  the  growth 
of  population  in  different  countries  and  at  different  times. 

1  See  below  Ch.  v.  Adam  Smith  saw  that  while  economic  science  is  based  on 
a  stndy  of  facts,  the  facts  are  so  complex,  that  they  generally  can  teach  nothing 
directly;  they  mast  be  interpreted  by  careful  reasoning  and  analysis.  And  as 
Hnme  said,  the  Wealth  of  Nations  "is  so  much  illnstrated  with  corioas  facts  that 
it  mnst  talie  the  pablic  attention."  This  is  exactly  what  Adam  Smith  did:  he 
seldom  attempted  to  prove  anything  by  detailed  indaction  or  history.  The  data 
of  his  proofs  were  chiefly  facts  that  were  within  everyone's  knowledge,  facts 
physical,  mental  and  moral.  But  he  illnstrated  his  proofs  by  curious  and  in- 
stmctive  facts ;  he  thus  gave  them  life  and  force,  and  made  his  readers  feel  that 
they  were  dealing  with  problems  of  the  real  world,  and  not  with  abstractions ;  and 
his  book,  though  not  well  arranged,  is  a  model  of  method. 
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BOOK  I.  But  on  the  whole  the  most  influential  of  the  immediate 

J—'  successors  of  Adam  Smith  was  ^^entham.    He  wrote  little  on 

oppoSn  economics  himself,  but  he  went  far  towairds  setting  the  tone 

toci^Btgin-  of  the  rising  school  of  English  economists  at  the  beginning  of 

I         t^rjBi"  the  nineteenth  century.     He  was  an  uncompromising  logician 

wHcfito  ^^^  ^X?E§e  ^^  *^'  restrictions  and  regulations  for  which  no 

\V\*    r^rason  '^It^T-  reason  could  be  given,  and  his  pitiless  demands  that 

conid  be  they  should  justify  their  existence  received  support  from  the 

greatly  ciTcumstances  of  the  age.     England  had  won  her  unique 

English  position  in  the  world  by  her  quickness  in  adapting  herself 

early S*^'^  to  every  new  economic  movement;   while  by  their  adher- 

thia  ence  to  old-fashioned  ways  the  nations  of  Central  Europe 

century.        ,      ■,    ■,  i    <.  -  i     • 

had  been  prevented  from  tummg  to  account  their  great 
natural  resources.  The  business  men  of  England  therefore 
were  inclined  to  think  that  the  influence  of  custom  and 
sentiment  in  business  affairs  was  harmful,  that  in  England 
at  least  it  had  diminished,  was  diminishing,  and  would  soon 
vanish  away :  and  the  disciples  of  Bentham  were  not  slow  to 
conclude  that  they  need  not  concern  themselves  much  about 
custom.  It  was  enough  for  them  to  discuss  the  tendencies 
of  man's  action  on  the  supposition  that  everyone  was  always 
on  the  alert  to  find  out  what  course  would  best  promote  his 
own  interest,  and  was  free  and  quick  to  follow  it'. 

There  is  then  some  justice  in  the  charges  frequently 
brought  against  the  English  economists  of  the  beginning  of 
this  century,  that  they  neglected  to  inquire  with  sufiBcient 
care  whether  a  greater  range  might  not  be  given  to  collec- 
tive as  opposed  to  individual  action  in  social  and  economic 
affairs ;  that  they  exaggerated  the  strength  of  competition 
and  its  rapidity  of  action :  and  there  is  some  ground,  though 
a  very  slight  one,  for  the  charge  that  their  work  is  marred 

'  Another  way  in  which  he  influenced  the  young  economists  around  him  was 
through  his  passionate  desire  for  security.  He  was  indeed  an  ardent  reformer. 
He  was  an  enemy  of  all  artificial  distinctions  between  different  classes  of  men ; 
he  declared  with  emphasis  that  any  one  man's  happiness  was  as  important  as 
any  other's,  and  that  the  aim  of  all  action  should  be  to  increase  the  sum  total 
of  happiness;  he  admitted  that  other  things  being  equal  this  snm  total  would 
be  the  greater,  the  more  equally  wealth  was  distributed.  Nevertheless  so  fnll 
was  his  mind  of  the  terror  of  the  French  revolution,  and  so  great  were  the 
evils  which  he  attributed  to  the  smallest  attack  on  security  that,  daring  analyst 
as  he  was,  he  felt  himself  and  he  fostered  in  his  disciples  an  almost  snperstitions 
reverence  for  the  existing  institutions  of  private  property. 
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by  a  certain  hardness  of  outline  and  even  harshness  of    booki. 

temper.     These  faults  were  partly  due  to  Bentham's  direct ' 

influence,  partly  to  the  spirit  of  the  age  of  which  he  was 
an  exponent.  But  they  were  partly  also  due  to  the  fact 
that  economic  study  had  again  got  a  good  deal  into  the 
hands  of  men  whose  strength  lay  in  vigorous  action  rather 
than  in  philosophical  thought. 

§  5.     Statesmen  and  merchants  again  threw  themselves  Many  of 
into  problems  of  money  and  foreign  trade  with  even  more  a  b^g  to. 
energy  than  they  used  to  do  when    these  questions  were  ''"^^'f 
first   started   in   the  earlier  period  of  the  great  economic  tioi- 
change  at  the  end  of  the  Middle  Ages.     It  might  at  first 
sight  seem  probable  that  their  contact  with  real  life,  their 
wide  experience,  and  their  vast  knowledge  of  facts  would 
have  led  them  to  take  a  wide  survey  of  human  nature  and 
to  found  their  reasonings  on  a  broad  basis.     But  the  training 
of  practical  life   often  leads  to  a  too  rapid  generalization 
from  personal  experience. 

So  long  as  they  were  well  within  their  own  province  Their  work 
their  work  was  excellent.      The  theory  of  currency  is  just  lent  so  long 
that  part  of  economic  science  in  which  but  little  harm  is  t^eS^  of 
done  by  neglecting  to  take  much  account  of  any  human  money, 
motives   except    the   desire   for   wealth;   and   the   brilliant 
school  of  deductive  reasoning  which  Ricardo  led  was  here 
on  safe  ground'. 

^  He  is  often  spoken  of  as  a  representative  Euglishmaii :  bnt  this  is  just  what 
he  was  not.  His  strong  constnictiTe  originality  is  the  mark  of  the  highest  genins 
in  all  nations.  But  that  quality  by  which  he  is  distinguished  from  most  other 
scientific  geniuses  is  his  aversion  to  inductions  and  his  delight  in  abstract 
reasonings.  And  this  quality  is  due,  not  to  his  English  education,  bnt,  as 
Bagehot  points  out,  to  his  Semitic  origin.  Nearly  every  branch  of  the  Semitic 
race  has  had  some  special  genius  for  dealing  with  abstractions,  and  several  of 
them  have  bad  a  bias  towards  the  abstract  calculations  connected  with  the  trade 
of  money  dealing,  and  its  modem  developments.  There  is  no  truly  Enghsh  econo- 
mist whose  method  resembles  that  of  Bicardo ;  his  power  of  threading  his  way 
without  sUp  through  intricate  paths  to  new  and  unexpected  results  has  never  been 
surpassed.  But  it  is  dif&cult  even  for  an  Enghshman  to  follow  his  track ;  and  his 
foreign  critics  have,  as  a  role,  failed  to  detect  the  real  drift  and  purpose  of  his 
work.  Even  the  ablest  of  them  frequently  undertake  to  refute  him  by  estabUshing 
propositions  which  are  consistent  with  his  and  often  even  involved  in  them. 
For  he  never  explains  himself :  he  never  shows  what  his  purpose  is  in  working 
first  on  one  hypothesis  and  then  on  another,  nor  how  by  properly  combining  the 
results  of  his  different  hypotheses  it  is  possible  to  cover  a  great  variety  of 
practical  questions.    See  the  Note  at  the  end  of  Book  v.    It  is  to  be  remembered 
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The  economists  next  addressed  themselves  to  the  theory 
of  foreign  trade  and  cleared  away  many  of  the  flaws  which 
Adam  Smith  had  left  in  it.  There  is  no  other  part  of 
economics  except  the  theory  of  money,  which  so  nearly  falls 
within  the  range  of  pure  deductive  reasoning.  It  is  true 
that  a  full  discussion  of  a  free  trade  policy  must  take  account 
of  many  considerations  that  are  not  strictly  economic ;  but 
most  of  these,  though  important  for  agricultural  countries, 
and  especially  for  new  countries,  had  little  bearing  in  the 
case  of  England. 

During  all  this  time  the  study  of  economic  facts  was 
not  neglected  in  England.  The  statistical  studies  of  Petty, 
Arthur  Young,  EMen,  and  others  were  ably  continued  by 
Tooke,  M°Culloch  and  Porter.  And  though  it  may  be  true 
that  an  undue  prominence  is  given  in  their  writings  to 
those  facts  which  were  of  direct  interest  to  merchants  and 
other  capitalists,  the  same  cannot  be  said  of  the  admirable 
series  of  Parliamentary  inquiries  into  the  condition  of  the 
working  classes,  which  were  brought  about  by  the  influence 
of  the  economists.  In  fact,  the  public  and  private  collections 
of  statistics  and  the  economic  histories  that  were  produced 
in  England  at  the  end  of  the  last  century  and  the  beginning 
of  this,  may  fairly  be  regarded  as  the  origin  of  systematic 
historical  and  statistical  studies  in  economics. 

Nevertheless  there  was  a  certain  narrowness  in  their 
work :  it  was  truly  historical ;  but  for  the  greater  part  it  was 
not  "  comparative."  Hume,  Adam  Smith,  Arthur  Young 
and  others  had  been  led  by  their  own  instinctive  genius  and 
the  example  of  Montesquieu  occasionally  to  compare  social 
facts  of  different  ages  and  different  countries,  and  to  draw 
lessons  from  the  comparison.  But  no  one  had  grasped  the 
notion  of  the  comparative  study  of  history  on  a  systematic 
plan.  In  consequence  the  writers  of  that  time,  able  and 
earnest  as  they  were  in  their  search  for  the  actual  facts  of  life, 
worked  rather  at  haphazard.  They  overlooked  whole  groups 
of  facts  which  we  now  see  to  be  of  vital  importance,  and  they 


however  that  his  Principles  was  not  originally  designed  for  publication.  It 
consists  of  terse  notes,  written  for  the  benefit  of  himself  and  perhaps  a  few 
friends,  on  points  of  special  difficulty. 
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often  failed  to  make  the  best  use  of  those  which  they  collected,    book  i. 

And  this  narrowness  was  intensified  when  they  passed  from      _! ' 

the  collection  of  facts  to  general  reasonings  about  them. 

§  6.     For  the  sake  of  simplicity  of  argument,  Ricardo  Their  de- 
and  his  followers  often  spoke  as  though  they  regarded  man  as  simplicity 
a  constant  quantity,  and  they  never  gave  themselves  enough  gomettoes 
trouble   to   study  his  variations.     The   people   whom   they  *?  "^tu' 
knew  most  intimately  were  city  men ;  and  they  sometimes  mankind 
expressed  themselves  so  carelessly  as  almost  to  imply  that  same 
other  Englishmen  were  very  much  like  those  whom  they  J^j  g° 
knew  in  the  city.  city  men. 

They  were  aware  that  the  inhabitants  of  other  countries 
had  peculiarities  of  their  own  that  deserved  study;  but 
they  seemed  to  regard  such  diflferences  as  superficial  and 
sure  to  be  removed,  as  soon  as  other  nations  had  got  to 
know  that  better  way  which  Englishmen  were  ready  to 
teach  them.  The  same  bent  of  mind  that  led  our  lawyers  to 
impose  English  civil  law  on  the  Hindoos,  led  our  economists 
to  work  out  their  theories  on  the  tacit  supposition  that  the 
world  was  made  up  of  city  men.  And  though  this  did  little 
harm  so  long  as  they  were  treating  of  money  and  foreign 
trade,  it  led  them  astray  as  to  the  relations  between  the 
different  industrial  classes.  It  caused  them  to  speak  of 
labour  as  a  commodity  without  staying  to  throw  themselves  j 
into  the  point  of  view  of  the  workman ;  and  without  dwelling  I 
upon  the  allowances  to  be  made  for  his  human  passions,  his 
instincts  and  habits,  his  sympathies  and  antipathies,  his  class 
jealousies  and  class  adhesiveness,  his  want  of  knowledge  and 
of  the  opportunities  for  free  and  vigorous  action.  They 
therefore  attributed  to  the  forces  of  supply  and  demand  a 
much  more  mechanical  and  regular  action  than  is  to  be  found 
in  real  life :  and  they  laid  down  laws  with  regard  to  profits 
and  wages  that  did  not  really  hold  even  for  England  in  their 
own  time'. 

^  As  regards  wages  there  were  even  some  logical  errors  in  the  conclasions 
they  deduced  from  their  own  premises.  These  errors  when  traced  back  to  their 
origin  are  little  more  than  careless  modes  of  expression.  But  they  were  seized 
npon  eagerly  by  those  who  cared  little  for  the  scientific  study  of  economics,  and 
cared  only  to  quote  its  doctrines  for  the  purpose  of  keeping  the  working  classes  in 
their  place;  and  perhaps  no  other  great  school  of  thinkers  has  ever  suffered  so 
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BOOK  I  But  their  most  vital  fault  was  that  they  did  not  see  how 

'_!_■     liable  to  change  are  the  habits  and  institutions  of  industry. 

In  particular  they  did  not  see  that  the  poverty  of  the  poor 

is  the  chief  cause  of  that  weakness  and  inefficiency  which 

dependency  are  the  causes  of  their  poverty :  they  had  not  the  faith  that 

character    modem  economists  have  in  the  possibility  of  a  vast  improve- 

cScum-       ment  in  the  condition  of  the  working  classes. 

stances.  The  perfectibility  of  man  had  indeed  been  asserted  by  the 

-^r^ociaiists.^  Socialists.     But  their  views  were  based  on  little  historic  and 

scientific  study;  and  were  expressed  with  an  extravagance 

that  moved  the  contempt  of  the  business-like  economists  of 

the  age.     The  socialists  did  not  stiidy  the  doctrines  which_ 

thej ^attacked ;  and  there  was  no  difficulty  in  showing  that 

they  had  not  understood  the  nature  and  efficiency  of  the 

existing  economic  organization  of  society.      The  economists 

therefore  did  not  trouble  themselves  to  examine  carefully 

any  of  their  doctrines,  and  least  of  all  their  speculations  as 

to  human  nature'. 

But  the  socialists  were  men  who  had  felt  intensely,  and 
who' knew  sonietfimg  about  the  liHden  springs  of  human 
actioii.  of  wKch  the  economists  took  no_.acccaint.     Buned 
among   their   wild  rhapsodies  there  were  shrewd  observa- 
tions  and   pregnant   suggestions   from   which    philosophers 
and  economists  had  much   to  learn.     And  gradually  their 
influence  began  to  tell.     Comte's  debts  to  them  were  very 
great;    and   the   crisis   of  John    Stuart    Mill's   life,   as   he 
tells  us  in  his  autobiography,  came  to  him  from  reading 
them. 
The  grow-         §  7.     When  we  come  to  compare  the  modem  view  of  the 
dency  of      vital  problem  of  the  Distribution  of  Wealth  with  that  which 
toteto"^'^  prevailed  at  the  beginning  of  the  century  we  shall  find  that 

mnch  from  the  way  in  which  its  "parasites"  (to  nse  a  term  that  is  commonly 
applied  to  them  in  Germany),  professing  to  simplify  economic  doctrines,  really 
enunciated  them  without  the  conditions  required  to  make  them  true. 

^  A  partial  exception  must  be  made  for  Malthns,  whose  studies  of  population 
were  suggested  by  Godwin's  essay.  But  he  did  not  properly  belong  to  the 
Bicardian  school  and  he  was  not  a  man  of  business.  Half  a  century  later  Bastiat, 
a  lucid  writer  but  not  a  profound  thinker,  maintained  the  extravagant  doctrine 
that  the  natural  organization  of  society  under  the  influence  of  competition  is  the 
best  not  only  that  can  be  practically  effected,  but  even  that  can  be  theoretically 
conceived. 
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over  and  above  all  changes  in  detail  and  all  improvements     booki. 
in  scientific  accuracy  of  reasoning,  there  is  a  fundamental      _ ! — 
change  in  treatment ;  for,  while  the  earlier  economists  argued  5^^,.°* 
as  though  man's  character  and  eflSciencv  were  to  be  regarded  J*"!!^  of 
as  a  fixed  quantity,  modem  economists  keep  constantly  in  imtnre 
mind  the  fact  that  it  is  a  product  of  the  circumstances 
under  which  he  has  lived.     This  change  in  the  point  of  view 
of  economics  is  partly  due  to  the  fact  that  the  changes  in 
human  nature  during  the  last  fifty  years  have  been  so  rapid 
as  to  force  themselves  on  the  attention ;  partly  to  the  direct 
influence  of  individual  writers,  socialists  and   others;   and 
partly  to  the  indirect  influence  of  a  similar  change  in  some 
branches  of  natural  science.  / 

At    the   beginninsT   of  this    century   the   TOathematico-  is  partly 

...  °„      .  °  .        ,  ,       T~^i due  to  the 

physical_grqup  of  sciences  were  in  the  ascendant ;  and  these  mftience  of 
sciences,  widely  as  they  differ  from  one  another,  have  this^n^MT^ 
point  in  common,  that  their  subject-matter  is  constant  and 
unchanged  in  all  countries  and  in  all  ages.  The  progress 
of  science  was  familiar  to  men's  minds  but  the  development 
of  the  subject-matter  of  science  was  strange  to  them.  As 
the  century  wore  on  the  TOolo^£al_grQup.  of  sciences  were 
slowly  making  way,  and  people  were  getting  clearer  ideas  as 
to  the  nature  of  organic  growth.  They  were  learning  that 
if  the  subject-matter  of  a  science  passes  through  different 
stages  of  development,  the  laws  which  apply  to  one  stage 
will  seldom  apply  without  modification  to  others ;  the  laws 
of  the  science  must  have  a  development  corresponding  to 
that  of  the  things  of  which  they  treat.  The  influence  of 
this  new  notion  gradually  spread  to  the  sciencejt  which  relate 
to  man ;  and  showed  itself  in  the  works  of  UQgthe,  HegeJ, 
borate  and  others. 

At  last  the  speculations  of  biology  made  a  great  stride 
forwards:  its  discoveries  fascinated  the  attention  of  the 
world  as  those  of  physics  had  done  in  earlier  years ;  and 
there  was  a  marked  change  in  the  tone  of  the  moral  and 
historical  sciences.  Economics  has  shared  in  the  general 
movement;  and  is  getting  to  pay  every  year  a  greater 
attention  to  the  pliability  of  human  nature,  and  to  the 
way  in  which  the  character  of  man  affects  and  is  affected  by 
M.  .5 
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BooKi.    the  prevalent  methods  of  the  production,  distribution  and 
'     consumption  of  wealth.     The  first  important  indication  of  the 

stuMi        new  movement  was  seen  in  John  Stuart  Mill's  admirable 

Mill-  Principles  of  Political  Economy^. 

Becent  Mill's  followers  have  continued  his  movement  away  from 

ecrao-      '■  ^^^  position  taken  up  by  the  immediate  followers  of  Ricardo ; 

mists.  I  a,nd  the  human  as  distinguished  from  the  mechanical  element 
;  is  taking  a  more  and  more  prominent  place  in  economics. 
The  new  temper  is  shown  in  ClifFe  Leslie's  historical  in- 
quiries, and  in  the  many-sided  work  of  Bagehot,  Caimes  and 
other  writers  yet  living;  but  above  all  in  that  of  Jevons, 
which  has  secured  a  permanent  and  notable  place  in  eco- 
nomic history  by  its  rare  combination  of  many  various 
qualities  of  the  highest  order. 

Character-         A  higher  notion  of  social  duty  is  spreading  everywhere. 

modem       In  Parliament,  in  the  press  and  in  the  pulpit,  the  spirit  of 

work!^  humanity  speaks  more  distinctly  and  more  earnestly.  Mill, 
and  the  economists  who  have  followed  him  have  helped 
onwards  this  general  movement,  and  they  in  their  turn  have 
been  helped  onwards  by  it.  Partly  for  this  reason,  partly  in 
consequence  of  the  modem  growth  of  historical  science, 
their  study  of  facts  has  been  broader  and  more  philosophic. 
It  is  true  that  the  historical  and  statistical  work  of  some 
of  the  earlier  economists  has  seldom  if  ever  been  surpassed. 
But  much  information  which  was  beyond  their  reach,  is 
now    accessible    to    everyone ;    and    economists    who    have 

^  James  Mill  had  educated  his  son  in  the  straitest  tenets  of  Bentham  and 
Bicardo,  and  had  implanted  in  bis  mind  a  zeal  for  clearness  and  definiteness. 
And  in  1830  John  Mill  wrote  an  essay  on  economic  method  in  which  be  proposed 
to  give  increased  sharpness  of  outline  to  the  abstractions  of  the  science.  He 
faced  Bicardo's  tacit  assumption  that  no  motive  of  action  except  the  desire 
for  wealth  need  be  much  considered  by  the  economist;  he  held  that  it  was 
dangerous  so  long  as  it  was  not  distinctly  stated,  but  no  longer;  and  be  half 
promised  a  treatise  which  should  be  deliberately  and  openly  based  on  it.  But 
he  did  not  redeem  the  promise.  A  change  had  come  over  his  tone  of 
thought  and  of  feeling  before  be  published  in  1848  his  great  economic  work. 
He  called  it  Principles  of  Political  Economy,  with  some  of  their  Applications 
to  Social  Philosophy  [it  is  significant  that  be  did  not  say  to  other  branches  of 
Social  Philosophy;  comp.  Ingram's  History,  p.  154],  and  he  made  in  it  no  attempt 
to  mark  off  by  a  rigid  line  those  reasonings  which  assume  that  man's  sole  motive 
is  the  pursuit  of  wealth  from  those  which  do  not.  The  change  in  his  attitude  was 
a  part  of  the  great  changes  that  were  going  on  in  the  world  around  him,  though 
he  was  not  fully  aware  of  their  influence  on  himself. 
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neither  McCuUoch's  familiarity  with  practical  business,  nor    book  i. 

his  vast  historical  learning,  are  enabled  to  get  a  view  of  the      _! ' 

relations  of  economic  doctrine  to  the  true  facts  of  life  which 
is  both  broader  and  clearer  than  his.  In  this  they  have 
been  helped  by  the  general  improvement  which  has  taken 
place  in  the  methods  of  all  sciences,  including  that  of 
history. 

Thus   in   every  way  economic  reasoning  is  now  more  The  aban- 

.     .,  ■.  .,  .  J    .  .  .       donmentof 

exact  than  it  was :  the  premisses  assumed  in  any  inquiry  dogma,  the 
are  stated  with  more  rigid  precision  than  formerly.  But  mrat'S 
this  greater  exactness  of  thought  is  partly  destructive  in  aMlysis. 
its  action ;  it  is  showing  that  many  of  the  older  applications 
of  general  reasoning  were  invalid,  because  no  care  had  been 
taken  to  think  out  all  the  assumptions  that  were  implied 
and  to  see  whether  they  could  fairly  be  made  in  the  special 
cases  under  discussion.  As  a  result,  many  dogmas  have  been 
destroyed  which  appeared  to  be  simple  only  because  they 
were  loosely  expressed ;  but  which,  for  that  very  reason, 
served  as  an  armoury  with  which  partisan  disputants  (chiefly 
of  the  capitalist  class)  have  equipped  themselves  for  the 
fray.  This  destructive  work  might  appear  at  first  sight  to 
have  diminished  the  value  of  processes  of  general  reasoning 
in  economics :  but  really  it  has  had  the  opposite  result.  It 
has  cleared  the  ground  for  newer  and  stronger  machinery, 
which  is  being  steadily  and  patiently  built  up.  It  has 
enabled  us  to  take  broader  views  of  life,  to  proceed  more 
surely  though  more  slowly,  to  be  more  scientific  and  much 
less  dogmatic  than  those  good  and  great  men  who  bore  the 
first  brunt  of  the  battle  with  the  difficulties  of  economic 
problems ;  and  to  whose  pioneering  work  we  owe  our  own 
more  easy  course. 

The  change  may,  perhaps,  be  regarded  as  a  passing  onward 
from  that  early  stage  in  the  development  of  scientific  method, 
in  which  the  operations  of  Nature  are  represented  as  con- 
ventionally simplified  for  the  purpose  of  enabling  them  to 
be  described  in  short  and  easy  sentences,  to  that  higher 
stage  in  which  they  are  studied  more  carefully,  and  repre- 
sented more  nearly  as  they  are,  even  at  the  expense  of  some 
loss  of  simplicity  and  definiteness,  and  even  apparent  lucidity. 

5—2 
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And  in  consequence  general  reasoning  in  economics  has  made 
more  rapid  progress,  and  established  a  firmer  position  in  this 
generation  in  which  it  is  subject  to  hostile  criticism  at  every 
step,  than  when  it  was  at  the  height  of  its  popularity  and 
its  authority  was  seldom  challenged. 

So  far  we  have  looked  at  recent  progress  from  the  point 
of  view  of  England  only :  but  progress  in  England  has  been 
only  one  side  of  a  broader  movement  which  has  extended 
over  the  whole  western  world. 

§  8.  English  economists  have  had  man^_follaffiers  and 
manycijtics  in  foreign  countries.  The  French  school  has  had 
a  continuous  development  fi-om  its  own  great  thinkers  in 
the  eighteenth  century,  and  has  avoided  many  errors  and 
confusions,  particularly  with  regard  to  wages,  which  have 
been  common  among  the  second  rank  of  English  economists. 
From  the  time  ofS^^^ownwards  it  has  done  a  great  deal  of 
useful  work.  In  Coumot  it  has  had  a  constructive  thinker 
of  the  highest  genius;  while  Fourier,  St  Simon,  Proudhon 
and  Louis  Blanc  have  made  many  of  the  most  valuable,  as 
well  as  many  of  the  wildest  suggestions  of  Socialism. 

A  generation  ago,  the  "  American  school "  of  economists 
was  supposed  to  consist  of  the  group  of  Protectionists  who 
followed  Carey's  lead.  But  there  are  now  growing  up  in 
America  new  schools  of  thinkers,  who  are  studying  the 
science  for  its  own  sake ;  and  there  are  many  signs  that 
America  is  on  the  way  to  take  the  same  leading  position  in 
economic  thought,  that  she  has  already  taken  in  economic 
practice. 

Economic  science  is  showing  signs  of  renewed  vigour 
in  two  of  its  old  homes,  Holland  aud  Italy.  And  more 
especially  is  the  vigorous  analytical  work  of  the  Austrian 
economists  attracting  much  attention  in  all  countries. 

But  on  the  whole  the  most  important  economic  work  that 
has  been  done  on  the  Continent  in  this  century  is  that  of 
Germany.  While  recognizing  the  leadership  of  Adam  Smith, 
the  German  economists  have  been  irritated  more  than  any 
others  by  what  they  have  regarded  as  the  insular  narrowness 
and  self-confidence  of  the  Ricardian  school.  In  particular 
they  resented  the  way  in  which  the  English  advocates  of 
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free   trade  tacitly  assumed  that  a  proposition    which    had     booki. 
been  established  with  regard  to  a  manufacturing  country,        ' 
such  as  England  was,  could  be  carried  over  without  modi- 
fication to  agricultui-al  countries.     The  brilliant  genius  and  List. 

.national  enthusiagm  of  List   overthrew    this   presumption; 

_and  showed  that  the  Bicardians  had  taken  but  little  account 
of  the  indirect  effects  of  free  trade.  No  great  harm  might  be 
done  in  neglecting  them  so  far  as  England  was  concerned; 
because  there  they  were  in  the  main  beneficial  and  thus  added 
to  the  strength  of  its  direct  effects.  But  he  showed  that 
in  Germany  and  still  more  in  America,  many  of  its  indirect 
effects  were  evil ;  and  he  contended  that  these  evils  out- 
weighed its  direct  benefits.  Many  of  his  arguments  were 
invalid,  but  some  of  them  were  not ;  and  as  the  English 
economists  scornfully  refused  them  a  patient  discussion,  able 
and  public-spirited  men,  impressed  by  the  force  of  those 
which  were  sound,  acquiesced  in  the  use  for  the  purposes 
of  popular  agitation  of  other  arguments  which  were  un- 
scientific, but  which  appealed  with  greater  force  to  the 
working  classes. 

•  American  manufacturers  adopted  List  as  their  advocate : 
and  the  beginning  of  his  fame,  as  well  as  of  the  systematic 
advocacy  of  protectionist  doctrines  in  America,  was  in  the 
wide  circulation  by  them  of  a  popular  treatise  which  he 
wrote  for  them*. 

The  Germans  are  fond  of  saying  that  the  Physiocrats  and  'J^e 

.  Germans 

the  school  of  Adam  Smith  underrated  the  importance  of  press  the 

national  life ;   that  they   tended  to  sacrifice  it  on  the  one  nationai- 

1  It  has  already  been  observed  that  List  overlooked  the  tendency  of  modem 
inter-commnnication  to  make  the  development  of  different  nations  synchronize. 
His  patriotic  fervour  perverted  in  many  ways  his  scientific  jndgmeut :  bat  Germans 
listened  eagerly  to  his  argmnent  that  every  country  had  to  go  through  the  same 
stages  of  development  that  England  had  gone  through,  and  that  she  had  protected 
her  manufactures  when  she  was  in  transition  from  the  agricultural  to  the  manu* 
factoring  stage.  He  had  a  genuine  desire  for  tmth ;  his  method  was  in  harmony 
with  the  comparative  method  of  inquiry  which  is  being  pursued  with  vigom'  by  all 
classes  of  students  in  Germany,  but  especially  by  her  historians  and  lawyers ;  and 
the  direct  and  indirect  influence  of  his  thought  has  been  very  great.  TTia  Outlines 
of  a  New  System  of  Political  Economy  appeared  in  Philadelphia  in  1827,  and  his 
Das  nationale  System  der  Politischen  Oekonomie  in  1840.  It  is  a  disputed  point 
whether  Carey  owed  much  to  List.  As  to  the  general  relations  between  their 
doctrines,  see  Enies,  Pol.  Oel:,  2nd  edition,  pp.  440,  &c. 
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hand  to  a  selfish  individualism  and  on  the  other  to  a  limp 
philanthropic  cosmopolitanism.  They  urge  that  List  did 
t™se  of"^'  g^^^*  service  in  stimulating  a  feeling  of  patriotism,  which  is 
i^OT^e  ™*^'^®  generous  than  that  of  individualism,  and  more  sturdy 
one  hand     and  definite   than  that   of  cosmopolitanism.      It   may  be 

and  coBmo-  jiiiii  i. 

poUtanism  doubted  whether  the  cosmopoutan  sympathies  of  the  Physio- 

oSier*        crats  and  of  the  English  economists  have  been  as  strong  as 

the  Germans  think.    But  there  is  no  question  that  the  recent 

political  history  of  Germany  has  influenced  the  tone  of  her 

economists  in  the  direction  of  nationalism.     Surrounded  by 

powerfiil  and  aggressive  armies  Germany  can  exist  only  by 

the  aid  of  an  ardent  national  feeling ;  and  German  writers  have 

insisted  eagerly,  perhaps  too  eagerly,  that  altruistic  feelings 

have  a  more  limited  scope  in  the  economic  relations  between 

countries  than  in  those  between  individuals. 

Theu:  great        But  though  national  in  their  sympathies,  the  Germans 

stndy  of      are  nobly  international  in  their  studies.     They  have  taken 

history  by   the  lead  in  the  "comparative"  study  of  economic,  as  well 

paratiTC      '^  °^  general  history.     They  have  brought  side  by  side  the 

method,      social  and  industrial  phenomena  of  different  countries  and 

and  in  rela-     .    , .  „ 

tion  to  of  different  ages ;  have  so  arranged  them  that  they  throw 
history  and  light  upon  and  interpret  one  another,  and  have  studied  them 
^Mice™  ^^1  i^  connection  with  the  suggestive  history  of  juris- 
prudence \  The  work  of  a  few  members  of  this  school  is 
tainted  by  exaggeration,  and  even  by  a  narrow  contempt  for 
the  reasonings  of  the  Ricardian  school,  the  drift  and  purpose 
of  which  they  have  themselves  failed  to  understand :  and 
this  has  led  to  much  bitter  and  dreary  controversy!  But 
with  scarcely  an  exception,  the  leaders  of  the  school  have 
been  free  from  this  narrowness.  It  would  be  difficult  to 
overrate  the  value  of  the  work  which  they  and  their  fellow 
workers  in  other  countries  have  done  in  tracing  and  ex- 
plaining the  history  of  economic  habits  and  institutions.  It 
is  one  of  the  great  achievements  of  our  age ;  and  an 
important  addition  to  our  real  wealth.     It  has  done  more 

^  The  excellence  of  this  work  may  perhaps  partly  be  attributed  to  the  union  of 
legal  and  economic  studies  in  the  avenues  to  many  careers  in  (Germany  as  in  other 
countries  of  the  Continent.  A  splendid  instance  is  to  be  found  in  Prof.  Wagner's 
contributions  to  economics. 


GERMAN   ECONOMISTS.  71 


CH.  IV. 


than  almost  anything  else  to  broaden  our  ideas,  to  increase     book  i. 
our  knowledge  of  ourselves,  and  to  help  us  to  understand  the 
central  plan,  as  it  were,  of  the  Divine  government  of  the 
world. 

They  have  gdven  their  chief  attention  to  the  historical  Tiieir 

.  ...  ,      work  in 

treatment  of  the  science,  and  to  its  application  to  the  economic 
conditions  of  German  social  and  political  life,  especially  to  anaiysiB. 
the  economic  duties  of  the  German  bureaucracy.  But  led 
by  the  brilliant  genius  of  Hermann  they  have  made  careful 
and  profound  analyses  which  add  much  to  our  knowledge, 
and  they  have  greatly  extended  the  boundaries  of  economic 
theory'. 

German  thought  has  also  given  an  impetus  to  the  study  Gennan 
of  socialism  and  the  functions  of  the  State.  It  is  from 
German  writers,  some  of  whom  have  been  of  Jewish  origin, 
that  the_  world  has  received  the  greater  part  of  the  most 
thoroughgoing  of  recent  propositions  for  utilizing  the  pro- 
perty of  the  world  for  the  benefit  of  the  community  with 
but  Jittle  reference  to  the  existing  incidents  of  ownership. 
It  is  true  that  on  closer  investigation  their  work  turns  out  to 
be  less  original  as  well  as  less  profound  than  at  first  sight 
appears :  but  it  derives  great  power  from  its  dialectic 
ingenuity,  its  brilliant  style,  and  in  some  cases  from  its 
wide-reaching  though  distorted  historical  learning. 

Besides  the  revolutionary  socialists,  there  is  a  large  body 
of  thinkers  in  Germany  who  are  setting  themselves. to  insist 
on  the  scantiness  of  the  authority  which  the  institution  of 
private  property  in  its  present  form  can  derive  from  history ; 
and  to  urge  on  broad  scientific  and  philosophic  grounds 
a  reconsideration  of  the  rights  of  society  as  against  the  ■ 
individual.  The  political  and  military  institutions  of  the  Germans 
German  people  have  recenth'^  increased  their  natural   ten-  English 

1  In  such  matters,  the  English,  the  Germans,  the  Austrians,  and  iadeed  every 
nation  claim  for  themselves  more  than  others  are  willing  to  allow  them.  This  is 
partly  becaTtse  each  nation  has  its  own  intellectnal  virtues,  and  misses  them  in  the 
writings  of  foreigners ;  while  it  does  not  quite  understand  the  complaints  which 
others  make  as  to  its  shortcomings.  But  the  chief  reason  is  that,  since  a  new  idea 
is  generally  of  gradual  growth,  and  is  often  worked  out  by  more  than  one  nation 
at  the  same  time ;  each  of  those  nations  is  likely  to  claim  it,  and  thns  to  under- 
estimate the  originality  of  the  others. 
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dency  to  rely  more  on  Government  and  less  on  individual 
enterprise  than  Englishmen  do.  And  in  all  questions  bear- 
ing on  social  reforms  the  English  and  German  nations  have 
much  to  learn  from  one  another. 

But  amid  all  the  historical  learning  and  reforming  en- 
thusiasm of  the  age  there  is  danger  that  a  difficult  but 
important  part  of  the  work  of  economic  science  may  be 
neglected.  The  popularity  of  economics  has  tended  in  some 
measure  to  the  neglect  of  careful  and  rigorous  reasoning. 
The  growing  prominence  of  what  has  been  called  the  bio- 
logical view  of  the  science  has  tended  to  throw  the  notions 
of  economic  law  and  measurement  into  the  background ;  as 
though  such  notions  were  too  hard  and  rigid  to  be  applied 
to  the  living  and  ever-changing  economic  organism.  But 
biology  itself  teaches  us  that  the  vertebrate  organisms  are 
the  most  highly  developed.  The  modem  economic  organism 
is  vertebrate ;  and  the  science  which  deals  with  it  should  not 
be  invertebrate.  It  should  have  that  delicacy  and  sensitive- 
ness of  touch  which  are  required  for  enabling  it  to  adapt 
itself  closely  to  the  real  phenomena  of  the  world ;  but  none 
the  less  must  it  have  a  firm  backbone  of  careful  reasoning 
and  analysis. 


CHAPTER  V. 

THE   SCOPE   OF   ECONOMICS^ 

5  1.     There  are  some  who  hold,  with  Comte^  that  the     book  i. 

O*^-^^--^  CH    V. 

scope  of  any  profitable  study  of  man's  action  in  society_must         ' 
be  coextensive  with  the  whole  of  social  science.     They  argue  f^,^** 
that  all  the  aspects  of  social  life  are  so  closely  connected,  Science, 

1        iL     •!       however 

that  a  special  study  of  any  one  of  them  must  be  futile ;  cEiirable, 
and  they  urge  on  economists  to  abandon  their  distinctive  tsiSSHe, 
rSle  and  to  devote  themselves  to  the  general  advancement  of 
a  unified  and  all  embracing  social  science.     But  the  whole 
range  of  man's  actions  in  society  is  too  wide  and  too  various 
to  be  analysed  and  explained  by  a  single  intellectual  effort. 
Comte  himself  and  Mr  Herbejt^  Spencer  l^ve  brought  to  the  as  is  shown 
task  unsurpassed  knowledge  and  great  genius ;  they  have  ence, 
made  epochs  in  thought  by  their  broad  surveys  and  their 
suggestive  hints ;  but  they  can  hardly  be  said  even  to  have 
made  a  commencement  with  the  construction  of  a  unified 
social  science". 

The  physical  sciences  made  slow  progress.  soJoiig.  as  the  ?°4"^"^ 
brilliant  ^BuTlmpatient  Greek  genius  insisted  on  searching  from  the 
after   a   single   basis   for   the    explanation   of   all    physical  physilaf 
phenomena ;  and  their  rapid  progress  in  the  modern  age  is  Science, 
due  to  a  breaking  up  of  biroad  problems  into  their  component 
parts.     Uoubtless  there  is  a  unity  underlying  all  the  forces 
©r  nature ;   but  whatever  progress  has  been  made  towards 

'  The  reader  is  referred  to  Dr  Keynes'  Scope  and  Method  of  Political  Economy 
for  a  more  fnll  and  detailed  investigation  of  many  of  the  subjects  of  this  and 
the  next  chapters. 

'  A  less  ambitions  aim  has  been  more  nearly  attained  in  the  Bau  und  Leben 
</«  flocialen  Korperx  of  the  eminent  economist  Professor  Schiiffle. 
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discovering  it,  has  depended  on  knowledge  obtained  by  per- 
sistent specialized  study,  no  less  than  on  occasional  broad 
surveys  of  the  field  of  nature  as  a  whole.  And  similar 
patient  detailed  work  is  required  to  supply  the  materials 
which  may  enable  future  ages  to  understand  better  than 
we  can  the  forces  that  govern  the  development  of  the  social 
organism. 

But  on  the  other  hand  it  must  be  fully  conceded  to 
Comte  that,  even  in  the  physical  sciences,  it  is  the  duty 
of  those  who  are  giving  their  chief  work  to  a  limited  field, 
to  keep  up  close  and  constant  correspondence  with  those 
who  are  engaged  in  neighbouring  fields.  Specialists  who 
never  look  beyond  their  own  domain  are  apt  to  see  things 
out  of  true  proportion ;  much  of  the  knowledge  they  get 
together  is  of  comparatively  little  use ;  they  work  away  at 
the  details  of  old  problems  which  have  lost  most  of  their 
significance  and  have  been  supplanted  by  new  questions 
rising  out  of  new  points  of  view ;  and  they  fail  to  gain  that 
large  illumination  which  the  progress  of  every  science  throws 
by  comparison  and  analogy  on  those  around  it.  Comte  did 
good  service  therefore  by  insisting  that  the  solidarity  of  social 
phenomena  must  render  the  work  of  exclusive  specialists 
even  more  futile  in  social  than  in  physical  science.  Mill 
conceding  this  continues : — "  A  person  is  not  likely  to  be 
a  good  economist  who  is  nothing  else.  Social  phenomena 
acting  and  reacting  on  one  another,  they  cannot  rightly  be 
understood  apart;  but  this  by  no  means  proves  that  the 
material  and  industrial  phenomena  of  society  are  not  them- 
selves susceptible  of  useful  generalizations,  but  only  that 
these  generalizations  must  necessarily  be  relative  to  a  given 
form  of  civilization  and  a  given  stage  of  social  advancements" 

1  Mill,  On  Comte,  p.  82.  His  controversy  with  Comte  is  still  worth  studying. 
Comte's  arguments  have  recently  been  restated  with  great  force  and  eloqaence  by 
Dr  Ingram :  but  they  do  not  appear  to  have  shaken  Mill's  position  that  Comte, 
though  right  when  he  affirmed,  was  wrong  when  he  denied.  And  this  remark  may 
be  extended :  it  would  seem  that  in  the  long  controversy  which  has  been  waged 
in  England,  Germany,  and  more  recently  in  America,  as  to  the  right  method 
of  economic  study,  nearly  every  one  has  been  right  when  he  has  a£Srmed  that  a 
certain  method  is  useful ;  it  has  generally  been  the  one  best  adapted  for  that  part 
of  the  many-sided  work  of  economics  in  which  he  has  had  the  most  interest.  But 
he  has  been  wrong  in  denying  that  other  methods  are  nseful :  they  may  be  on- 
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§  2.     This  is  a  valid  answer  to  Comte's  denial  of  the    book  i. 
utility  of  an  independent  science  of  economics.     But  it  does        ' 
not  show  that  the  scope  assigned  to  economics  by  Mill  and  ^jg*** 
his  predecessors  was  exactly  the  right  one.     Any  widening  ^signed  to 
of  that   scope  must  no  doubt   result  in  some  sacrifice  of  science  by 
definiteness  and  precision,  and  the  resulting  loss  may  be  economists 
greater  than  the  gain.      But  it  need  not  necessarily  be  so ;  ^^J^ 
and  what  is  wanted  is  a  general  principle  which  shall  deter- 
mine the  point  in  the  widening  of  the  scope  of  economics, 
at  which  the  growing  loss  of  scientific  precision  would  begin 
to  outweigh  the  gain  of  increasing  reality  and  philosophic 
completeness. 

We  must  then  inquire  what  are  the  advantages  which 
have  enabled  economics,  though  far  behind  the  more  advanced 
physical  sciences,  yet  to  outstrip  every  other  branch  of  social 
science.  For  it  would  seem  reasonable  to  conclude  that  any 
broadening  of  the  scope  of  the  science  which  brings  it  more 
closely  to  correspond  with  the  facts,  and  to  take  account  of 
the  higher  aims  of  life,  will  be  a  gain  on  the  balance  provided 
it  does  not  deprive  the  science  of  those  advantages :  but  that 
any  further  extension  beyond  that  limit  would  cause  more 
loss  than  gain. 

§  3.     The   advantage    which   economics   has   over  other  Economics 
branches  of  social  science  appears  to  arise  from  the  fact  that  itself 
it  concerns  itself  chiefly  with  those  desires,  aspirations  and  ^^*^o. 
other  affections  of  human  nature,  the  outward  manifestations  U'^es  that 

are  easily 

of  which  appear  as  incentives  to  action  in  a  form  which,  is  measur- 
easily  measurable,  and  which  therefore  are  specially  amenable 
to  treatment  by  scientific  machinery.  An  opening  is  made 
for  the  methods  and  the  tests  of  science  as  soon  as  the 
force  of  a  person's  motives  can  be  measured  by  the  sum  of 
money  which  he  will  just  give  up  in  order  to  secure  a  de- 
sired satisfaction,  or  again  the  sum  which  is  just  required 
to  induce  him  to  undergo  a  certain  fatigue'. 

suited  for  those  purposes  of  which  he  has  been  chiefly  thinldng ;  but  they  may 
probably  be  better  snited  than  his  own  favourite  methods  for  other  and  equally 
important  purposes.    But  more  of  this  in  the  next  chapter. 

I  J.  S.  Mill  had  himself  indicated  the  centre  of  the  strength  of  economics  when 
he  says  {Logic^  Book  VI.  Ch.  ix.  §  3)  that  in  economic  phenomena  "  the  psycho- 
logical law  mainly  concerned  is  the  familiar  one  that  a  greater  gain  is  preferred  to 
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"         measure    any    affection    of    the    mind    directly ;    the    ut- 
most  we  can   do  is  to  measure    it    indirectly   through    its 
effect.     No  one  can  compare  and  measure  accurately  against 
one  another  even  his  own  mental  states  at  different  times : 
and  no  one  can  measure  the  mental  states  of  another  at  all 
except  indirectly  and  conjecturally  by  their  effects. 
Even  com-         It  is  not  merely  that  some  affections  belong  to  man's 
sraes^md    higher  nature  and  others  to  his  lower,  and  are  thus  different 
5^^f"     in  kind.    But  further,  there  is  no  means  of  comparing  directly 
P"e^  hfh   ^^^^  ^^^  another  mere  physical  pleasures  and  pains :  they 
strength  of  can  only  be  compared  indirectly  by  their  effects ;  and  even 
tives  which  this  comparison  is  necessarily  to  some  extent  conjectural, 
to  «!tion^^^  unless  they  occur  to  the  same  person  at  the  same  time.     We 
cannot  directly  compare  the   pleasures  which  two  persons 
derive  from  smoking ;  nor  even  those  which  the  same  person 
derives  from  it  at  different  times.     But  if  we  find  a  man  in 
doubt  whether  to  spend  a  few  pence  on  a  cigar,  or  a  cup  of 
tea,  or  on  riding  home  instead  of  walking  home,  then  we 
may  follow  ordinary  usage,   and  say  that  he  expects  from 
them  equal  pleasures.    On  another  day  he  may  have  neither 
more  nor  less  money  to  spare ;  but  his  mood  may  be  different, 
and  perhaps  there  may  be  several  ways  in  which  he  can  get 
more  pleasure  from  spending  the  money  than  he  could  have 
got  on  the  earlier  day  from  any  way  of  spending  it '. 

If  then  we  wish  to  compare  even  physical  gratifications, 
we  must  do  it  not  directly,  but  indirectly  by  the  incentives 
which  they  afford  to  action.  If  the  desires  to  secure  either 
of  two  pleasures  will  induce  people  in  similar  circumstances 
each  to  do  just  an  hour's  extra  work,  or  will  induce  men  in 
the  same  rank  of  life  and  with  the  same  means  each  to  pay 
a  shilling  for  it,  we  then  may  say  that  those  pleasures  are 

a  smaller;"  and  argues  that  science  gets  a  better  hold  in  economic  than  iu  other 
social  phenomena  because  it  deals  with  motives  that  can  be  easily  measured  one 
against  another. 

^  For  simplicity  this  illustration  refers  to  things  consumed  in  a  single  use. 
But  most  of  the  material  objects  of  desire  are  more  or  less  enduring  sources  of 
gratification :  and  of  course  the  desire  for  such  an  object  is  not  generally  accom- 
panied by  a  conscious  anticipation  of  the  particular  pleasures  to  be  derived  from 
its  use ;  among  which  a  prominent  place  must  often  be  given  to  the  mere  pleasure 
of  possession.    We  must  return  to  these  points. 
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equal  for  our  purposes,  because  the  desires   for  them  are     book  i. 
equally  strong  incentives  to  action  for  persons  who  are  primd        " 
facie  similar  and  similarly  situated '. 

Thus  measuring  a  mental  state,  as  men  do  in  ordinary  and  thia 
life,  by  its  motor-force  or  the  incentive  which  it  affords  to  MmpMisoB 
action,  no  new  diflSculty  is  introduced  by  the  fact  that  some  ™p]^  ^g 
of  the  motives  of  which  we  have  to  take  account  belong  aU  classes 
to  man's  higher .  nature,  and  others  to  his  lower. 

For  suppose  that  the  person  whom  we  saw  doubting 
between  several  little  gratifications  for  himself  had  thought 
after  a  while  of  a  poor  invalid  whom  he  would  pass  on  his 
way  home,  and  had  spent  some  time  in  making  up  his 
mind  whether  he  would  choose  a  physical  gratification  for 
himself,  or  would  do  a  kindly  act  and  rejoice  in  another's  joy. 
As  his  desires  turned  now  towards  the  one,  now  the  other, 
there  would  be  change  in  the  quality  of  his  mental  states, 
which  it  is  the  function  of  the  psychologist  to  analyse.  But 
the  economist  studies  mental  states  rather  through  their 
manifestations  than  in  themselves ;  and  if  he  finds  they  afford 
evenly  balanced  incentives  to  action,  he  treats  them  primd 
facie  as  for  his  purpose  equal.  No  doubt  his  concern  with  them 
does  not  end  there.  Even  for  the  narrower  uses  of  economic 
studies,  it  is  important  to  know  whether  the  desires  which  pre- 
vail are  such  as  will  help  to  build  up  a  strong  and  righteous 
character.  And  in  the  broader  uses  of  those  studies,  when 
they  are  being  applied  to  practical  problems,  the  economist, 
like  every  one  else,  must  concern  himself  with  the  ultimate 
aims  of  man,  and  take  account  of  differences  in  real  value 
between  gratifications  that  are  equally  powerfiil  incentives  to 
action  and  have  therefore  equal  economic  measures. "  A  study 
of  these  measures  is  only  the  starting-point  of  economics: 
but  it  is  the  starting-point '. 

'  The  objections  raised  by  some  philosophers  to  speaking  of  two  pleasures  as 
eqnal,  under  any  circumstances,  seem  to  apply  only  to  uses  of  the  phrase  other 
than  those  with  which  the  economist  is  concerned. 

^  It  has  however  unfortunately  happened  that  the  customary  uses  of  economic 
terms  have  sometimes  suggested  the  belief  that  economists  are  adherents  of  the 
philosophical  system  of  Hedonism  or  of  Utilitarianism.  For,  while  they  have 
generally  taken  for  granted  that  the  greatest  pleasures  are  those  which  come  with 
the  endeavour  to  do  one's  duty,  they  have  spoken  of  "pleasures"  and  "pains"  as 
supplying  the  motives  to  all  action,  and  have  thus  brought  themselves  under  the 


78  THE  SCOPE  OF  ECONOMICS. 


CH.  V. 


BOOK  I.  §  4.     There  are  several  other  limitations  of  the  measure- 

ment of  motive  by  money  to  be  discussed.  The  first  of 
these  arises  from  the  necessity  of  taking  account  of  the 
variations  in  the  amount  of  pleasure,  or  other  satisfaction, 
represented  by  the  same  sum  of  money  to  different  persons 
and  under  different  circumstances. 

censure  of  those  philosophers,  with  whom  it  is  a  matter  of  principle  to  insist  that 
the  desire  to  do  one's  dnty  is  a  different  thing  from  a  desire  for  the  pleasm'e 
which,  if  one  happens  to  think  of  the  matter  at  all,  one  may  expect  from  doing  it ; 
thongh  perhaps  it  may  be  not  incorrectly  described  as  a  desire  for  "  self-satis- 
faction" or  "the  satisfaction  of  the  permanent  self." 

Thus  T.  H.  Green  {Prolegomena  to  Ethics,  pp.  165-6)  says : — The  pleasure  to 
be  derived  from  doing  one's  duty  "  cannot  be  the  exciting  cause  of  the  desire,  any 
more  than  the  pleasure  of  satisfyiug  hanger  can  be  the  exciting  cause  of  hunger... 
When  the  idea  of  which  the  realisation  is  sought  is  not  that  of  enjoying  any 
pleasure,  the  fact  that  self-satisfaction  is  sought  in  the  effort  to  realize  the  idea  of 
the  desired  object  does  not  make  pleasure  the  object  of  the  desire. ...The  man  who 
calmly  faces  a  life  of  suffering  in  the  fulfilment  of  what  he  conceives  to  be  his 
mission  could  not  bear  to  do  otherwise.  So  to  live  is  his  good.  If  he  could  attain 
the  consciousness  of  having  accomplished,  if  he  could  count  himself  to  have 
apprehended — and  probably  just  in  proportion  to  the  elevation  of  his  character  he 
is  unable  to  do  so — ^he  would  £nd  satisfaction  in  the  consciousness  and  with  it  a 
certain  pleasure.  But  supposing  this  pleasure  to  be  attained,  only  the  exigencies 
of  a  theory  could  suggest  the  notion  that,  as  so  much  pleasure,  it  makes  up  for  the 
pleasures  foregone  and  the  pains  endured  in  the  life  through  which  it  has  been 
reached."  While  to  others  it  appears  obvious  that  the  pain  of  deliberately  refusing 
to  do  his  duty,  and  so  to  live  "  as  is  his  good,"  is  less  than  the  pains  which 
he  would  endure  in  so  living. 

It  is  true  that  this  large  use  of  "  pain  and  pleasure  "  has  sometimes  served 
as  a  bridge  by  which  to  pass  from  individualistic  Hedonism  to  a  complete  ethical 
creed,  without  recognizing  the  necessity  for  the  introduction  of  an  independent 
major  premiss,  and  for  such  a  premiss  the  necessity  would  appear  to  be  absolute, 
although  opinions  will  perhaps  always  differ  as  to  its  form.  Some  will  regard  it 
as  the  Categorical  Imperative ;  whUe  others  will  regard  it  as  a  simple  belief  that, 
whatever  be  the  origin  of  our  moral  instincts,  their  indications  are  borne  out  by  a 
verdict  of  the  experience  of  mankind  to  the  effect  that  true  happiness  is  not  to  be 
had  without  self-respect,  and  that  self-respect  is  to  be  had  only  on  the  condition 
of  endeavouring  so  to  live  as  to  promote  the  progress  of  the  human  race. 

It  is  clearly  not  the  part  of  economics  to  appear  to  take  a  side  in  ethical 
controversy :  and  since  there  is  a  general  agreement  that  all  incentives  to  action, 
in  so  far  as  they  are  conscious  desires  at  all,  may  without  impropriety  be  spoken 
of  shortly  as  desires  for  "  satisfaction,"  it  may  perhaps  be  well  to  use  this  word 
instead  of  "pleasure,"  when  occasion  arises  for  referring  to  the  aims  of  aJl 
desires,  whether  appertaining  to  man's  higher  or  lower  nature.  The  simple 
antithesis  to  satisfaction  is  "dissatisfaction":  bat  perhaps  it  may  be  well  to  use 
the  shorter  and  equally  colourless  word  "detriment"  in  its  place. 

Beference  may  also  be  made  to  Prof.  Mackenzie's  interesting  discussion  of 
"The  relations  between  Ethics  and  Economics"  in  \he  IntemaiionalJoumal  of 
Ethics,  vol.  m.,  and  in  his  Introduction  to  Social  Philosophy:  but  his  position 
appears  to  be  even  more  uncompromising  than  Green's. 
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A  shilling  may  measure  a  greater  pleasure   (or   other    booki. 
satisfaction)  at   one   time  than    at    another  even  for  the      _!_' 
same  person ;  because  money  may  be  more  plentiful  with  S*/""** 
him,  or   because  his   sensibility   may  vary'.     And  persons  m««iu-eB 
whose  antecedents  are  similar,  and  who  are  outwardly  like  satisfac- 
one    another,    are    often    affected    in   very   different   ways  to  persons 
by   similar   events.     When,   for   instance,   a   band   of    city  ^^j^^ 
school   children   are   sent   out  for   a   day's   holiday  in   the 
country,  it  is  probable  that  no  two  of  them  derive  from  it 
enjoyment  exactly  the  same  in  kind,  or  equal  in  intensity. 
The  same  surgical  operation  causes  different  amounts  of  pain 
to  different  people.    Of  two  parents  who  are,  so  far  as  we  can 
tell,  equally  affectionate,  one  will  suffer  much  more  than  the 
other  from  the  loss  of  a  favourite  son.     Some  who  are  not 
very  sensitive  generally  are  yet  specially  susceptible  to  par- 
ticular kinds  of  pleasure  and  pain  ;  while  differences  in  nature 
and  education  make  one  man's  total  capacity  for  pleasure  or 
pain  much  greater  than  another's. 

It  would  therefore  not  be  safe  to  say  that  any  two  men 
with  the  same  income  derive  equal  benefit  from  its  use ;  or 
that  they  would  suffer  equal  pain  from  the  same  diminution 
of  it.  Although  when  a  tax  of  £1  is  taken  from  each  of  two 
persons  having  an  income  of  £300  a-year,  each  will  give  up 
that  £1  worth  of  pleasure  (or  other  satisfaction)  which  he 
can  most  easily  part  with,  i.e.,  each  will  give  up  what  is 
measured  to  him  by  just  £1 ;  yet  the  intensities  of  the 
satisfaction  given  up  may  not  be  nearly  equal. 

Nevertheless,  if  we  take  averages  sufficiently  broad  to  bnt  these 
cause  the  personal  peculiarities  of  individuals  to  counter-  may  gene- 
balance  one  another,  the  money  which  people  of  equal  incomes  Ji^ected 
will  give  to  obtain  a  benefit  or  avoid  an  iniury  is  a  good  when  we 

"  .    .  J      J  o         consider 

measure  of  the  benefit  or  injury.    If  there  are  a  thousand  the  average 
persons  living  in  Sheffield,  and  another  thousand  in  Leeds,  numbers 
each  with  about  £100  a-year,  and  a  tax  of  £1  is  levied  on  °*  P^"?'*- 
all  of  them,  we  may  be  sure  that  the  loss  of  pleasure  or  other 
injury  which  the  tax  will  cause  in  Sheffield  is  of  about  equal 
importance  with   that   which  it  will  cause  in  Leeds :   and 
anything  that  increased  all  the  incomes  by  £1  would  give 

1  Compare  Prof.  Edgeworth's  Mathematical  Paycliies. 
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BOOK  I.  command  over  equivalent  pleasures  and  other  benefits  in  the 
"  two  towns.  This  probability  becomes  greater  still  if  all  of 
them  are  adult  males  engaged  in  the  same  trade ;  and  there- 
fore presumably  somewhat  similar  in  sensibility  and  tempera- 
ment, in  taste  and  education.  Nor  is  the  probability  much 
diminished,  if  we  take  the  family  as  our  unit,  and  compare 
the  loss  of  pleasure  that  results  from  diminishing  by  £1  the 
income  of  each  of  a  thousand  families  with  incomes  of  £100 
a-year  in  the  two  places. 
Thesignrfi-        Next  We  must  take  account  of  the  fact  that  a  stronger 

cance  of  a     .  .  .  ° 

given  price  incentive  will  be  required  to  induce  a  person  to  pay  a  given 
for  the  poor  price  for  anything  if  he  is  poor  than  if  he  is  rich.  A 
rich!  *  *  shilling  is  the  measure  of  less  pleasure  to  a  rich  man  than 
to  a  poor  one.  A  rich  man  in  doubt  whether  to  spend 
a  shilling  on  a  single  cigar,  is  weighing  against  one  another 
smaller  pleasures  than  a  poor  man,  who  is  doubting  whether 
to  spend  a  shilling  on  a  supply  of  tobacco  that  Avill  last  him 
for  a  month.  The  clerk  with  £100  a  year  will  walk  to 
business  in  a  much  heavier  rain  than  the  clerk  with  £300  a 
year;  for  a  sixpenny  omnibus  fare  measures  a  greater 
pleasure  to  the  poorer  man  than  to  the  richer.  If  the  poorer 
man  spends  the  money,  he  will  suffer  more  from  the  want  of 
it  afterwards  than  the  richer  would.  The  pleasure  that  is 
measured  in  the  poorer  man's  mind  by  sixpence  is  greater 
than  that  measured  by  it  in  the  richer  man's  mind. 
But  this  IB         But  this  source  of  error  also  is  lessened  when  we  are  able 

not  impor-  •  i  i 

tantincom-  to  consider  the  actions  and  the  motives  ot  large  groups 
gro^^  "°  of  people.  If  we  know,  for  instance,  that  a  bank  failure 
rf  riS  Md  ^^  ^^^^^  £200,000  from  the  people  of  Leeds  and  £100,000 
poor  in  like  from  those   of  ShefiBeld,   we   may  fairly  assume   that   the 

propor-  .  . 

tions.  suffering  caused  in  Leeds  has  been  about  twice  as  great 
as  in  SheflSeld;  unless  indeed  we  have  some  special  reason 
for  believing  that  the  shareholders  of  the  bank  in  the.  one 
town  were  a  richer  class  than  those  in  the  other ;  or  that  the 
loss  of  employment  caused  by  it  pressed  in  uneven  propor- 
tions on  the  working  classes  in  the  two  towns. 

Increase  of        By  far  the  greater  number  of  the  events   with  which 

material  -ii^..!  •  ni 

means  economics  deals  affect  m  about  equal  proportions  all  the 
aometimea  ji£fgj,gj,(;  classes  of  Society ;  so  that  if  the  money  measures 
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of  the  happiness  caused  by  two  events  are  equal,  it  is  reason-     book  i. 
able  and  in  accordance  with  common  usage  to  regard  the      _— 
amounts  of  the  happiness  in  the  two  cases  as  equivalent.  mJJi^„e  of 
And  further  as  money  is  likely  to  be  turned  to  the  higher  "^^  p'"- 

j  J  o  gross. 

uses  of  life  in  about  equal  proportions,  by  any  two  large 
groups  of  people  taken  without  special  bias  from  any  two 
parts  of  the  western  world,  there  is  even  some  primd  facie 
probability  that  equal  additions  to  their  material  resources 
will  make  about  equal  additions  to  the  fulness  of  life,  and 
the  true  progress  of  the  human  race. 

§  5.  To  pass  to  another  point.  When  we  speak  of  Action  is 
the  measurement  of  desire  by  the  action  to  which  it  forms  nil^  by 
the  incentive,  it  is  not  to  be  supposed  that  we  assume  every 
action  to  be  deliberate,  and  the  outcome  of  calculation.  For 
in  this,  as  in  every  other  respect,  economics  takes  man  just 
as  he  is  in  ordinary  life :  and  in  ordinary  life  people  do  not 
weigh  beforehand  the  results  of  every  action,  whether  the 
impulses  to  it  come  from  their  higher  nature  or  their  lower'. 

Some  people  are  of  wayTvard  temperament,  and  could  But  habit 
give  no  good  account  even  to  themselves  of  the  motives  of  largely 
their  action.     But  if  a  man  is  steadfast  and  thoughtful,  even  a^uberSe 
his  impulses  are  the  products  of  habits  which  he  has  adopted  choice, 
more  or  less  deliberately.     And,  whether  they  are  an    ex- 
pression  of  his    higher   nature   or   not ;   whether   they  are 
the  mandates  of  his  conscience,  the  pressure  of  social  con- 
nection,  or    the    claims    of    his    bodily   wants ;    he   yields 
a  certain  relative  precedence  to  them  without  reflection  now, 
because  on  previous  occasions  he  has  decided  deliberately 
to   yield   that   relative    precedence :    the   predominant    at- 
tractiveness of  one  course  of  action  over  others,  even  when 
not  the  result  of  calculation  at  the  time,  is  the  product  of 
more  or  less  deliberate  decisions  made  by  him  before  in 
somewhat  similar  cases*. 

1  This  is  specially  true  of  that  groap  of  gratifications,  which  is  sometimes 
named  "the  pleasures  of  the  chase."  They  inclnde  not  only  the  light-hearted 
emulation  of  games  and  pastimes,  of  hnnts  and  steeplechases,  bat  the  more 
serious  contests  of  professional  and  business  life:  and  they  will  occupy  a  good 
deal  of  our  attention  in  discussions  of  the  causes  that  govern  wages  and  profits, 
and  forms  of  industrial  organization. 

^  Some  reference  to  these  characteristics  of  habit  and  custom  has  been  made 
in  Ch.  n. ;  and  we  shall  need  tx)  return  to  them  towards  the  end  of  the  treatise. 

M.  6 
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especially 
as  regards 
business 
conduct. 


Thns  busi- 
ness work 
has  gene- 
rally a 
money 
measure. 


Now  the  side  of  life  with  which  economics  is  specially 
concerned  is  that  in  which  man's  conduct  is  most  deliberate, 
and  in  which  he  most  often  reckons  up  the  advantages  and 
disadvantages  of  any  particular  action  before  he  enters  on  it. 
And  further  it  is  that  side  of  his  life  in  which,  when  he  does 
follow  habit  and  custom,  and  proceed  for  the  moment 
without  calculation,  the  habits  and  customs  themselves  are 
most  nearly  sure  to  have  proceeded  from  a  close  and  careful 
watching  the  advantages  and  disadvantages  of  diflferent 
courses  of  conduct'. 

It  is  true  that  when  a  habit  or  a  custoin  which  has 
grown  up  under  one  set  of  conditions,  influences  action  under 
other  conditions,  there  is  so  far  no  exact  relation  between  the 
effort  and  the  end  which  is  attained  by  it.  But  in  business 
matters  in  the  modem  world  such  habits  quickly  die 
away''. 

Thus  then  the  most  systematic  part  of  people's  lives 
is  generally  that  by  which  they  earn  their  living.  The  work 
of  all  those  engaged  in  any  one  occupation  can  be  careftilly 
observed ;  general  statements  can  be  made  about  it,  and 
tested  by  comparison  with  the  results  of  other  observations ; 
and  numerical  estimates  can  be  framed  as  to  the  amount 
of  money  or  general  purchasing  power  that  is  required  to 
supply  a  sufficient  motive  for  them. 

Again,  the  unwillingness  to  postpone  enjoyment,  and 
thus  to  save  for  future  use,  is  measured  by  the  interest 
on  accumulated  wealth  which  just  affords  a  sufficient  in- 
centive to  save  for  the  future.  This  measurement  presents 
however  some  special  difficulties,  the  study  of  which  must  be 
postponed. 


'  There  will  not  in  general  have  been  any  formal  reckoning  up  of  two  sides  of 
a  balance-sheet;  but  men  going  home  from  their  day's  work,  or  in  their  social 
meetings,  wiU  have  said  to  one  another,  "  It  did  not  answer  to  do  this,  it  would 
have  been  better  to  do  that,"  and  so  on.  What  makes  one  course  answer  better 
than  another,  will  not  necessarily  be  a  selfish  gain,  nor  any  material  gain ;  and 
it  wiU  often  have  been  argued  that  "  though  this  or  that  plan  saved  a  little  trouble 
or  a  little  money,  yet  it  was  not  fair  to  others,"  and  "it  made  one  look  mean,"  or 
"  it  made  one  feel  mean." 

3  In  backward  countries  there  are  still  many  habits  and  customs  similar  to 
those  that  lead  a  beaver  in  confinement  to  build  himself  a  dam.  They  are  full  of 
snggestiveness  to  the  historian,  and  must  be  reckoned  with  by  the  legislator. 
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And,  lastly,  the  desire  to  obtain  anything  that  is  ordi-    booki. 

narily  bought  and  sold  for  money,  is  for  that  very  reason      _!_' 

measurable  by  the  price  that  people  are  willing  to  pay  for  it. 

5  6.     But  here,  as  elsewhere,  we  must  ever  bear  in  mind  The 

.  motives 

that  the  desire  to  make  money  does  not  itself  necessarily  that  lead 

proceed   from  motives  of  a  low  order,  even  when  it  is  to  pursuit  of 

be  spent  on  oneself.     Money  is  a  means  towards  ends,  and  if  aem^breJ 

the  ends  are  noble,  the  desire  for  the  means  is  not  ignoble.  ^  noble. 

The  lad  who  works  hard  and  saves  all  he  can,  in  order  to 

be  able  to  pay  his  way  afterwards  at  a  University,  is  eager 

for   money;    but   his   eagerness   is   not  ignoble.     In  short, 

money  is   general   purchasing   power,   and  is  sought  as   a 

means  to  all  kinds  of  ends,  high  as  well   as   low,  spiritual 

as  well  as  materiaP. 

Thus  though  it  is  true  that  "  money  "  or  "  general  pur-  And  there 

chasing  power  "  or  "  command  over  material  wealth,"  is  the  in  the 

centre  around  which  economic  science  clusters ;  this  is  so,  not  ™^,n" 

because  money  or  material  wealth  is  regarded  as  the  main  *%*  ^"""o- 

~.       .  nucB  re- 

alm of  human  effort,  nor  even  as  affordmg  the  main  subject-  gards  man 

matter  for  the  study  of  the  economist,  but  because  in  this  in  a  selfish 

world  of  ours  it  is  the  one  convenient  means  of  measuring  ^°  j^h.  "* 

human  motive  on  a  large  scale.     If   the  older  economists 

had  made  this  clear,  they  would  have  escaped  many  grievous 

misrepresentations ;  and  the  splendid  teachings  of  Carlyle  and 

Ruskin  as  to  the  right  aims  of  human  endeavour  and  the 

right  uses  of  wealth,  would  not  then  have  been  marred  by 

bitter  attacks  on  economics,  based  on  the  mistaken  belief 

"that  that  science  had  no  concern  with  any  motive  except  the 

selfish  desire  for  wealth,  or  even  that  it  inculcated  a  policy  of 

sordid  selfishness^. 

'  See  an  admirable  essaj  by  Cliffe  Leslie  on  The  Love  of  Money.  We  do 
indeed  hear  of  people  who  pnrsne  money  for  its  own  sake  withont  caring  for  what 
it  will  purchase,  especially  at  the  end  of  a  long  life  spent  in  business :  but  in  this 
as  in  other  cases  the  habit  of  doing  a  thing  is  kept  up  after  the  purpose  for  which 
it  was  originally  done  has  ceased  to  exist.  The  possession  of  wealth  gives  such 
people  a  feeling  of  power  over  their  fellow-creatures,  and  insures  them  a  sort  of 
envious  respect  in  which  they  find  a  bitter  but  strong  pleasure. 

'  The  fact  that  the  predominant  position  which  money  holds  in  economics, 
results  rather  from  its  being  a  measure  of  motive  than  an  aim  of  endeavour,  may  be 
illustrated  by  the  reflection  that  the  almost  exclusive  use  of  money  as  a  measure 
of  motive  is,  so  to  speak,  an  accident,  and  perhaps  an  accident  that  is  not  found  in 

6—2 
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BOOK  I.  Again,  when  the  motive  to  a  man's  action  is  spoken  of  as 

'         supplied  by  the  money  which  he  will  earn,  it  is  not  meant 

for*money   *^**  ^^^  mind  is  closed  to  all  other  considerations  save  those 

does  not  ex-  of  gain.     For   even  the  most  purely  business  relations   of 

elude  other    .     °  .  . 

influences ;  life  assume  honesty  and  good  faith ;  while  many  of  them 
take  for  granted,  if  not  generosity,  yet  at  least  the  absence 
of  meanness,  and  the  pride  which  every  honest  man  takes  in 
such  as  the  acquitting  himself  well.  Again,  much  of  the  work  by  which 
affordedby  people  earn  their  living  is  pleasurable  in  itself;  and  there  is 
UseKMid  truth  in  the  contention  of  socialists  that  more  of  it  might  be 
the  instinct  made  80.     Indeed  even  business  work,  that  seems  at  first 

of  power.  .  1  1.        i^     • 

sight  unattractive,  often  yields  a  great  pleasure  by  offering 
scope  for  the  exercise  of  men's  faculties,  and  for  their  in- 
stincts of  emulation  and  of  power.     For  just  as  a  racehorse 

other  worlds  than  ours.  When  we  want  to  induce  a  man  to  do  anything  for  us  we 
generally  offer  him  money.  It  is  true  that  we  might  appeal  to  his  generosity  or 
sense  of  doty ;  but  this  would  be  calling  into  action  latent  motives  that  are  already 
in  existence,  rather  than  supplying  new  motives.  If  we  have  to  supply  a  new 
motive  we  generally  consider  how  much  money  >vill  just  make  it  worth  his  while 
to  do  it.  Sometimes  indeed  the  gratitnde,  or  esteem,  or  honour  which  is  held  out 
as  an  inducement  to  the  action  may  appear  as  a  new  motive:  particularly  if  it  can 
be  crystallized  in  some  definite  outward  manifestation;  as  for  instance  in  the 
right  to  make  use  of  the  letters  C.B.,  or  to  wear  a  star  or  a  garter.  Such  distinc- 
tions are  comparatively  rare  and  connected  with  but  few  transactions;  and  they 
would  not  serve  as  a  measure  of  the  oi-dinary  motives  that  govern  men  in  the  acts 
of  every-day  life.  But  political  services  are  more  frequently  rewarded  by  such 
honours  than  in  any  other  way :  so  we  have  got  into  the  habit  of  measuring  them 
not  in  money  but  in  honours.  We  say,  for  instance,  that  A's  exertions  for  the 
benefit  of  his  party  or  of  the  State,  as  the  case  may  be,  were  fairly  paid  for 
by  knighthood;  while  knighthood  was  but  shabby  pay  for  B,  he  had  earned  a 
baronetcy. 

It  is  quite  possible  that  there  may  be  worlds  in  which  no  one  ever  heard  of 
private  property  in  material  things,  or  wealth  as  it  is  generally  understood ;  but 
public  honours  are  meted  out  by  graduated  tables  as  rewards  for  every  action  that 
is  done  for  others'  good.  If  these  honours  can  be  transferred  from  one  to 
another  without  the  intervention  of  any  external  authority  they  may  serve  to 
measure  the  strength  of  motives  just  as  conveniently  and  exactly  as  money  does 
with  us.  In  such  a  world  there  may  be  a  treatise  on  economic  theory  very  similar 
to  the  present,  even  though  there  be  little  mention  in  it  of  material  things,  and 
no  mention  at  all  of  money. 

It  may  seem  almost  trivial  to  insist  on  this,  but  it  is  not  so.  For  a  misleading 
association  has  grown  up  in  people's  minds  between  that  measurement  of  motives 
which  is  prominent  in  economic  science,  and  an  exclusive  regard  for  material 
wealth  to  the  neglect  of  other  and  higher  objects  of  desire.  The  only  conditions 
required  in  a  measure  for  economic  purposes  are  that  it  should  be  something 
definite  and  transferable.  Its  taking  a  material  form  is  practically  convenient, 
but  is  not  essential. 
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or  an  athlete  strains  every  nerve  to  get  in  advance  of  his     book  i. 
competitors,  and  delights  in  the  strain ;  so  a  manufacturer  or        " 
a  trader  is  often  stimulated  much  more   by  the  hope   of 
victory  over  his  rivals  than  by  the  desire  to  add  something 
to  his  fortune*. 

§  7.     It  has  indeed  always  been  the  practice  of  economists  Economists 
to  take  carefiil  account  of  all  the  advantages  which  attract  always 

1  German  economists  have  done  good  sei-vice  by  dwelling  on  this  class  of 
considerations  also,  bat  they  seem  to  be  mistaken  in  supposing  that  it  was  over- 
looked by  the  older  English  economists.  It  is  an  English  habit  to  leave  much  to 
be  supplied  by  the  common  sense  of  the  reader ;  in  this  case  reticence  has  been 
carried  too  far,  and  has  led  to  frequent  misunderstanding  at  home  as  well  as 
abroad. 

Thus  prominence  has  been  given  to  Mill's  sttftement,  that  "  Political  Economy 
considers  man  as  occupied  solely  in  acquiring  and  consuming  wealth"  {Essays, 
p.  IBS,  and  again.  Logic,  Bk.  VI.  Ch.  ix.  §  3).  But  it  is  forgotten  that  he  is  there 
referring  to  an  abstract  treatment  of  economic  questions,  which  he  once  indeed 
contemplated;  but  which  he  never  executed,  preferring  to  write  on  "Political 
Economy,  with  some  of  its  applications  to  Social  Philosophy."  It  is  forgotten  also 
that  he  goes  on  to  say,  "  There  is,  perhaps,  no  action  of  a  man's  life  in  which  he  is 
neither  under  the  immediate  nor  nnder  the  remote  influence  of  any  impulse  but 
the  mere  desire  of  wealth;"  and  it  is  forgotten  that  his  treatment  of  economic 
questions  took  constant  account  of  many  motives  besides  the  desire  for  wealth 
(see  above,  Ch.  iv.  §  7).  His  discussions  of  economic  motives  are,  however, 
inferior  both  in  substance  and  in  method  to  those  of  his  German  contemporaries, 
and  notably  Hermann.  An  instructive  argument  that  non-purchasable,  non- 
measurable  pleasures  vary  at  diflerent  times  and  tend  to  increase  with  the 
progress  of  civilization  is  to  be  found  in  Knies'  Political  Economy,  m.  3 ;  and 
the  English  reader  may  be  referred  to  Syme's  Ovtlines  of  an  Industrial  Science. 

But  it  may  be  well  to  give  here  the  heads  of  the  analysis  of  economic  motives 
(Motive  im  wirihschaftlichen  Handeln)  in  the  third  edition  of  Prof.  Wagner's 
monumental  treatise.  He  divides  them  into  Egoistic  and  Altruistic.  The  former 
are  four  in  number.  The  first  and  least  intermittent  in  its  action  is  the  striving 
for  one's  own  economic  advantage,  and  the  fear  of  one's  own  economic  need. 
Next  comes  the  fear  of  punishment,  and  the  hope  of  reward.  The  third  group 
consists  of  the  feeling  of  honour,  and  the  striving  for  recognition  (GeUungaatreben), 
including  the  desire  for  the  moral  approbation  of  others,  and  the  fear  of  shame 
and  contempt.  And  the  last  of  the  egoistic  motives  is  the  craving  for  occupation, 
the  pleasure  of  activity;  and  the  pleasure  of  the  work  itself  and  its  surroundings, 
including  "the  pleasures  of  the  chase."  The  altruistic  motive  is  "the  impelling 
force  ( Trieb)  of  the  inward  command  to  moral  action,  the  pressure  of  the  feeling 
of  duty,  and  the  fear  of  one's  own  inward  blame,  that  is,  of  the  gnawings  of 
conscience.  In  its  pm-e  form  this  motive  appears  as  the  '  Categorical  Imperative,' 
which  one  follows  because  one  feels  in  one's  soul  the  command  to  act  in  this  or 
that  manner,  and  feels  the  conunand  to  be  right.. ..The  following  of  the  command 
is  no  doubt  regularly  bound  up  with  feelings  of  pleasure  {LustgefiUileii),  and  the 
not  following  it  with  feelings  of  pain.  Now  it  may  be,  and  often  is,  that  these 
feelings  act  as  sti-ongly  as  the  Categorical  Imperative,  or  even  more  strongly, 
in  driving  ns,  or  in  taking  part  in  driving  us  on  to  do  or  to  leave  undone.  And 
in  so  far  as  this  is  the  case  this  motive  also  has  in  it  an  egoistic  element,  or  at 
least  itself  merges  into  one." 
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BOOK  I.    people  generally  towards  an  occupation,  whether  they  appear 

"         in  a  money  form  or  not.     Other  things  being  equal,  people 

for'advMi-  ^^^^  prefer  an  occupation  in  which  they  do  not  need  to  soil 

tagesof  an  their  hands,  in  which  they  enjoy  a  good  social  position,  and 

occupation  '.  ,  ,  p?  .     ,       , 

other  than  SO  on ;  and  since  these  advantages  aitect,  not  indeed  every  one 

'^m"       exactly  in  the  same  way,  but  most  people  in  nearly  the  same 
way,  their  attractive  force  can  be  estimated  and  measured  by 
the  money  wages  to  which  they  are  regarded  as  equivalent, 
and  thejr  Again,  the  desire  to   earn  the  approval,  to   avoid  the 

ed  for  class  contempt  of  those  around  one  is  a  stimulus  to  action  which 
thief"  often  works  with  some  sort  of  uniformity  in  any  class  of 
persons  at  a  given  time  and  place ;  though  local  and  tem- 
porary conditions  influence  greatly  not  only  the  intensity 
of  the  desire  for  approval,  but  also  the  range  of  persons 
whose  approval  is  desired.  A  professional  man,  for  instance, 
or  an  artisan  will  be  very  sensitive  to  the  approval 
or  disapproval  of  those  in  the  same  occupation,  and  care 
little  for  that  of  other  people ;  and  there  are  many  economic 
problems,  the  discussion  of  which  would  be  altogether  unreal, 
if  care  were  not  taken  to  watch  the  direction  and  to  estimate 
pretty  closely  the  force  of  motives  such  as  these, 
and  family  As  there  may  be  a  taint  of  selfishness  in  a  man's  desire 
to  do  what  seems  likely  to  benefit  his  fellow-workers,  so 
there  may  be  an  element  of  personal  pride  in  his  desire  that 
his  family  should  prosper  during  his  life  and  after  it.  But 
still  the  family  affections  generally  are  so  pure  a  form  of 
altruism,  that  their  action  might  have  shown  little  sem- 
blance of  regularity,  had  it  not  been  for  the  uniformity  in 
the  family  relations  themselves.  As  it  is,  their  action  is 
fairly  regular;  and  it  has  always  been  fully  reckoned  with 
by  economists,  especially  in  relation  to  the  distribution  of 
the  family  income  between  its  various  members,  the  expenses 
of  preparing  children  for  their  future  career,  and  the 
accumulation  of  wealth  to  be  enjoyed  after  the  death  of 
him  by  whom  it  has  been  earned. 

It  is  then  not  the  want  of  will  but  the  want  of  power, 
that  prevents  economists  from  reckoning  in  the  action  of 
motives  such  as  these  ;  and  they  welcome  the  fact  that  some 
kinds  of  philanthropic  action  can  be  described  in  statistical 
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returns,  and  can  to  a  certain  extent  be  reduced  to  law,  if  booki. 
sufficiently  broad  averages  are  taken.  For  indeed  there  is  " 
scarcely  any  motive  so  fitful  and  irregular,  but  that  some 
law  with  regard  to  it  can  be  detected  by  the  aid  of  wide  and 
patient  observation.  It  would  perhaps  be  possible  even  now 
to  predict  with  tolerable  closeness  the  subscriptions  that  a 
population  of  a  hundred  thousand  Englishmen  of  average 
wealth  will  give  to  support  hospitals  and  chapels  and 
missions ;  and,  in  so  far  as  this  can  be  done,  there  is  a  basis 
for  an  economic  discussion  of  supply  and  demand  with 
reference  to  the  services  of  hospital  nurses,  missionaries  and 
other  religious  ministers.  It  will  however  probably  be 
always  true  that  the  greater  part  of  those  actions,  which  are 
due  to  a  feeling  of  duty  and  love  of  one's  neighbour,  cannot 
be  classed,  reduced  to  law  and  measured ;  and  it  is  for  this 
reason,  and  not  beca\ise  they  are  not  based  on  self-interest, 
that  the  machinery  of  economics  cannot  be  brought  to  bear 
on  them. 

S  8.    Perhaps  the  earlier  English  economists  confined  their  The 

•  1  1  ■  ,.•     1-    -1       .  .  T%       motives  to 

attention  too  much  to  the  motives  oi  individual  action.  iJut  collective 
in  fact  economists,  like  all  other  students  of  social  science,  ^  ^"at"^* 
are  concerned  with   individuals  chiefly  as  members  of  the  ?^^^Z^^ 

•^  ing  import- 

social  organism.     As  a  cathedral  is  something  more  than  the  ance- 

stones  of  which  it  is  made,  as  a  person  is  something  more 

than  a  series  of  thoughts  and  feelings,  so  the  life  of  society  is 

something  more  than  the  sum  of  the  lives  of  its  individual 

members.     It  is  true  that  the  action  of  the  whole  is  made 

up   of    that   of   its   constituent   parts ;    and   that   in   most 

economic  problems  the  best  starting-point  is  to  be  found  in 

the  motives  that  affect  the  individual,  regarded  not  indeed 

as  an  isolated  atom,  but  as  a  member  of  some  particular 

trade  or  industrial  group;   but  it  is  also  true,  as  German 

writers  have  well  urged,  that  economics  has  a  great  and  an 

increasing  concern  in  motives  connected  with  the  collective 

ownership  of  property  and  the.  collective  pursuit  of  important 

aims.     The  growing  earnestness   of  the   age,  the   growing 

intelligence  of  the  mass  of  the  people,  and   the   growing 

power   of    the   telegraph,   the   press,   and   other   means   of 

communication  are  ever  widening  the  scope  of  collective 
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BOOK  I.  action  for  the  public  good ;  and  these  changes,  together  with 
"  the  spread  of  the  co-operative  movement,  and  other  kinds  of 
voluntary  association  are  growing  up  under  the  influence  of 
various  motives  besides  that  of  pecuniary  gain ;  and  they  are 
ever  opening  to  the  economist  new  opportunities  of  measuring 
motives  whose  action  it  had  seemed  impossible  to  reduce  to 
any  sort  of  law. 

But  in   fact  the  variety  of  motives,  the  difficulties   of 

measuring   them,  and    the    manner    of    overcoming    those 

difficulties  are  among  the  chief  subjects  with  which  we  shall 

be  occupied  during  the  remainder  of  this  treatise.     Almost 

every  point  touched  in  the  present  chapter  will  need  to 

be  discussed  in  fuller  detail  with  reference  to  some  one  or 

more  of  the  leading  problems  of  economics. 

Economists        §  9.     To  Conclude  provisionally :   economists  study  the 

individoai    actions  of  individuals,  but  study  them  in  relation  to  social 

ber^of'mi'    rather  than  individual  life ;  and  therefore  concern  themselves 

mdnstnal    ^y^^^  little  with  personal  peculiarities  of  temper  and  character. 

They  watch  carefully  the  conduct  of  a  whole  class  of  people, 

sometimes  the  whole  of  a  nation,  sometimes  only  those  living 

in   a    certain   district,  more  often  those    engaged   in   some 

particular  trade  at  some  time  and  place :  and  by  the  aid  of 

statistics,  or  in  other  ways,  they  ascertain  how  much  money 

on  the  average  the  members  of  the  particular  group  they  are 

watching,  are  just  willing  to  pay  as  the  price  of  a  certain 

thing  which  they  desire,  or  how  much  must  be  offered  to 

them  to  induce  them  to  undergo  a  certain  effiart  or  abstinence 

that  they  dislike.    The  measurement  of  motive  thus  obtained 

is  not  indeed  perfectly  accurate ;   for  if  it  were,  economics 

would  rank  with  the  most  advanced  of  the  physical  sciences, 

and  not  as  it  actually  does  with  the  least  advanced. 

andmea-  But  yet  the  measurement  is  accurate  enough  to  enable 

sure  the  .,  .  «-,  n. 

,  play  of       experienced  persons  to  torecast  fairly  well  the  extent  of  the 
jgBia^'P  results  that  will  follow  from  changes  in  which  motives  of 
aT^rer*'^  *^^  kind  are  chiefly  concerned.     Thus,  for  instance,  they  can 
simgle        estimate  very  closely  the  payment  that  will  be  required  to 
produce  an  adequate   supply  of  labour  of  any  grade,  from 
the  lowest  to  the  highest,  for  a  new  trade  which  it  is  pro- 
posed to  start  in  any  place.     When  they  visit  a  factory  of  a 
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kind  that  they  have  never  seen  before,  they  can  tell  within  a  book  i. 
shilling  or  two  a  week  what  any  particular  worker  is  earning,  _!_' 
by  merely  observing  how  far  his  is  a  skilled  occupation  and 
what  strain  it  involves  on  his  physical,  mental  and  moral 
faculties.  And  they  can  predict  with  tolerable  certainty 
what  rise  of  price  will  result  from  a  given  diminution  of  the 
supply  of  a  certain  thing,  and  how  that  increased  price  will 
react  on  the  supply. 

And,  starting  from  simple  considerations  of  this  kind,  and  after- 

,  ,  1*1  1      wards  in 

economists  go  on  to  analyse  the  causes  which  govern  the  more  com- 
local  distribution  of  different  kinds  of  industry,  the  terms  on  ES^bbss. 
which  people  living  in  distant  places  exchange  their  goods 
with  one  another,  and  so  on :  and  they  can  explain  and 
predict  the  ways  in  which  fluctuations  of  credit  will  affect 
foreign  trade ;  or  again  the  extent  to  which  the  burden  of  a 
tax  will  be  shifted  from  those  oa  whom  it  is  levied,  on  to 
those  for  whose  wants  they  cater ;  and  so  on. 

In  all  this  they  deal  with  man  as  he  is :    not  with  an  They  deal 
abstract  or  "  economic  "  man ;  but  a  man  of  flesh  and  blood ;  with  one 
influenced  by  egoistic  motives  and  shaping  his  business  life  ^j^.°  i^g^ 
to  a  great  extent  with  reference  to  them ;  but  not  above  the  ^^'g^j,^ 
frailties  of  vanity  or  recklessness,  and  not  below  the  delight  life  of  a  real 
of  doing  his  work  well  for  its  own  sake,  nor  below  the  delight  a  fictitions 
in  sacrificing  himself  for  the  good  of  his  family,  his  neighbours,     "^' 
or  his  country,  and  not  below  the  love  of  a  virtuous  life  for 
its  own  sake.     They  deal  with  man  as  he  is.     But  being 
concerned  chiefly  with  those  actions  in  which  the  action 
of  motive  is  so  regular  that  it  can  be  predicted,  and  the 
estimate   of  the   motor-forces   can   be    verified   by   results, 
they  have  established  their  work  on  a  scientific  basis. 

For  in  the  first  place,  they  deal  with   facts  which  can  The  claims 
be  observed,  and  quantities  which  can   be   measured   and  mics  to  be 
recorded ;    so   that  when  differences  of  opinion   arise  with  ^J™**' 
regard  to  them,  the  differences  can  be  brought  to  the  test  P?^"^ 
of  public   and   well-established   records ;    and  thus  science  definite 
obtains   a   solid  basis   on   which  to  work.      In  the  second  tests, 
place,    the    problems,    which    are    grouped    as    economic,  ^tera*l 
because  they  relate  specially  to  man's  conduct  under  the  J"™?: 
influence  of  motives  that  are  measurable  by  a  money  price, 
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BOOK  I.  are  found  to  make  a  fairly  homogeneous  group.  Of  course 
_U  they  have  a  great  deal  of  subject-matter  in  common :  that  is 
obvious  from  the  nature  of  the  case.  But,  though  not  so 
obvious  «  priori,  it  will  also  be  found  to  be  true  that  there  is 
a  fundamental  unity  of  form  underlying  all  the  chief  of 
them ;  and  that  in  consequence,  by  studying  them  together, 
the  same  kind  of  economy  that  is  gained,  as  by  sending 
a  single  postman  to  deliver  all  the  letters  in  a  certain 
street,  instead  of  each  one  entrusting  his  letters  to  a 
separate  messenger.  For  the  analyses  and  organized  pro- 
cesses of  reasoning  that  are  wanted  for  any  one  group  of 
them,  will  be  found  generally  useful  for  other  groups. 

The  less  then  we  trouble  ourselves  with  scholastic  in- 
quiries as  to  whether  a  certain  consideration  comes  within 
the  scope  of  economics,  the  better.  If  the  matter  is  impor- 
tant let  us  take  account  of  it  as  far  as  we  can.  If  it  is  one 
as  to  which  there  exist  divergent  opinions,  such  as  cannot  be 
brought  to  the  test  of  exact  and  well-ascertained  knowledge ; 
if  it  is  one  on  which  the  general  machinery  of  economic 
analysis  and  reasoning  cannot  get  any  grip,  then  let  us  leave 
it  aside  in  our  purely  economic  studies.  But  let  us  do  so, 
simply  because  the  attempt  to  include  it  would  lessen  the 
certainty  and  the  exactness  of  our  economic  knowledge 
without  any  commensurate  gain ;  and  remembering  always 
that  some  sort  of  account  of  it  must  be  taken  by  our  ethical 
instincts  and  our  common  sense,  when  they  as  ultimate 
arbiters  come  to  apply  to  practical  issues  the  knowledge 
obtained  and  arranged  by  economics  and  other  sciences. 


CHAPTER   VI. 

METHODS   OF   STUDY.      THE   NATURE   OF   ECONOMIC   LAW. 

§  1.     It  is  the  function  of  economics,  as  of  almost  every    book  i. 

other  science,  to  collect  facts,  to  arrange  and  interpret  them,      _! 

and  to  draw  inferences  from  them.     "  Observation  and  de-  ^"^°?S}f^ 

uses  both 

scription,  definition  and  classification  are  the  preparatory  indaction 
activities.  But  what  we  desire  to  reach  thereby  is  a  know-  dnction 
ledge  of  the  interdependence  of  economic  phenomena In- 
duction and  deduction  are  both  needed  for  scientific  thought 
as  the  right  and  left  foot  are  both  needed  for  walking'."  The 
methods  required  for  this  twofold  work  are  not  peculiar  to 
economics;  they  are  the  common  property  of  all  sciences. 
All  the  devices  for  the  discovery  of  the  relations  between 
cause  and  effect,  which  are  described  in  treatises  on  scientific 
method,  have  to  be  used  in  their  turn  by  the  economist : 
there  is  not-  any  one  method  of  investigation  which  can 
properly  be  called  the  method  of  economics ;  but  every 
method  must  be  made  serviceable  in  its  proper  place,  either 
singly  or  in  combination  with  others.  And  as  the  number  of 
combinations  that  can  be  made  on  the  chess  board,  is  so  great 
that  probably  no  two  games  exactly  alike  were  ever  played  ; 
so  no  two  games  which  the  student  plays  with  nature  to 
wrest  from  her  her  hidden  truths,  which  were  worth  playing 
at  all,  ever  made  use  of  quite  the  same  methods  in  quite  the 
same  way. 

'  Prof.  SchmoUer  in  the  article  on  Volkawirtsehaft  in  Conrad's  Handwor- 
t^rbitch. 
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BOOK  I.  But  ia  some  branches  of  economic  inquiry  and  for  some 

_! ■  purposes,  it  is  more  urgent  to  ascertain  new  facts,  than  to 

d^erent  ti'ouhle  ourselves  with  the  mutual  relations  and  explanations 

propor-  of  those  which  we  already  have.     While  in  other  branches 

tions  foi^        ,  .         .,,  ,  .  ,       ,  ,  ^ 

different     there  IS  stiu  SO  much  uncertainty  as  to  whether  those  causes  oi 

purposes.    ^^^  event  which  lie  on  the  surface  and  suggest  themselves 

at  first  are  both  true  causes  of  it  and  the  only  causes  of  it, 

that  it  is   even   more   urgently  needed   to   scrutinize   our 

reasonings  about  facts  which  we  already  know,  than  to  seek 

for  more  facts. 

Analytical         For  this  and  other  reasons,  there  always  has  been  and 

toricJ'       there  probably  always  will  be  a  need  for  the  existence  side 

a*e'Sh     ^y  ^^^^  °^  workers  with   different  aptitudes  and  different 

needed  and  aims,  some  of  whom  give  their  chief  attention  to  the  ascer- 

sQpplement  ,11  ■  1     •       i  ■    c 

each  tainment  of  facts,  while  others  give  their  chief  attention  to 

discovering  obscure  causal  connections  between  individual 
facts  or  classes  of  facts  and  to  developing  the  machinery, 
or  organon,  of  scientific  analysis.  It  is  to  be  hoped  that 
these  two  schools  will  always  exist  side  by  side ;  each  doing 
its  own  work  thoroughly,  and  each  making  use  of  the  work 
of  the  other.     Let  us  look  at  the  work  of  each'. 

>  The  discussions  of  tlie  last  twenty  years  hare  gradually  proved  that  those 
who  are  doing  the  most  gennine  and  original  work  in  any  part  of  the  large  field  of 
economic  investigation,  are  agreed  in  fundamental  principle  as  to  the  right  use  of 
various  scientific  methods  for  various  parts  of  the  work:  and  that  what  real 
differences  exist  between  them,  are  mainly  differences  of  emphasis.  It  is  now 
generally  admitted  that  the  severe  criticism  which  the  founders  of  the  German 
Historical  School  sometimes  made  on  the  older  economists  if  quoted  by  itself, 
gives  a  misleading  impression  of  their  true  position.  Boscher  and  Knies  not 
only  spoke  often  with  generous  appreciation  of  the  work  of  their  predecessors; 
but,  especially  in  their  later  years,  they  themselves  made  habitual  use  of  the 
analytical  methods  which  had  come  down  to  them  from  the  "classical"  econo- 
mists. And  on  the  other  hand  even  those  who  rate  highly  the  importance  of 
analytical  methods  are  glad  to  acknowledge  the  great  services  which  the  historical 
method,  in  the  hands  of  really  able  men,  renders  to  economics  generally,  and 
even  to  economic  analysis. 

The  most  notable  controversy  on  method  of  recent  times  is  that  between 
Prof.  Carl  Menger  and  Prof.  Schmoller.  It  was  conducted  with  great  acumen, 
but  perhaps  with  some  slight  exaggeration  on  either  side.  Prof.  Wagner,  who 
was  one  of  the  earliest  leaders  of  the  historical  movement  in  economics,  and 
whose  unsurpassed  learning  gives  a  singular  weight  to  his  judgment,  took  a  view 
of  the  controversy  which  seems  just  and  well  balanced.  (Part  of  his  criticism  is 
accessible  to  English  readers  in  the  first  number  of  the  Harvard  Joumai  of 
Economics.)  And  the  account  which  he  has  recently  published  (Orundlegung,  Ed. 
in.  Book  I.  ch.  11.)  of  the  sei-vices  to  be  rendered  by  the  historical  and  analytical 
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§  2.     To  begin  with,  there  is  no  scope  in  economics  for    book  i. 
long  chains  of  reasoning;  that  is  for  chains  in  which  each         " 
link  is  supported,  wholly  or  mainly,  by  that  which  went  "^^^  ^j 
before,  and  without  obtaining  further  support  and  guidance  dednction 

111-  IP  iT/»CTi"'  econo- 

from  observation  and  the  direct  study  of  real  life,     buch  mica  does 
chains  might  indeed  afford  interesting   speculation   in  the  "o  forging 
closet :    but   they  could   not   correspond   to   nature   closely  ^^°?    ^j 
enough  to  be  of  use  as  a  guide  in   action.     The  classical  reasoning 
economists  treated  economics  not  as  an  academic  diversion, 
but  as  a  means  towards  attaining  important  public  ends ; 
and  none  of  them,  not  even  Ricardo,  indulged  in  long  chains 
of  deductive  reasoning  without  reference  to  direct  observation. 

It  is  true  that  the  forces  with  which   economics  deals  though 
have  one  advantage  for  deductive  treatment  in  the  fact  that  ^^^^ 
their  method  of  combination  is,  as  Mill  observed,  that  of^^Jj^ 
mechanics  rather  than  of  chemistry.     That  is  to  say,  when  eaUy 
we  know  the  action  of  two  economic  forces  separately — as  for  chemically, 
instance   the   influences  which  an  increase  in  the  rate  of 
wages  and  a  diminution  in  the  difficulty  of  the  work  in  a 
trade  will  severally  exert  on  the  supply  of  labour  in  it — we 
can  predict  fairly  well  their  conjoint  action,  without  waiting 
for  specific  experience  of  it'. 

.  But  even  in  mechanics  long  chains  of  deductive  reasoning 
are  directly  applicable  only  to  the  occurrences  of  the  labora- 
toiy.     By  themselves  they  are  seldom  a  sufficient  guide  for 

methods,  and  of  their  matnal  interdependence,  is  a  masterpiece  of  subtle  and 
sound  exposition. 

Bat  meanwhile  it  has  become  apparent  that  Prof.  SchmoUer's  part  of  the 
controversy  had  been  somewhat  misunderstood.  He  is  now  the  recognized 
leader  of  the  specially  historical  tendencies  of  German  economics ;  and  as  his  mani- 
festo, in  the  article  ahready  qaoted,  formally  disavows  the  narrow  and  contentions 
doctrines  that  have  been  pat  forward  by  some  of  the  younger  adherents  of 
the  school  in  Germany  and  elsewhere;  it  may  be  hoped  that  at  last  the  time  has 
come  for  the  cessation  of  barren  controversy  and  the  devotion  of  all  the  energies 
of  economists  to  various  forms  of  constructive  work,  each  supplementing  the 
other.  See  also  Prof.  Ashley  "On  the  Study  of  Economic  History"  in  the 
Harvai'd  Jownai  of  Economics,  Vol,  vii. 

1  Mill  exaggerated  the  importance  of  this  fact:  and  was  led  by  it  to  make 
excessive  claims  for  the  deductive  method  in  economics.  See  the  last  of  his  Essays ; 
Book  vj.  of  his  Logic,  and  especially  its  ninth  chapter ;  also  pp.  157 — 161  of  his 
Autobiography.  His  practice,  like  that  of  many  other  writers  on  economic 
method  of  all  shades  of  opinion,  was  less  extreme  than  his  profession.  But  see 
above,  pp.  65,  6. 
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BOOK  I. 
CH,  TI. 


The  com- 
plexity of 
economic 
pheno- 
mena. 


dealing  with  the  heterogeneous  materials  and  the  complex 
and  uncertain  combination  of  the  forces  of  the  real  world. 
For  that  purpose  they  need  to  be  supplemented  by  specific 
experience,  and  applied  in  harmony  with,  and  often  in 
subordination  to,  a  ceaseless  study  of  new  facts,  a  ceaseless 
search  for  new  inductions^ 

But  the  forces  of  which  economics  has  to  take  account 
are  more  numerous,  less  definite,  less  well  known,  and  more 
diverse  in  character  than  those  of  mechanics ;  while  the 
material  on  which  they  act  is  more  uncertain  and  less 
homogeneous.  Again  the  cases  in  which  economic  forces 
combine  with  more  of  the  apparent  arbitrariness  of  chemistry 
than  of  the  simple  regularity  of  pure  mechanics,  are  neither 
rare  nor  unimportant.  And  further,  though  unexpected  com- 
binations of  forces  are  less  likely  to  produce  startling  results 
in  economics  than  in  chemistry,  yet  they  are  far  more  difficult 
to  exclude'. 


^  Long  chains  of  dedactive  reasoning  are  indeed  directly  serviceable  in  astro- 
nomy, in  which  natnre  herself  has  given  practically  exclusive  possession  to  a 
few  definite  forces;  and  the  astronomer's  predictions  of  the  movements  of  the 
solar  system  are  sabject  to  only  one  hypothesis,  namely  that  uatoxe  will  not  bring 
into  it  any  large  external  body  for  which  be  has  not  reckoned. 

When  the  c&lcolations  of  theoretical  mechanics  are  applied  in  an  engineering 
problem  in  which  the  forces  of  natnre  are  few  and  definite,  and  the  materials 
simple  and  homogeneoas,  they  correspond  ronghly  to  nature— somewhat  as  does 
a  view  seen  throngh  a  window-pane  of  inferior  glass.  The  engineer  for  instance 
can  calculate  with  fair  precision  the  angle  at  which  an  ironclad  will  lose  its 
stability  in  still  water;  bnt  before  he  predicts  how  she  would  behave  in  a  storm, 
he  will  avail  himself  of  the  observations  of  experienced  sailors  who  have 
watched  her  movements  in  an  ordinary  sea.  If  her  lines  are  new,  bnt  specific 
experience  has  been  had  of  the  speed  of  ships  with  nearly  similar  lines,  he  may 
perhaps  calcnlate  fairly  well  what  her  speed  will  be.  Bat  partly  becaase  rushing 
water  lays  aside  aU  pretence  of  being  a  frictionless  fluid,  his  theory  will  not 
enable  him  to  give  a  good  guess  under  conditions  at  all  far  away  from  specific 
experience:  nor  can  he  even  now  quite  understand  why  a  torpedo  is  so  much 
more  wasteful  of  propelling  force  than  a  fish  at  an  equal  distance  below  the 
surface.  And  throughout  the  whole  of  bis  work  he  has  to  be  guided  by  speeific 
observation  more  than  by  deductive  reasoning  as  to  the  allowance  to  be  made  for 
flaws  of  material,  and  for  the  fitful  action  of  natural  forces. 

^  A  knowledge  of  the  actions  of  on  elastic  string  under  tensions  of  ten  and 
twenty  pounds  may  not  tell  us  how  it  will  act  under  a  tension  of  thirty:  for  then 
it  may  not  stretch  further,  but  break  and  spring  back.  And  two  economic  forces 
acting  in  the  same  direction  may  introduce  changes  into  men's  habits  and  aims  in 
life ;  and  produce  results  different  in  kind,  perhaps  even  partly  opposed  to,  those 
which  would  result  from  either  alone.  For  instance  a  small  addition  to  a  man's 
income  will  generally  increase  his  purchases  a  little  in  almost  every  direction: 
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Lastly,  while  the  matter  with  which  the  chemist  deals  is    book  i. 
the  same  always,  economics,  like  biology,  deals  with  a  matter, 
of  which  the  inner  nature  and  constitution,  as  well  as  the 
outer  form,  is  constantly  changing'. 

Thus  if  we  look  at  the  history  of  such  strictly  economic 
relations  as  those  of  business  credit  and  banking,  of  trade- 
unionism  or  co-operation,  we  see  that  modes  of  working,  that 
have  been  generally  successful  at  some  times  and  places, 
have  uniformly  failed  at  others.  The  difference  may  some- 
times be  explained  simply  as  the  result  of  variations  in  general 
enlightenment,  or  of  moral  strength  of  character  and  habits 
of  mutual  trust.  But  often  the  explanation  is  more  diflBcult. 
At  one  time  or  place  men  will  go  far  in  trust  of  one  another 
and  in  sacrifice  of  themselves  for  the  common  well-being,  but 
only  in  certain  directions;  and  at  another  time  or  place 
there  will  be  a  similar  limitation,  but  the  directions  will  be 
different ;  and  every  variation  of  this  kind  limits  the  range 
of  deduction  in  economies'. 

bnt  a  large  addition  may  alter  his  habits,  perhaps  increase  his  seU-respect  and 
make  him  cease  to  care  for  some  things  altogether.  The  spread  of  a  fashion  from 
a  higher  social  grade  to  a  lower  may  destroy  the  fashion  among  the  higher  grade. 
And  again  increased  earnestness  in  onr  care  for  the  poor  may  make  charity  more 
lavish,  or  may  destroy  some  of  its  forms  altogether. 

1  The  chemist's  predictions  all  rest  on  the  latent  hypothesis  that  the  specimen 
operated  upon  is  what  it  is  supposed  to  be,  so  at  least  that  the  impurities  in  it  are 
only  snch  as  may  be  neglected.  The  economist's  predictions  involve  the  farther 
hypothesis  that  the  nature  of  man  is  substantially  the  same  as  when  those  facts 
were  observed  on  which  his  reasonings  are  mainly  based.  Even  the  chemist, 
when  he  deals  not  with  inanimate  matter  bnt  with  living  beings  can  seldom  sail 
safely  any  considerable  way  ont  of  sight  of  the  firm  land  of  specific  experience. 
He  must  rely  mainly  on  that  to  tell  him  how  a  new  dmg  will  affect  a  person  in 
health,  and  again  how  it  will  affect  a  person  with  a  certain  disease;  and  even 
after  some  general  experience  he  may  find  unexpected  resnlts  in  its  action  on 
persons  of  different  constitutions  or  in  a  new  combination  with  other  drugs.  But 
by  patient  interrogation  of  nature  and  the  progress  of  analysis,  the  reign  of  law 
is  being  made  to  invade  new  fields  in  both  therapentics  and  economics:  and 
some  sort  of  prediction,  independent  of  specific  experience  is  becoming  possible 
as  to  the  separate  and  combined  action  of  an  ever  increasing  variety  of  agencies. 

'  Compare  above,  ch.  i.  §  4  and  cb.  iv.  §  7.  For  onr  present  purpose  the 
pliability  of  the  race  is  more  important  than  the  pliability  of  the  individual.  It  is 
tme  that  individual  character  changes,  partly  in  an  apparently  arbitrary  way,  and 
partly  according  to  well  known  roles.  It  is  tme  for  instance  that  the  average  age 
of  the  workmen  engaged  in  a  labour  dispute  is  an  important  element  in  any 
forecast  of  the  lines  on  which  it  will  run.  But  as,  generally  speaking,  young  and 
old,  people  of  a  sanguine  and  a  despondent  temperament  are  found  in  about  like 
proportions  at  one  place  as  at  another,  and  at  one  time  as  at  another,  individual 
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BOOK  I.  §  3.     The   function  then  of  analysis  and  deduction  in 

_; ■     economics  is  not  to  forge  a  few  long  chains  of  reasoning,  but 

^ftii''*'"^k  ^  forge  rightly  many  short  chains  and  single  connecting 
ofanaiy-     links.     This  however  is  no  trivial  task.     If  the  economist 
deduction    reasons  rapidly  and  with  a  light  heart,  he  is  apt  to  make  bad 
mi^.°"°     connections  at  every  turn  of  his  work.     He  needs  to  make 
careful  use  of  analysis  and  deduction,  because  only  by  their 
aid  can  he  select  the  right  facts,  group  them  rightly,  and 
make  them  serviceable  for  suggestions  in  thought  and  guid- 
ance in  practice ;  and  because,  as  surely  as  every  deduction 
must  rest  on  the  basis  of  inductions,  so  surely  does  every 
inductive  process  involve  and  include  analysis  and  deduction. 
Explana-  Or  to  put  the  same  thing  in  another  way  the  explanation 

pr^^on  of  the  past  and  the  prediction  of  the  future  are  not  different 
^^*  operations,  but  the  same  worked  in  opposite  directions,  the 
operation    Qjjg  ^qjj,  gggct  to  cause,  the  other  from  cause  to  effect.     For 

in  opposite  ...  1     ■    J 

directions,  to  obtain  "a  knowledge  of  individual  causes"  we  need  "induc- 
tion ;  the  final  conclusion  of  which  is  indeed  nothing  but  the 

inversion  of  the  syllogism  which  is  employed  in  deduction 

Induction  and  deduction  rest  on  the  same  tendencies,  the 
same  beliefs,  the  same  needs  of  our  reason^" 

pecnliarities  of  character  and  changes  of  character  are  a  less  hindrance  to  the 
general  application  of  the  deductive  method,  than  at  first  sight  appears.  Compare 
above,  ch.  v.  §  4.  For  similar  reasons  the  philosophic  questions  relating  to  the 
freedom  of  the  will,  do  not  concern  the  economist  as  such :  his  reasonings  do  not 
assume  any  particnlar  answers  to  those  questions. 

'  It  may  be  well  to  quote  the  whole  passage,  which  occurs  in  Prof.  Schmoller's 
article  on  Volkstoirtschaft  already  mentioned: — "What  we  call  the  inductive 
process  starts  from  the  particnlar,  from  observation,  and  seeks  the  rule  which 
declares  what  has  been  observed,  which  declares  to  be  true  of  a  class  what  has 
been  found  to  be  true  of  the  observed  instances.  The  more  complex  a  phenomenon, 
and  the  even  more  imperfect  our  observation  of  the  complex  conditions,  resulting 
as  they  do  from  a  combination  of  the  most  various  causes,  the  more  difficult  is  it 
to  discover  the  time  rule,  the  more  often  do  we  get  no  further  than  hypotheses, 
and  provisional  guesses  as  to  the  uniformity  of  the  result.  But  we  apply  even 
these  to  obtain  further  conclusions. 

Deduction,  which  rests  on  the  same  tendencies,  the  same  beliefs,  the  same 
needs  of  our  reason  as  induction,  consists  in  the  wider  application  of  those  rules 
as  to  causality  which  have  been  obtained  by  induction.  What  was  true  in  accu- 
rately observed  cases  must  be  true  in  all  exactly  similar  cases ;  the  rule  is  sought 
for  only  in  order  to  apply  it  further.  Every  rule  attributes  a  predicate,  a  mode  of 
action,  a  characteristic  to  a  class  of  things ;  an  analysis  of  the  notion  of  the  subject 
and  predicate  shows  what  is  contained  in  the  rule  in  question,  to  what  purposes  it 
applies,  what  cases  come  under  it,  what  it  can  account  for." 
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We  can  explain  an  event  completely  only  by  first  dis-  booki. 
covering  all  the  events  which  can  have  affected  it,  and  the  °°'"" 
ways  in  which  they  can  severally  have  done  so.  In  so  far  as 
our  analysis  of  any  of  these  facts  or  relations  is  imperfect, 
in  so  far  is  our  explanation  liable  to  error ;  and  the  inference 
latent  in  it  is  already  on  its  way  to  build  up  an  induction 
which,  though  probably  plausible,  is  false.  While  in  so  far 
as  our  knowledge  and  analysis  are  complete,  we  are  able 
by  merely  inverting  our  mental  process  to  deduce  and  predict 
the  future  almost  as  certainly  as  we  could  have  explained 
the  past  on  a  similar  basis  of  knowledge.  It  is  only  when 
we  go  beyond  a  first  step  that  a  great  difference  arises 
between  the  certainty  of  prediction  and  the  certainty  of 
explanation:  for  any  error  made  in  the  first  step  of  prediction, 
will  be  accumulated  and  intensified  in  the  second ;  while  in 
interpreting  the  past,  error  is  not  so  likely  to  be  accumu- 
lated ;  for  observation  or  recorded  history  will  probably  bring 
a  fresh  check  at  each  step^. 

It  mugt  then  always  be  remembered  that  though  obser-  The 
vation  or  history  may  tell  us  that  one  event  happened  at  the  of  inter^ 
same  time  as  another,  or  after  it,  they  cannot  tell  us  whether  fUl^ 
the  first  was  the  cause  of  the  second.    That  can  be  done  only 

^  The  science  of  the  tides  presents  man;  close  analogies  to  economics.  lu 
either  science  one  set  of  leading  forces  exercises  a  visible  influence  over  almost 
every  movement,  and  a  predominating  influence  over  some :  in  the  science  of  the 
tides,  it  is  the  attractions  of  the  moon  and  smi,  in  economics  it  is  the  desire  to 
obtain  comfort  at  the  least  cost.  In  either  case  a  merely  dednctive  stad;  of  the 
action  of  the  leading  forces  either  by  themselves,  or  in  conjunction  with  forces 
less  universal  in  their  action,  would  give  results  that  might  have  a  scientific 
interest  but  would  be  useless  for  guidance.  But  in  either  case  such  deductions 
are  useful  in  giving  life  to  observed  facts,  in  connecting  them  with  one  another, 
and  thus  helping  to  build  up  the  secondary  laws  of  the  science. 

It  is  true  for  instance  that  even  now  no  knowledge  of  sea-currents  and  of  the 
action  of  the  wind  on  the  water  would  enable  a  man  to  say  exactly  what  difference 
there  would  be  between  the  tides  in  the  ports  of  Guernsey  and  Jersey,  nor  the 
exact  limits  of  the  points  on  the  English  coast  at  which  there  are  four  tides  every 
day,  nor  how  strong  a  gale  in  the  North  Sea  would  be  required  to  make  the  water 
at  the  London  Docks  faU  a  couple  of  feet  in  the  middle  of  a  time  of  rising  tide. 
And  yet  a  study  of  general  principles  has  aided  in  the  selection  of  the  right  facts 
for  observation,  and  in  connecting  them  with  one  another  by  secondary  laws, 
which  aid  both  in  explaining  known  facts  and  predicting  results  of  known  causes. 
The  same  processes,  both  inductive  and  deductive,  are  used  in  nearly  the  same  way 
in  the  explanation  of  a  known  fact  in  the  history  of  the  tides,  and  in  the  prediction 
of  an  unknown  fact.    (Compare  Mill,  Logic,  Book  vi.  ch.  in.) 
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BOOK  I.    by  reason  acting  on  the  facts.    When  it  is  said  that  a  certain 

event  in  history  teaches  this  or  that,  formal  reckoning  is 

never  made  for  all  the  conditions  which  were  present  when 
the  event  happened ;  some  are  tacitly,  if  not  unconsciously, 
assumed  to  be  irrelevant.  This  assumption  may  be  justifiable 
in  any  particular  case;  but  it  may  not.  Wider  experience, 
more  careful  inquiry,  may  show  that  the  causes  to  which  the 
event  is  attributed  could  not  have  produced  it  unaided; 
perhaps  even  that  they  hindered  the  event,  which  was 
brought  about  in  spite  of  them  by  other  causes  that  have 
escaped  notice. 

This  difficulty  has  been  made  prominent  by  recent  con- 
troversies as  to  contemporary  events  in  our  own  country. 
Whenever  a  conclusion  is  drawn  from  them  that  meets 
with  opposition,  it  has  to  stand  a  sort  of  trial ;  rival  ex- 
planations are  ofifered ;  new  facts  are  brought  to  light ;  the 
old  facta  are  tested  and  rearranged,  and  in  some  cases  shown 
to  support  the  opposite  conclusion  from  that  on  behalf  of 
which  they  were  at  first  invoked. 

Both  the  difficulty  of  analysis  and  the  need  for  it  are 
increased  by  the  fact  that  no  two  economic  events  are 
seldom  alike  in  all  respects.  Of  course  there  may  be  a  close 
resemblance  between  two  simple  incidents :  the  terms  of  the 
leases  of  two  fai-ms  may  be  governed  by  nearly  the  same 
causes:  two  references  of  wages  questions  to  Boards  of 
Arbitration  may  raise  substantially  the  same  question.  But 
there  is  no  exact  repetition  even  on  a  small  scale.  However 
nearly  two  cases  correspond,  we  have  to  decide  whether  the 
difference  between  the  two  may  be  neglected  as  practically 
unimportant ;  and  this  may  not  be  very  easy,  even  if  the  two 
cases  refer  to  the  same  place  and  time. 
The  And  if  we  are  dealing  with  the  facts  of  remote  times 

UBtmst- 

worthiness  we  must  allow  for  the  changes  that  have  meanwhile  come 
/a«e""'  over  the  whole  character  of  economic  life:  however  closely 
evidence  g^  problem  of  to-day  may  resemble  in  its  outward  incidents 
dUstaut^*  another  recorded  in  history,  it  is  probable  that  a  closer  ex- 
past,  amination  will  detect  a  fundamental  difference  between  their 

real  characters.     Till  this  has  been  made,  no  valid  argument 

can  be  drawn  from  one  case  to  the  other. 
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§  4     This  brings  us  to  consider  the  relation   in  which    booki. 
economics  stands  to  the  facts  of  distant  times.  _! ' 

The  study  of  economic  history  may  have  various  aims,  The  aid 
and  correspondingly  various  methods.    Regarded  as  a  branch  ^^gia* 
of  general  history  it  may  aim  at  helping  us  to  understand  "J?fj 
"  what  has  been  the  institutional  framework  of  society  at  the  for  all 
several  periods,  what  has  been  the  constitution  of  the  various  of  the 
social  classes  and  their   relation  to  one  another":  it   mayh^^riM: 
"  ask  what  has  been  the  material  basis  of  social  existence ; 
how   have  the  necessities  and   conveniences   of   life   been 
produced;   by  what  organization  has  labour  been  provided 
and  directed ;  how  have  the  commodities  thus  produced  been 
distributed ;  what  have  been  the  institutions  resting  on  this 
direction  and  distribution" ;  and  so  on\ 

And  for  this  work,  interesting  and  important  as  it  is  on 
its  own  account,  not  very  much  analysis  is  essential ;  and 
most  of  what  is  needed  may  be  supplied  for  himself  by  a 
man  of  active  and  inquiring  mind.  Saturated  with  a 
knowledge  of  the  religious  and  moral,  the  intellectual 
and  aesthetic,  the  political  and  social  environment,  the 
economic  historian  may  extend  the  boundaries  of  our 
knowledge  and  may  suggest  new  and  valuable  ideas,  even 
though  he  may  have  contented  himself  with  observing 
those  affinities  and  those  causal  relations  which  lie  near 
the  surface. 

But  even  in  spite  of  himself,  his  aims  will  surely  run  but  it  is 
beyond   these   limits ;    and   will   include   some  attempt   to  deriviiig 
discover  the  inner  meaning  of  economic  history,  to  unveil  ^j^^^ 
the  mysteries  of  the  growth  and  decay  of  custom,  and  other  P"*'  *<"■ 
phenomena  which  we  are  not  any  longer  contented  to  take  present, 
as   ultimate   and   insoluble   facts   given  by  nature :   nor  is 
he   likely  altogether   to  withhold  himself  from  suggesting 
inferences  from  the  events  of  the  past  for  guidance  in  the 
present.     And   indeed    the  human  mind  abhors  a  vacuum 
in  its  notions  of  the  causal  relations  between  the  events  that 
are   presented    vividly   to   it.      By   merely   placing    things 
together  in  a  certain  order,  and  consciously  or  unconsciously 

•  Ashley,  On  the  Study  of  Economic  Hiatonj. 
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suggesting  post  hoc  ergo  propter  hoc,  the   historian   takes 
on  himself  some  responsibility  as  a  guide'. 

And  if  this  is  his  main  aim,  if  his  interests  lie  chiefly 
in  the  attempt  to  discover  the  hidden  springs  of  the 
economic  order  of  the  world,  and  to  obtain  light  from  the 
past  for  guidance  in  the  present;  then  he  should  avail 
himself  of  every  resource  that  may  help  him  to  detect  real 
dififerences  that  are  disguised  by  a  similarity  of  name  or 
outward  appearance,  and  real  similarities  that  are  obscured  by 
a  superficial  difference ;  to  select  the  true  causes  of  each 
event  and  assign  to  each  its  proper  weight ;  and  above  all  to 
detect  the  remoter  causes  of  change. 
An  analogy  An  analogy  may  be  borrowed  from  naval  affairs.  The 
histo^^*^  details  of  a  battle  with  appliances  that  have  passed  away 

1  For  example: — ^the  introduction  of  long  leases  at  fixed  monej  rents  in 
North  Britain  was  followed  by  a  great  improYement  in  agricnltnre,  and  in  the 
general  condition  of  the  people  there ;  but  before  inferring  that  it  was  the  sole, 
or  even  the  chief  cause  of  the  improvement,  we  must  inquire  what  other  changes 
were  taking  place  at  the  same  time,  and  how  much  of  the  improvement  is  to  be 
referred  to  each  of  them.  We  must,  for  instance,  allow  for  the  effects  of  changes 
in  the  prices  of  agricultural  produce,  and  of  the  establishment  of  civil  order  in  the 
border  provinces.  To  do  this  requires  care  and  scientific  method ;  and  till  it  has 
been  done,  no  trustworthy  inference  can  be  drawn  as  to  the  general  tendency  of 
the  system  of  long  leases.  And  even  when  it  has  been  done,  we  cannot  argue 
from  this  experience  to  a  proposal  for  a  system  of  long  leases  in,  say,  Ireland  now, 
without  allowing  for  differences  in  the  character  of  local  and  world  markets  for 
various  kinds  of  agricultural  produce,  for  probable  changes  in  the  production  and 
consumption  of  gold  and  silver,  and  so  on.  The  history  of  Land  Tenures  is  full 
of  antiquarian  interest ;  but  until  carefully  analysed  and  interpreted  by  the  aid  of 
economic  theory  it  throws  no  trustworthy  light  on  the  question  what  is  the  best 
form  of  land  tenure  to  be  adopted  now  in  any  country.  Thus  some  argue  that 
since  primitive  societies  usually  held  their  land  in  common,  private  property  in 
land  must  be  an  unnatural  and  transitional  institution.  Others  with  equal  confi- 
dence contend  that,  since  private  property  in  land  has  extended  its  range  with  the 
progress  of  civilization,  it  is  a  necessary  condition  for  further  progress.  But  to 
wrest  from  history  her  true  teaching  on  the  subject  requires  the  effects  of  the 
common  holding  of  land  in  the  past  to  be  analysed  so  as  to  discover  how  far  each 
of  them  is  Ukely  to  act  always  in  the  same  way,  how  far  to  be  modified  by  changes 
in  the  habits,  the  knowledge,  the  wealth,  and  the  social  organization  of  mankind. 
Even  more  interesting  and  instructive  is  the  history  of  the  professions,  made  by 
Qilds  and  other  Corporations  and  Combinations  in  industry  and  in  domestic  and 
foreign  trade,  that  they  used  their  privileges  on  the  whole  for  the  benefit  of  the 
public.  But  to  bring  in  a  complete  verdict  on  the  question,  and  still  more  to  deduce 
from  it  sound  guidance  for  our  own  time,  needs  not  only  the  wide  general 
knowledge  and  subtle  instincts  of  the  practised  historian,  but  also  a  grasp  of 
many  of  the  most  difficult  analyses  and  reasonings  relating  to  monopolies,  to 
foreign  trade,  to  the  incidence  of  taxation,  etc. 
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may  be  of  great  interest  to  the  student  of  the  general  booki. 
history  of  those  times ;  but  they  may  afford  Uttle  useful 
guidance  for  the  naval  commander  of  to-day,  who  has  to 
deal  with  a  wholly  different  material  of  war.  And  therefore, 
as  Captain  Mahan  has  admirably  shown,  the  naval  com- 
mander of  to-day  will  give  more  attention  to  the  strategy 
than  to  the  tactics  of  past  times '. 

It  is  only  recently,  and  to  a  great  extent  through  the 
wholesome  influence  of  the  criticisms  of  the  historical  school, 
that  prominence  has  been  given  to  that  distinction  in 
economics  which  corresponds  to  the  distinction  between 
strategy  and  tactics  in  warfare.  Corresponding  to  tactics 
are  those  details  and  outward  forms  of  economic  organization 
which  depend  on  temporary  or  local  aptitudes,  customs  and 
relations  of  classes;  on  the  influence  of  individuals;  or  on 
the  changing  appliances  and  needs  of  production.  While  to 
strategy  corresponds  that  more  fundamental  substance  of 
economic  organization,  which  depends  mainly  on  such  wants 
and  activities,  such  preferences  and  aversions  as  are  found  in 
man  everywhere :  they  are  not  indeed  always  the  same  in 
form,  nor  even  quite  the  same  in  substance ;  but  yet  they 
have  a  sufficient  element  of  permanence  and  universality  to 
enable  them  to  be  brought  in  some  measure  under  general 
statements,  whereby  the  experiences  of  one  time  and  one  age 
may  throw  light  on  the  difficulties  of  another.    This  distinction 

'  He  will  concern  himself  not  so  much  with  the  incidents  of  particular  combats, 
as  with  practical  illnstrations  of  those  leading  principles  of  action  which  will 
enable  him  to  hold  bis  whole  force  in  hand,  and  yet  give  to  each  part  of  it 
adequate  initiative ;  to  keep  up  wide  communication,  and  yet  to  be  able  to  concen- 
trate quickly,  and  select  a  point  of  attack  at  which  he  can  bring  an  overwhelming 
force.  A  man  saturated  with  the  general  history  of  a  period,  may  give  a  vivid 
picture  of  the  tactics  of  a  battle,  which  will  be  true  in  its  main  outlines,  and 
almost  harmless  even  if  occasionally  wrong:  for  no  one  is  likely  to  copy 
tactics,  the  appliances  of  which  have  passed  away.  But  to  comprehend  the 
strategy  of  a  campaign,  to  separate  the  real  from  the  apparent  motives  of 
a  great  general  of  past  times,  a  man  must  be  a  strategist  himself.  And 
if  he  is  to  make  himself  responsible  for  suggesting,  however  unobtrusively,  the 
lessons  which  the  strategists  of  to-day  have  to  learn  from  the  story  which  he 
records ;  then  he  is  bound  to  have  analysed  thoroughly  the  naval  conditions  of 
to-day,  as  well  those  of  the  time  about  which  he  is  writing ;  and  he  must  neglect 
no  aid  for  this  end  that  is  to  be  had  from  the  work  of  many  minds  in  many 
countries  studying  the  difScult  problem  of  strategy.  As  it  is  with  naval  history, 
so  it  is  with  economic. 
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_! "     not  prominent  in  his  writings :  and  when  attention  is  paid, 

not  to  the  principles  which  are  embodied  in  his  method  of 
working,  but  to  particular  conclusions  which  he  reaches; 
when  these  are  converted  into  dogmas  and  applied  crudely  to 
the  conditions  of  times  or  places  other  than  his  own,  then  no 
doubt  they  are  almost  unmixed  evils.  His  thoughts  are  like 
sharp  chisels  with  which  it  is  specially  easy  to  cut  one's  fingers, 
because  they  have  such  awkward  handles. 

But  modem  economists  distilling  his  crude  expressions; 
extracting  their  essence,  and  adding  to  it ;  rejecting  dogmas, 
but  developing  principles  of  analysis  and  reasoning,  are 
finding  the  Many  in  the  One  and  the  One  in  the  Many : 
they  are  showing  for  instance  that  the  principles  of  his 
analysis  of  rent  are  not  applicable  to  much  that  commonly 
goes  by  th?  name  of  rent  to-day;  but  that  they  are  ap- 
plicable with  proper  care  to  much  that  has  the  outward 
form  of  rent,  in  the  economic  conditions  of  almost  every  stage 
of  civilization  as  well  as  to  much  that  does  not  appear  at  first 
sight  to  be  of  the  nature  of  rent  at  all  \ 
Common-  §  5.     It  is  doubtless  true  that  much  of  this  work  has  less 

need   of  elaborate   analytical   methods,   than   of   a   shrewd 

'  Of  course  no  student  of  strategy  can  ignore  tactics.  And,  though  no  one  life 
will  reach  out  to  a  study  in  detail  of  the  tactics  of  every  fight  which  man  has  waged 
with  his  economic  difBculties ;  yet  no  study  of  the  broad  problems  of  economic 
strategy  is  likely  to  be  worth  much  unless  it  is  combined  with  an  intimate 
knowledge  of  the  tactics  as  well  as  the  strategy  of  man's  struggles  against  his 
difficulties  in  some  particular  age  and  country.  And  further  every  student  should 
make  by  personal  observation  a  minute  study  of  some  pai-ticnlar  set  of  details, 
not  necessarily  for  publication,  but  for  his  own  training ;  and  this  will  help  him 
much  to  interpret  and  weigh  the  evidence  which  he  obtains  in  print  or  writing, 
whether  with  regard  to  present  or  past  times.  Of  course  every  thoughtful  and 
observant  man  is  always  obtaining,  from  conversation  and  current  literature,  a 
knowledge  of  the  economic  facts  of  his  own  time,  and  especially  in  his  own  neigh- 
bourhood ;  and  the  store  of  facts  which  he  thus  imperceptibly  gets  is  sometimes 
more  full  and  thorough  in  certain  special  regards  than  is  to  be  distilled  from  all 
the  records  in  existence  as  to  some  classes  of  facts  in  remote  places  and  times. 
But  independently  of  this,  the  direct  and  formal  study  of  facts,  perhaps  mainly 
those  of  his  own  age,  will  much  exceed  the  study  of  mere  analysis  and  "theory," 
in  its  demands  on  the  time  of  any  serious  economist ;  even  though  he  may  be  one 
of  those  who  rank  most  highly  the  importance  of  ideas  relatively  to  facts,  even 
though  he  may  think  that  it  is  not  so  much  the  collection  of  new  facts  as  the 
better  study  of  those  already  collected,  that  is  our  most  urgent  need  now,  or  that 
will  help  us  most  in  improving  the  tactics  as  well  as  the  strategy  of  man's  contests 
with  his  difficulties. 
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mother-wit,  of  a  sound  sense  of  proportion,  and  of  a  large    booki. 
experience  of  life.     But  on  the  other  hand  there  is  much        " 
work  that  is  not  easily  to  be  done  without  such  machinery.  ^°*^n 
Natural   instinct   will   select  rapidly  and   combine    iustly,  6°  '^  ."> 
considerations  which  are  relevant  to  the  issue  m  hand ;  but 
it  will  select  chiefly  from  those  which  are  familiar;  it  will 
seldom  lead  a  man  far  below  the  surface  or  far  beyond  the 
limits  of  his  personal  experience. 

And  it  happens  that  in  economics,  neither  those  effects  of  but  not  far 
known  causes,  nor  those  causes  of  known  effects  which  are  fo°aS 
most  patent,  are  generally  the  most  important.  "That  which  pnnwses. 
is  not  seen  "  is  often  better  worth  studying  than  that  "  which 
is  seen."  Especially  is  this  the  case  if  we  are  not  dealing 
with  some  question  of  merely  local  or  temporary  interest,  but 
are  seeking  gfuidance  in  the  construction  of  a  far-reaching 
policy  for  the  public  good ;  or  if,  for  any  other  reason,  we 
are  concerned  less  with  immediate  causes,  than  with  causes 
of  causes, — causae  causantes.  For  experience  shows,  as  might 
have  been  anticipated,  that  common  sense,  and  instinct, 
are  inadequate  for  this  work ;  that  even  a  business  training 
does  not  always  lead  a  man  to  search  far  fox  those  causes  of 
causes,  which  lie  beyond  his  immediate  experience ;  and 
that  it  does  not  always  direct  that  search  well,  even  when  he 
makes  the  attempt.  For  help  in  doing  that,  everyone  must 
perforce  rely  on  the  powerful  machinery  of  thought  and  know- 
ledge that  has  been  gradually  built  up  by  past  generations. 
For  indeed  the  part  which  systematic  scientific  reasoning 
plays  in  the  production  of  knowledge  resembles  that  which 
machinery  plays  in  the  production  of  goods. 

When  the  same  operation  has  to  be  performed  over  and  Analogy 
over  again  in  the  same  way,  it  generally  pays  to  make  a  the 
machine  to  do  the  work ;   though  when   there  is  so  much  S^^^ 
changing  variety  of  detail  that  it  is  unprofitable  to  use  *"^ti^  °* 
machines,  the  goods  must  be  made  by  hand.     Similarly  in  production, 
knowledge,  when  there  are  any  processes  of  investigation  or 
reasoning  in  which  the  same  kind  of  work  has  to  be  done 
over  and  over  again  in  the  same  kind  of  way;  then  it  is 
worth  while  to  reduce  the  processes  to  system,  to  organize 
methods  of  reasoning  and  to  formulate  general  propositions 
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BOOK  I.  to  be  used  as  machinery  for  working  on  the  facts  and  as 
vices  for  holding  them  firmly  in  position  for  the  work.  And 
though  it  be  true  that  economic  causes  are  intermingled 
with  others  in  so  many  different  ways,  that  exact  scientific 
reasoning  will  seldom  bring  us  very  far  on  the  way  to  the 
conclusion  for  which  we  are  seeking,  yet  it  would  be  foolish 
to  refuse  to  avail  ourselves  of  its  aid,  so  far  as  it  will 
reach : — just  as  foolish  as  would  be  the  opposite  extreme  of 
supposing  that  science  alone  can  do  all  the  work,  and  that 
nothing  will  remain  to  be  done  by  practical  instinct  and 
trained  common  sense.  An  architect  without  practical 
wisdom  and  aesthetic  instincts  will  build  but  a  poor  house 
however  thorough  his  knowledge  of  mechanics :  but  without 
any  knowledge  of  it  he  will  build  insecurely  or  wastefuUy'. 

For  mental  faculties,  like  manual  dexterity,  die  with 
those  who  possess  them :  but  the  improvement  which  each 
generation  contributes  to  the  machinery  of  manufacture  or 
to  the  orgamon  of  science  is  handed  down  to  the  next. 
There  may  be  no  abler  sculptors  now  than  those  who  worked 
on  the  Parthenon,  no  thinker  with  more  mother-wit  than 
Aristotle.  But  the  appliances  of  thought  develop  cumula- 
tively as  do  those  of  material  production*. 

^  A  Briiidley,  withont  academic  instraction,  may  do  some  engineering  work 
better  than  a  man  of  inferior  mother-wit,  however  well  he  may  have  been  trained. 
A  wiBe  norse,  who  reads  her  patients  by  instinctive  sympathy,  may  give  better 
counsel  on  some  points  than  a  learned  physician.  Bnt  yet  the  stndy  of  analytical 
mechanics  should  not  be  neglected  by  the  engineer,  nor  that  of  physiology  by  the 
medical  man. 

'  Ideas,  whether  those  of  art  and  science,  or  those  embodied  in  practical 
appliances,  are  the  most  "real"  of  the  gifts  that  each  generation  receives  from  its 
predecessors.  The  world's  material  wealth  would  quickly  be  replaced  if  it  were 
destroyed,  but  the  ideas  by  which  it  was  made  were  retained.  If  however  the 
ideas  were  lost,  but  not  the  material  wealth,  then  that  would  dwindle  and  the 
world  would  go  back  to  poverty.  And  most  of  our  knowledge  of  mere  facts  could 
quickly  be  recovered  if  it  were  lost,  bnt  the  constructive  ideas  of  thought 
remained ;  while  if  the  ideas  perished,  the  world  would  enter  again  on  Dark  Ages. 
Thus  the  pursuit  of  ideas  is  not  less  "real "  work  in  the  highest  sense  of  the  word 
than  is  the  collection  of  facts;  though  the  latter  may  in  some  cases  properly 
be  called  in  German  a  Beahtudium,  that  is,  a  study  specially  appropriate  to 
Bealschulen.  In  the  highest  use  of  the  word,  that  stndy  of  any  field  of  the  wide 
realm  of  economics  is  most "  real "  in  which  the  collection  of  facts,  and  the  analysis 
and  construction  of  ideas  connecting  them  are  combined  in  those  proportions 
which  are  best  calculated  to  increase  knowledge  and  promote  progress  in  that 
particular  field.  And  what  this  is,  cannot  be  settled  offhand,  but  only  by 
careful  study  and  by  specific  experience. 
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§  6.     This  biines  us  to  consider  the  nature  of  Economic    book  i. 

•>  °  .         .  .  OH.  VI. 

Laws.     Some   have  said    that  the    term   is   mappropnate,      

because  there  are  no  definite  and  universal  propositions  in  j^^f^g. 
economics  which  can  compare  with  the  Laws  of  Gravitation  ^^^^ 
and  of  Conservation  of  Energy  in  physics.    But  the  objection  natural 
would  appear  to  be  irrelevant.     For  though  there  are  no  ing  to  the 
economic  laws  of  that  class,  there  are  many  which  may  rank  J^^^oge- 
with  the  secondary  laws  of  those  natural  sciences,  which  "eons 
resemble  economics  in  dealing  with  the  complex  action  of 
many  heterogeneous  and  uncertain  causes.    The  laws  of  bio- 
logy, for  instance,  or — to  take  an  example  from  a  purely  physi- 
cal science — the  laws  of  the  tides,  like  those  of  economics  vary 
much  in  definiteness,  in  range  of  application  and  in  cei-tainty^. 

An  economic  law  is  then  nothing  but  a  general  proposi- 
tion, or  statement  of  uniformity,  more  or  less  certain,  more 
or  less  definite.  A  countless  number  of  such  statements 
might  be  made  :  but  there  are  not  very  many  of  which  it  is 
necessary  to  make  a  formal  statement :  and  there  are  fewer 
still  to  which  it  is  worth  while  to  give  a  special  name^ 

Thus  a  law  of  social  science,  or  a  Social  Law,  is  a  state-  Definition 
ment  that  a  certain  course  of  action  may  be  expected  under  "od^' 
certain  conditions  from  the  members  of  a  social  group. 

'  There  is  indeed  a  sense  in  which  all  physical  laws,  including  even  that  of 
gravitation,  are  bat  schemes  for  holding  ascertained  oniformities  and  tendencies 
in  a  convenient  grip ;  while  they  derive  their  prestige  partly  from  the  nmuber  and 
certainty  of  the  facts  which  they  hold  within  their  grip,  and  partly  from  the  number 
and  cogency  of  the  chains  of  inductive  and  deductive  reasoning  which  connect 
them  with  other  laws. 

^  The  selection  is  directed  less  by  purely  scientific  considerations  than  by 
practical  convenience.  If  there  is  any  general  statement  which  one  wants  to 
bring  to  bear  so  often,  that  the  trouble  of  quoting  it  at  length,  when  needed,  is 
greater  than  that  of  burdening  this  discussion  with  an  additional  formal  statement 
and  an  additional  technical  name,  then  it  receives  a  special  name,  otherwise  not. 

The  term  Rule  (German  BegeT)  has  been  suggested  as  a  substitute  for  Law; 
but  the  objections  to  it,  in  English,  at  all  events,  seem  very  great.  It  seems  how- 
ever to  be  the  only  possible  short  substitute  for  Law ;  and  brevity  is  essential. 

The  relation  of  "natural  and  economic  laws,"  is  exhaustively  discussed  by 
Neumann  {Zeitschrift  fur  die  gesamte  Staatsioissensckaft,  1892)  who  concludes 
(p.  464)  that  there  is  no  other  word  than  Law  {Geaetz)  to  express  those  statements 
of  tendency,  which  play  so  important  a  part  in  natural  as  well  as  economic 
science.  And  Prof.  Wagner  (Gnmdlegung,  §§  86 — 91)  comes  to  the  same  con- 
clusion after  a  somewhat  similar  analysis  of  the  different  kinds  of  laws.  See  also 
Keynes,  Scope  and  Method,  and  an  article  by  Prof.  Ritchie,  "  What  are  economic 
Laws,**  in  the  second  volume  of  the  Economic  Bevieio. 
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BOOK!.  Economic  laws  are  those   social  laws   which    relate   to 

_!_■    branches  of  conduct  in  which  the  strength  of  the  motives 

Gnomic,    chiefly  concerned  can  be  measured  by  a  money  price. 

There  is  thus  no  hard  and  sharp  line  of  division  between 
those  social  laws  which  are,  and  those  which  are  not,  to  be 
regarded  also  as  economic  laws:  for  there  is  a  continuous 
gradation  from  social  laws  concerned  almost  exclusively  with 
motives  that  can  be  measured  by  price,  to  social  laws  in 
which  such  motives  have  little  place,  and  which  are  therefore 
generally  as  much  less  precise  and  exact  than  economic 
laws,  as  those  are  than  the  laws  of  the  more  exact  physical 
sciences'. 

Corresponding  to  the  substantive  "  law  "  is  the  adjective 
"legal."  But  this  term  is  used  only  in  connection  with 
"  law "  in  the  sense  of  an  ordinance  of  government ;  not  in 
the  sense  of  a  scientific  statement  of  connection  between 
cause  and  efifect.  The  adjective  used  for  this  purpose  is 
derived  from  "  norma,"  a  term  which  is  nearly  equivalent  to 
"law,"  and  might  perhaps  with  advantage  be  substituted 
for  it  in  scientific  discussions.  And  following  our  definition 
of  an  economic  law,  we  may  say  that  the  course  of  action 
which  may  be  expected  under  certain  conditions  from  the 

Definition   members  of  an  industrial  group  is  the  normal  action  of  the 

of  no,-m<d.  members  of  that  group'. 

•  The  tenn  Economic  Law  is  also  given  for  conTenience  to  some  laws  of  physical 
science  of  which  economics  makes  nse.  The  best  known  of  these  is  the  Law  of 
Diminishing  Betnm  (Book  IV.  Ch.  lu.),  which,  at  all  events  in  its  simplest  form, 
is  properly  a  statement  of  physical  facts  and  belongs  to  agricaltnral  science. 

^  It  will  be  noticed  that  this  nse  of  the  word  Normal  is  broader  than  that  which 
is  often  adopted.  Thus  it  is  freqnently  said  that  those  resnlts  only  are  normal 
which  are  due  to  the  nndistiu'bed  action  of  free  competition.  Bat  the  term  has 
often  to  be  appUed  to  conditions  in  which  perfectly  free  competition  does  not 
exist,  and  can  hardly  even  be  supposed  to  exist ;  and  even  where  free  competition 
is  most  dominant,  the  normal  conditions  of  every  fact  and  tendency  will  inclnde 
vital  elements  that  are  not  a  part  of  competition  nor  even  akin  to  it.  Thns,  for 
instance,  the  normal  aiTangement  of  many  ti-ansactions  in  retail  and  wholesale 
trade,  and  on  Stock  and  Cotton  Exchanges,  rests  on  the  assumption  that  verbal 
contracts,  made  without  witnesses,  will  be  honourably  discharged;  and  in 
countries  in  which  this  assumption  cannot  le^timately  be  made,  some  parts  of  the 
Western  doctrine  of  normal  valoe  are  inapplicable.  Again,  the  prices  of  various 
Stock  Exchange  securities  are  affected  "normally"  by  the  patriotic  feelings  not 
only  of  the  ordinary  purchasers,  but  of  the  brokers  themselves:  and  so  on. 

The  use  of  the  term  now  proposed  is  more  in  accordance  with  its  etymological 
meaning,  as  well  as  with  the  ordinary  language  of  everyday  life.    An  objection  may 
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Normal  action  is  not  always  morally  right;   very  often    booki. 

it  is  action  which  we  should  use  our  utmost  efforts  to  stop.      

For  instance,  the  normal  condition  of  many  of  the  very  ^^[^^ 
poorest  inhabitants  of  a  large   town  is   to  be   devoid   of^^^^^^ys 
enterprise,  and  unwilling  to  avail  themselves  of  the  oppor-  action, 
tunities  that  may  offer  for  a  healthier  and  less  squalid  life 
elsewhere ;  they  have  not  the  strength,  physical,  mental  and 
moral,  required  for  working  their  way  out  of  their  miserable 
surroundings.     The   existence   of  a  considerable  supply  of 
labour  ready  to  make  match-boxes  at  a  very  low  rate  is 
normal  in  the  same  way  that  a  contortion  of  the  limbs  is  a 
normal  result  of  taking  strychnine.    It  is  one  result,  a  deplor- 
able result,  of  the  action  of  those  laws  which  we  have  to  study'. 

[The  phrase  iust  used — the  action  of  a  law — is  sanctioned  Explaua- 

,,.  ,.  .  „.,.         tionofthe 

by  authority,  and  is  convenient  on  account  of  its  brevity,  phrase  Me 
But  it  is  elliptical :  for  a  law  itself  does  not  take  action,  it  Tlaw. 
merely  records  action.     When  we  speak  of  the  action  of  a 
law,  what  we  mean  is  the  action  of  those  causes,  the  results  or 
tendencies  of  which  are  described  by  the  law.] 

It  is  sometimes  said   that '  the   laws   of  economics   are  All  scien- 
"  hypothetical."    Of  course,  like  every  other  science,  it  under-  trines 
takes  to  study  the  effects  which  will  be  produced  by  certain  '^piljiuy 
causes,  not  absolutely,  but  subject  to  the  condition  that  other  assume 
things  are  equal,  and  that  the  causes  are  able  to  work  out  conditions 
their  effects  undisturbed.     Almost  every  scientific  doctrine,  this  sense 
when  carefully  and  formally  stated,  will  be  found  to  contain  j^cal 
some  proviso  to  the  effect  that  other  things  are  equal :  the 
action  of  the  causes  in  question  is  supposed  to  be  isolated  ; 

be  raised  that  it  has  not  a  sufSciently  definite  and  rigid  ontUne :  but  it  will  be 
found  that  the  difficolties  arising  from  this  scarce  are  not  very  great ;  and  that 
the  use  now  proposed  will  help  to  bring  the  doctrines  of  economics  into  closer 
connection  with  real  life. 

1  This  indicates  one  peculiarity  which  economics  shares  with  a  few  other 
sciences,  the  nature  of  the  material  of  which  can  be  modified  by  human  effort. 
It  may  be  a  moral  or  practical  precept  to  modify  that  nature  and  thus  modify  laws 
of  nature;  as  for  instance  by  substituting  capable  workers  for  those  who  can  only 
do  such  work  as  matchbox  making ;  or  again  by  modifjring  the  breeds  of  cattle 
so  that  they  mature  early,  and  carry  much  flesh  on  light  frames.  Jonah's  prophecy 
of  the  fall  of  Nineveh  saved  it.  (See  Venn,  Empirical  Logic,  ch.  xxv.)  And  the 
laws  of  the  fluctuation  of  credit  and  prices  have  been  much  altered  by  increased 
powers  of  prediction. 
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But  in 
economics 
the  implied 
conditions 
must  be 
empha- 
sized. 

Limita- 
tions of 
economic 
law. 


The  dis- 
tinction 
between 
pttre  and 
apflied 
Sciences 
is  not 
absolute 


certain  effects  are  attributed  to  them,  but  only  on  the  hypo- 
thesis that  no  cause  is  permitted  to  enter  except  those 
distinctly  allowed  for^ 

These  conditioning  clauses  are  not  continually  repeated, 
but  the  common  sense  of  the  reader  supplies  them  for 
himself.  In  economics  it  is  necessary  to  repeat  them  oftener 
than  elsewhere,  because  its  doctrines  are  more  apt  than  those 
of  any  other  science  to  be  quoted  by  persons  who  have  had 
no  scientific  training,  and  who  perhaps  have  heard  them  only 
at  second  hand  and  without  their  context*. 

It  is  however  true  that  an  economic  law  may  be  appli- 
cable only  to  a  very  narrow  range  of  circumstances  which 
may  exist  together  at  one  particular  place  and  time,  but 
quickly  pass  away.  When  they  are  gone  the  law  has  no 
practical  bearing ;  because  the  particular  set  of  causes  with 
which  it  deals  are  nowhere  to  be  found  acting  together 
without  important  disturbance  from  other  causes.  Though 
economic  analysis  and  general  reasoning  are  of  wide  applica- 
tion, we  cannot  insist  too  urgently  that  every  age  and  every 
country  has  its  own  problems;  and  that  every  change  in 
social  conditions  is  likely  to  require  a  new  development  of 
economic  doctrines. 

§  7.  But  in  all  this  much  turns  on  the  extent  to  which  we 
are  treating  economics  as  an  applied  science.  The  contrast 
between  pure  and  applied  sciences  is  not  absolute,  but  one 
of  degree.  For  instance  mechanics  is  an  applied  science 
relatively  to  geometry;   but  a  pure   science  relatively  to 

^  It  is  true  that  on  account  of  the  changing  material  of  economics,  special 
difficulty  is  often  caused  by  the  condition  that  time  must  be  allowed  for  causes  to 
produce  their  effects.  For  meanwhile  the  material  on  which  the;  work,  and 
perhaps  even  the  causes  themselves,  will  have  changed,  and  the  tendencies  which 
are  being  described  will  not  have  a  sntBciently  "long  run"  in  which  to  work 
themselves  out  fully.  This  difficulty  will  occupy  our  attention  later  on.  See 
especially  Book  v.  ch.  xi. 

^  One  reason  why  ordinary  conversation  is  simpler  in  form  than  a  scientific 
treatise,  is  that  in  conversation  we  can  safely  omit  conditioning  clauses ;  because, 
if  the  hearer  does  not  supply  them  for  himself,  we  quickly  detect  the  misunder- 
standing, and  set  it  right.  Adam  Smith  and  many  of  the  earlier  writers  on 
economics  attained  seeming  simplicity  by  following  the  usages  of  conversation, 
and  omitting  conditioning  clauses.  But  this  has  caused  them  to  be  constantly 
misunderstood,  and  has  led  to  much  waste  of  time  and  trouble  in  profitless 
controversy;  they  purchased  apparent  ease  at  too  great  a  cost  even  for  that  great 
gain. 
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engineering :  while  engineeiing  itself  is  often  spoken  of  as  a    book  i. 
pure  science  by  men,  who  devote  their  lives  to  the  applied      — — 
science  of  railway  development.     Now  in  a  sense  the  whole  o"d°^ee. 
of  economics  is  an  applied  science;  because  it  always  deals 
more  or  less  with  the  uncertain  and  irregular  conditions  of 
life  as  they  actually  exist. 

But  some  parts  of  it  are  relatively  pure,  because 
they  are  concerned  mainly  with  broad  general  proposi- 
tions. For,  in  order  that  a  proposition  may  be  of  broad 
application  it  must  necessarily  contain  few  details :  it  cannot 
adapt  itself  to  particular  cases ;  and  if  it  points  to  any 
prediction,  that  must  be  governed  by  a  strong  conditioning 
clause  in  which  a  very  large  meaning  is  given  to  the  phrase 
"  other  things  being  equal."  (In  logical  phrase  a  proposition 
can  gain  in  Extension,  only  by  sacrificing  Intension.) 

And  other  parts  of  the  science  are  relatively  applied, 
because  they  deal  with  narrower  questions  more  in  detail ; 
they  take  more  account  of  local  and  temporary  elements  ; 
and  they  consider  economic  conditions  in  fuller  and  closer 
relation  to  other  conditions  of  life.  Thus  we  may  have  a 
pure  science  of  credit  and  an  applied  science  of  credit.  The 
applied  science  of  credit  will  include  the  science  of  banking. 
And  even  the  science  of  banking  itself  may  be  treated  in  two 
ways,  either  as  general  and  relatively  pure,  or  as  particular 
and  applied  to  special  circumstances  of  individual  districts. 

Now  in  such  a  matter  as  banking  or  taxation,  in  which  There  may 
the   economic  element  predominates  over  all  others,  there  short  step 
may  be  but  a  shox-t  step  from  the  laws  of  the  applied  science  ^p^ei 
in  the  indicative  mood  to  the  precepts  of  practice,  or  Art,  Science  to 
in  the  imperative  mood.     There  may  be  but  a  short  step 
from  the  applied  science  of  banking  in  its  more  general 
sense,  to   broad   rules   or   precepts   of  the   general  Art   of 
banking:  while  the  step  from  a  particular  local  problem  of 
the  applied  science  of  banking  to  the  corresponding  rule  of 
practice  or  precept  of  Art  may  be  shorter  still. 

Of  course  an  economist  retains  the  liberty,  common  to  Bat  it  is 
all  the  world,  of  expressing  his  opinion  that  a  certain  course  regard 
of  action  is  the  right  one  under  given  circumstances ;  and  if  ^y  a^*^** 
the  difficulties  of  the  problem  are  chiefly  economic,  he  may  »  Science. 
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the  matter  is  one  on  which  opinions  differ,  it  seems  hest  that 
he  should  do  so  rather  in  his  private  capacity,  than  as 
claiming  to  speak  with  the  authority  of  economic  science. 

In  spite  of  much  good  authority  to  the  contrary  among 
continental  wi-iters,  and  the  earlier  English  writers,  and  even 
some  recent  English  writers,  there  seems  to  be  a  balance  of 
advantage  in  avoiding  the  use  of  the  phrase,  the  Art  of 
Economics,  or  of  Political  Economy.  It  seems  better  to 
regard  the  science  as  pursuing  its  inquiries  with  more 
or  less  direct  reference  to  certain  practical  issues,  and  as 
pointing  the  way  towards  solutions  of  them,  than  to  make 
pretension  to  the  authority  of  an  Art,  complete  and  self- 
contained,  and  responsible  for  the  entire  direction  of  conduct 
in  certain  matters.  But  we  shall  return  to  this  point  in  the 
next  chapter. 


CHAPTEK  VII. 

SUMMARY   AND   CONCLUSION. 

§  1.  We  have  traced  the  growth  of  economic  freedom  booki. 
and  enterprise,  and  have  seen  that  the  chief  features  of  — — ' 
modem  economic  problems,  and  the  chief  incentives  to  of'sooki. 
economic  stuc^are  of  quite  recent  date.  Till  not  very  long 
ago  the  DistfiDUtion  and  ExcSange  of  wealth  were  governed 
in  the  main  by  conditions  which  changed  but  slowly,  and  by 
institutions  which  had  the  authority  of  \!ustom  and  "^^c^sQrip- 
tion^  and  which  most  people  were  content  to  take  as  they 
found  them.  Even  where  there  was  no  slavery  and  no  rigid 
system  of  caste,  the  governing  classes  seldom  took  much 
thought  for  the  material  well-being  of  the  great  mass  of  the 
workers ;  while  the  workers  had  not  the  habits  of  mind  nor 
the  opportunities  of  thought  and  action  required  for  thinking 
out  the  problems  of  their  own  lives.  Much  of  modem 
economics  might  indeed  have  been  anticipated  in  the  towns 
of  the  Middle  Ages,  in  which  an  intelligent  and  daring  spirit 
was  for  the  first  time  combined  with  patient  industry ;  but 
they  were  not  left  to  work  out  their  career  in  peace ;  and  the 
world  had  to  wait  for  the  dawn  of  the  new  economic  era  till  a 
whole  nation  was  ready  for  the  ordeal  of  economic  freedom. 

We  have  seen  how  England  especially  was  prepared  for 
the  task,  but  how  towards  the  end  of  last  century,  the  changes 
which  had  so  far  beett'slow  and  gradual,  suddejaly  became 
rapid  and  violent.  "Mechanical  inveutiojia,  the  wmcejitTation 
of  industries,  and  a  system  of  manufacturing  on  a'^^^e  scale , 
fOT^ItanlTma^eJg  broke  up  the  old  traditions  of  industry, 
and  left  everyone  to  bargain  for  himself  a^-4)est  he  might ; 
and  at  the  same  time  stimulated  a  rapid  mcrease  ofjDopula- 
tion  for  which  no  provision  had  been  made  beyond  standing- 
room  in  factories  and  workshops.     Thus  free  competition,  or 
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rather,  freedom  ofinduatr^  and_enterprise,  was  set  loose  to 
run,  like  a  huge  untrained  monster,  its  wayward  course.  The 
abuse  of  their  new  power  by  able  but  uncultured  business 
men  led  to  evils  on  every  side ;  it  unfitted  mothers  for  their 
duties,  it  weighed  down  children  with  overwork  and  disease ; 
and  in  many  places  it  degraded  the  race.  Meanwhile  the 
kindly  meant  recklessness  of  the  poor  law  did  even  more  to 
lower  the  moral  and  physical  energy  of  Englishmen  than  the 
hard-hearted  recklessness  of  the  manufacturing  discipline; 
for  by  depriving  the  people  of  those  qualities  which  would 
fit  them  for  the  new  order  of  things,  it  increased  the  evil  and 
diminished  the  good  caused  by  the  advent  of  free  enterprise. 

And  yet  the  time  at  which  free  enterprise  was  showing 
itself  in  an  unnaturally  harsh  form,  was  the  very  time  in 
which  •  economists  were  most  lavish  in  their  praises  of  it. 
This  was  partly  because  they  saw  clearly,  what  we  of  this 
generation  have  in  a  great  measure  forgotten,  the  cruelty  of 
the  yoke  of  custom  and  rigid  ordinance  which  it  had  dis- 
placed ;  partly  because  the  general  tendency  of  thought  in 
England  was  that  freedom  in  all  matters,  political  and  social, 
was  worth  having  at  every  cost  except  the  loss  of  security : 
but  partly  also  it  was  that  the  productive  force  which  free 
enterprise  was  giving  to  the  nation,  was  the  only  means  by 
which,  weakened  as  it  was  by  a  series  of  bad  harvests,  it 
could  ofifer  a  successful  resistance  to  Napoleon.  Economists 
therefore  treated  free  enterprise  not  indeed  as  an  unmixed 
good,  but  as  the  natural  state  of  things ;  and  they  regarded 
its  evils  as  of  secondary  importance. 

Adhering  to  the  lines  of  thought  that  had  been  started 
chiefly  by  mediaeval  traders,  and  continued  by  French  and 
English  philosophers  in  the  latter  half  of  the  eighteenth 
century,  Bic^rdo-and  his  followers  developed  a  theory  of  the 
action  of  free  enterprise  (or,  as  they  said,  free  competition) 
whicEcontained  many  truths  that  will  be  ofhighimport- 
ance  so  long  as  the  world  exists.  Their  work  was  wonderfully 
complete  within  the  naiTow  area  which  it  covered;  bat 
much  of  ^le  best  of  it  consists  of  problems  relating  ti'^figjt^ 
and  the  toIuc  of  corn  ;  problems  on  the  solution  of  which 
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in  the  particular  form  in  which  they  were  worked  out  by    booki. 
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Eicardo,  have  very  little  direct  bearing  on  the  present  state     J 

of  things.     A  good  deal  of  the   rest  of  their  work  was  ^j"^^^ 
narrowed  and  almost  spoiled  by  its  regarding  too  exclusively 
the  peculiar  condition  of  England  at  that  time;   and  this 
narrowness  has  caused  a  reaction. 

So  that  now,  when  more  experience  and  leisure,  and 
greater  material  resources  have  enabled  us  to  bring  free 
enterprise  somewhat  under  control,  to  diminish  its  power 
of  doing  evil  and  increase  its  power  of  doing  good,  there  is 
growing  up  among  many  economists  a  sort  of  spite  against 
it.  Some  Gterman  economists  in  particular  seem  to  exag- 
gerate its-evils,  attributing  to  it  the  ignorance  and  sufifering, 
which  are  the  results  either  of  tyranny  and  oppression  in 
past  ages,  or  of  the  misunderstanding  and  mismanagement 
of  economic  freedom. 

Intermediate  between  these  two  extremes  are  the  great 
body  of  economists  who,  in  Germany,  England,  America, 
and  other  countries,  are  bringing  to  the  study  of  economic 
questions  an  unbiassed  desire  to  ascertain  the  truth,  and  a 
willingness  to  go  through  with  the  long  and  heavy  work  by 
which  alone  scientific  results  of  any  value  can  be  obtained. 
Varieties  of  mind,  of  temper,  of  training  and  of  opportunities 
lead  them  to  work  in  different  ways,  and  to  give  their  chief 
attention  to  different  parts  of  the  problem.  Some  set 
themselves  to  collect  and  arrange  facts  and  statistics  re- 
lating either  to  past  or  to  present  times ;  while  others 
occupy  themselves  chiefly  with  analysis  and  reasoning  on 
the  basis  of  those  facts  which  are  ready  at  hand.  This 
division  of  labour,  however,  implies  not  opposition,  but 
harmony  of  purpose.  The  work  of  all  adds  something  or 
other  to  that  knowledge,  which  enables  us  to  understand 
the  influences  exerted  on  the  quality  and  tone  of  man's 
life  by  the  manner  in  which  he  earns  his  livelihood  and  by 
the  character  of  that  livelihood. 

The  economist  must  be  greedy  of  facts;   but  facts  by 

themselves  teach  nothing.     History  tells  of  sequences  and 

coincidences ;  but  reason  alone  can  interpret  and  draw  lessons 

from  them.     The  work  to  be  done  is  so  various  that  much 
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of  it  must  be  left  to  be  dealt  with  by  trained  common  sense, 
which  is  the  ultimate  arbiter  in  every  practical  problem. 
Economic  science  is  but  the  working  of  common  sense  aided 
by  appliances  of  organized  analysis  and  general  reasoning, 
which  facilitate  the  task  of  collecting,  arranging,  and  drawing 
inferences  from  particular  facts.  Though  its  scope  is  always 
limited,  though  its  work  without  the  aid  of  common  sense 
is  always  vain,  yet  in  almost  every  difficult  problem  it  will 
enable  common  sense  to  go  further  than  would  otherwise  be 
possible.  Its  chieLnYork  is  connected  with  the  measurement 
of  irfotives  by  the  price  which,  as  a  "normal"  or  general  rule, 
is  sufficient  to  induce  a  person  of  a  particular  class  under 
given  conditions  to  undertake  a  certain  task  or  undergo  a 
cei-tain  sacrifice.  A  statement  with  regard  to  man's  normal 
action,  or  in  other  words  an  economic  law,  is  hypothetical 
only  in  the  same  sense  as  are  the  laws  of  the  physical  sciences : 
for  they  also  contain  or  imply  conditions.  But  there  is  more 
difficulty  in  making  the  conditions  clear,  and  more  danger  in 
any  failure  to  do  so,  in  economics  than  in  physics.  The  laws 
of  human  action  are  not  indeed  as  simple,  as  definite  or  as 
clearly  ascertainable  as  the  law  of  gravitation ;  but  many  of 
them  may  rank  with  the  laws  of  those  natural  sciences 
which  deal  with  complex  subject-matter.  The  raison  d'Stre 
of  economics  as  a  separate  science  is  that  it  deals  chiefly 
with  that  part  of  man's  action  which  is  most  under  the  con- 
trol of  measurable  motives ;  and  which  therefore  lends  itself 
better  than  any  other  to  systematic  reasoning  and  analysis. 

The  study  of  thejjjy  must  go  hand  and  hand  with  that 
of  fagts:  and  for  dealing  with  most  modern  problems  it  is 
mo(Krn  facts  that  are  of  the  greatest  use.  For  the  economic 
records  of  the  distant  past  are  in  some  respects  slight  and 
untrustworthy;  and  the  economic  conditions  of  early  times 
are  wholly  unlike  those  of  the  modem  age  of  free  enterprise, 
of  general  education,  of  true  democracy,  of  steam,  of  the 
cheap  press  and  the  telegraph. 

§  2.  Economics  has  then  as  its  purpose  firstly  to  acquire 
knowledge  for  its  own  sake,  and  secondly  to  throw  light  on 
practical  issues.  But  though  we  are  bound,  before  entering  on 
any  study,  to  consider  carefully  what  are  its  uses,  we  should 
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not  plan  out  our  work  with  direct  reference  to  them.    For  by    book  i. 

so  doing  we  are  tempted  to  break  off  each  line  of  thought ' 

as  soon  as  it  ceases  to  have  an  immediate  bearing  on  that  ™c«<^^* 

particular  aim  which  we  have  in  view  at  the  time :   the  »,™»8  wWcii 

.  .  they  sub- 

direct  pursuit  of  practical  aims  leads  us  to  group  together  serre 

bits  of  all  sorts  of  knowledge,  which  have  no  connection  nature  of 

with  one  another  except  for  the  immediate  purposes  of  the  jgcts^th 

moment :  and  which  throw  but  little  light  on  one  another.  ^^'«'' 

.  ...  they  are 

Our  mental  energy  is  spent  in  going  from  one  to  another ;  concerned, 
nothing  is  thoroughly  thought  out ;  no  real  progress  is  made. 

The  best  grouping,  therefore,  for  the  purposes  of  science 
is  that  which  collects  together  all  those  facts  and  reasonings 
which  are  similar  to  one  another  in  nature :  so  that  the 
study  of  each  may  throw  light  on  its  neighbour.  By 
working  thus  for  a  long  time  at  one  set  of  considerations, 
we  get  gradually  nearer  to  those  fundamental  unities  which 
are  called  nature's  laws:  we  trace  their  action  first  singly, 
and  then  in  combination  ;  and  thus  make  progress  slowly  but 
surely.  The  practical  uses  of  economic  studies  should  never 
be  out  of  the  mind  of  the  economist,  but  his  special  business 
is  to  study  and  interpret  facts  and  to  find  out  what  are  the 
effects  of  different  causes  acting  singly  and  in  combination. 

§  3.     Economics  is  then  the  science  which  investigates  Qnestious 
man's  action  in  the  ordinary  business  of  life.     It  pursues  the  vestligated 

.  .  by  the 

inquiries : —  ^-^  economist. 

How  does  economic  freedom  tend,  so  fap^as  its  influence 
reaches,  to  arrange  the  Vfemand  and  sroaly.  nf  wnHth, 
vxSstributipn_an<LjSS.chaJJge  ?  What  orga^iZSttiibn  of  industry 
and  trade  does  ecoaomic  freedom  tend  to  bring  about ;  what 
forms  of  divisioyofjabour ;  what  arrangements  of  the  money 
market,  of  wholesale  and  retail  dealing,  and  what  relations 
betweei^.  employer  and  employed  ?  How  does  it  tend  to 
adjust  values,  that  is,  the  prices  of  material  things  whether 
produced  on  .the  spot  or  brought  from  a  distance,  rents  of 
all  kinds,  interest  on  capital  and  the  earnings  of  all  forms  of 
work,  including  that  of  undertaking  and  managing  business 
enterprises  ?  How  does  it  affect  the  course  of  foreign  trade  ? 
Subject  to  what  limitations  is  the  price  of  anything  a 
measure  of  its  real^rofity  ?     What  increase  of  happiness  is 
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primd  facie  likely  to  result  from  a  given  increase  in  the 
wealth  of  any  class  of  society  ?  How  far  is  the  industrial 
efficiency  of  any  class  impaired  by  the  insufficiency  of  its 
income  ?  How  far  would  an  increase  of  the  income  of  any 
class,  if  once  effected,  be  likely  to  sustain  itself  through  its 
efifects  in  increasing  their  efficiency  and  earning  power  ? 

How  far  does,  as  a  matter  of  fact,  the  influence  of 
economic  freedom  reach  (or  how  far  has  it  reached  at  any 
particular  time)  in  any  place,  in  any  rank  of  society,  or  in 
any  particular  branch  of  industry  ?  What  other  influences 
are  most  powerful  there ;  and  how  is  the  action  of  all  these 
influences  combined  ?  In  particular,  how  far  does  economic 
freedom  tend  of  its  own  action  to  build  up  combinations 
and  monopolies,  and  what  are  their  effects?  How  are  the 
various  classes  of  society  likely  to  be  affected  by  its  action  in 
the  long  run ;  what  will  be  the  intermediate  effects  while  its 
ultimate  results  are  being  worked  out ;  and,  account  being 
taken  of  the  time  over  which  they  will  spread,  what  is  the 
relative  importance  of  these  two  classes  of  ultimate  and 
intermediate  effects  ?  What  will  be  the  incidence  of  any 
system  of  taxes  ?  What  burdens  will  it  impose  on  the 
community,  and  what  revenue  will  it  afford  to  the  State  ? 

§  4.  The  above  are  the  main  questions  with  which 
economic  science  has  to  deal  directly,  and  with  reference  to 
which  its  main  work  of  collecting  facts,  of  analysing  them 
and  reasoning  about  them  should  be  arranged.  The  practical 
issues  which,  though  lying  for  the  greater  part  outside  the 
range  of  economic  science,  yet  supply  a  chief  motive  in  the 
background  to  the  work  of  the  economist,  vary  from  time 
to  time,  and  from  place  to  place,  even  more  than  do  the 
economic  facts  and  conditions  which  form  the  material  of 
his  studies.  The  following  problems  seem  to  be  of  special 
urgency  now  in  our  own  country : — 

How  should  we  .act  so  as  to  increase  the  good  and 
diminish  the  evil  influences  of  economic  freedom,  both  in 
its  ultimate  results  and  in  the  course  of  its  progress?  If 
the  first  are  good  and  the  latter  evil,  but  those  who  suffer 
the  evil,  do  not  reap  the  good ;  how  far  is  it  right  that  they 
should  suffer  for  the  benefit  of  others  ? 
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Taking  it  for  granted  that  a  more  equal  distribution  of  booki. 
wealth  is  to  be  desired,  how  far  would  this  justify  changes  in  °°'^^' 
the  institutions  of  property,  or  limitations  of  free  enterprise 
even  when  they  would  be  likely  to  diminish  the  aggregate  of 
wealth  ?  In  other  words,  how  far  should  an  increase  in  the 
income  of  the  poorer  classes  and  a  diminution  of  their  work 
be  aimed  at,  even  if  it  involved  some  lessening  of  national 
material  wealth?  How  far  could  this  be  done  without  in- 
justice, and  without  slackening  the  energies  of  the  leaders 
of  progress?  How  ought  the  burdens  of  taxation  to  be 
distributed  among  the  diflFerent  classes  of  society  ? 

Ought  we  to  rest  content  with  the  existing  forms  of 
division  of  labour?  Is  it  necessary  that  large  numbers  of 
the  people  should  be  exclusively  occupied  with  work  that  has 
no  elevating  character  ?  Is  it  possible  to  educate  gradually 
among  the  great  mass  of  workers  a  new  capacity  for  the 
higher  kinds  of  work ;  and  in  particular  for  undertaking 
co-operatively  the  management  of  the  business  in  which 
they  are  themselves  employed  ? 

What  are  thejirn^r j^pla-tinriH  ofjndiyidiial  find  titllrrtir" 
action  in  a  stage  of  civilization,  such  asj)urs  ?  How  far  ought 
voluntary  association  iu  its  various  forms,  old  and  new,  to 
be  left  to  supply  collective  action  for  those  purposes  for 
which  such  action  has  special  advantages  ?  What  business 
affairs  should  be  undertaken  by  society  itself  acting  through 
its  Government,  imperial  or  local?  Have  we,  for  instance, 
carried  as  far  as  we  should  the  plan  of  collective  ownership 
and  use  of  open  spaces,  of  works  of  art,  of  the  means  of 
instruction  and  amusement,  as  well  as  of  those  material 
requisites  of  a  civilized  life,  the  supply  of  which  requires 
united  action,  such  as  gas  and  water,  and  railways? 

When  Government  does  not  itself  directly  intervene,  how 
far  should  it  allow  individuals  and  corporations  to  conduct 
their  own  affairs  as  they  please  ?  How  far  should  it  regulate 
the  management  of  railways  and  other  concerns  which  are 
to  some  extent  in  a  position  of  monopoly,  and  again  of  land 
and  other  things  the  quantity  of  which  cannot  be  increased 
by  man  ?  Is  it  necessary  to  retain  in  their  full  force  all  the 
existing  rights  of  property ;  or  have  the  original  necessities 
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BOOK  1.  for  which  they  were  meant  to  provide,  in  some  measure 
— '    passed  away? 

Are  the  prevailing  methods  of  using  wealth  entirely 
justifiable  ?  What  scope  is  there  for  the  moral  pressure  of 
social  opinion  in  constraining  and  directing  individual  action 
in  those  economic  relations  in  which  the  rigidity  and  violence 
of  Government  interference  would  be  likely  to  do  more  harm 
than  good  ? 

In  what  respect  do  the  duties  of  one  nation  to  another 
in  economic  matters  differ  from  those  of  members  of  the 
same  nation  to  one  another  ? 

The  domi-         Economics  is  thus  taken  to  mean  a  study  of  the  economic 

of  econo-     aspects  and  conditions  of  man's  political,  social  and  private 

present  *^^  life ;  but  more  especially  of  his  social_life.     The  aims  of  the 

generation  study  are  to  gain  knowledge  for  its  own  sake,  and  to  obtain 

tribute  to    guidance  in  the  practical  conduct  of  life,  and  especially  of 

of  social      social  life.    The  need  for  such  guidance  was  never  so  urgent 

probiema.    ^^  ^^^ .  ^  j^^^^.  generation  may  have  more  abundant  leisure 

than  we  for  researches  that  throw  light  on  obscure  points  in 

abstract  speculation,  or  in  the  history  of  past  times,  but  do 

not  afford  immediate  aid  in  present  difficulties. 

But  though  thus  largely  directed  by  practical  needs, 
economics  avoids  as  far  as  possible  the  discussion  of  those 
exigencies  of  party  organization,  and  those  diplomacies  of 
home  and  foreign  politics  of  which  the  statesman  is  bound 
to  take  account  in  deciding  what  measures  that  he  can 
propose  will  bring  him  nearest  to  the  end  that  he  desires  to 
secure  for  his  country.  It  aims  indeed  at  helping  him  to 
determine  not  only  what  that  end  should  be,  but  also  what 
are  the  best  methods  of  a  broad  policy  devoted  to  that  end. 
But  it  shuns  many  details  of  political  tactics,  which  the 
practical  man  cannot  ignore:  and  it  is  therefore  a  Science, 
Pure  and  Applied,  rather  than  a  Science  and  an  Art.  And  it 
is  better  described  as  Social  Economics,  or  as  Economics 
simply,  than  as  Political  Economy. 


BOOK  II. 

SOME  FUNDAMENTAL  NOTIONS. 
CHAPTER   I. 

INTRODUCTORY. 

§  1.     We  have  seen  that  ecoaotnics  is,  on  the  one  side,    bookq. 

a  Science  of  Wealth ;   and,  on  the  other,  that  part  of  the      !_' 

Social  Science  of  man's  action  in  society,  that  deals  with  Economics 
his  Efforts  to  satisfy  his  Wants,  in  so  far  as  the  efforts  and  wealth  as 
wants  are  capable  of  being  measured  in  terms  of  wealth,  or  Wants  and 
its  general  representative,  i.e.  money.     We  shall  be  occupied  rlanlt  of 
during  the  greater  part  of  this  volume  with  these  wants  and  Efforts, 
efforts,  and  the  causes  by  which  the  prices  that  measure  the 
wants  are  brought  into  equilibrium  with  those  that  measure 
the  efforts.    For  this  purpose  we  shall  have  to  study  in  Book 
III.  wealth  in  relation  to  the  diversity  of  man's  wants  which 
it  has  to  satisfy,  and  in  Book  iv.  wealth  in  relation  to  the 
diversity  of  man's  efforts  by  which  it  is  produced. 

But  in  the  present  Book,  we  have  to  inquire  which  of  Bat  it  is 
all  the  things  that  are  the  result  of  man's  efforts,  and  are  makea 
capable   of  satisfying  man's  wants,  are  to  be   counted  as  ^'"®'^'  ^ 
Wealth ;   and  into  what  groups  or  classes  these  are  to  be  ?f  wealth 
divided.     For  there  is  a  compact  group  of  terms  connected 
with  Wealth  itself,  and  with  Capital,  the  study  of  each  of 
which  throws  light  on  the  others;    while  the  study  of  the 
whole  together  is  a  direct  continuation,  and  in  some  respects 
a  completion,  of  that  inquiry  as  to  the  scope  and  methods  of 
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BooKu.    economics  on   which   we   have  just  been   engaged.     And, 

'        therefore,  instead  of  taking  what  may  seem  the  more  natural 

course  of  starting  with  an  analysis  of  wants,  and  of  wealth  in 

direct  relation  to  them,  it  seems  on  the  whole  best  to  deal 

with  this  group  of  terms  at  once. 

In  doing  this  we   shall   of  course  have  to  take  some 

account  of  the  variety  of  wants  and  efforts ;  but  we  shall  not 

want  to  assume  anything  that  is  not  obvious  and  a  matter  of 

common  knowledge.     The  real  difficulty  of  our  task  lies  in 

another  direction ;  being  the  result  of  the  need  under  which 

economics,  alone  among  sciences,  lies  of  making  shift  with  a 

few  terms  in  common  use  to  express  a  great  number  of 

subtle  distinctions. 

Principles         8  2.     As  Mill  says' : — "  The  ends  of  scientific  classification 

ofclflsflifi-  ,  ,  •',  ,        ,  .  »  ,  . 

cation.       are  best  answered  when  the  objects  are  formed  mto  groups 

respecting  which  a  greater  number  of  general  propositions 
can  be  made,  and  those  propositions  more  important,  than 
those  which  could  be  made  respecting  any  other  groups  into 
which  the  same  things  could  be  distributed."  But  we  meet 
at  starting  with  the  difficulty  that  those  propositions  which 
are  the  most  important  in  one  stage  of  economic  develop- 
ment, are  not  unlikely  to  be  among  the  least  important  in 
another,  if  indeed  they  apply  at  all. 
The  diffi-  In  this  matter  economists  have  much  to  learn  fi-om  the 

classifying  recent  experiences  of  biology :  and  Darwin's  profound  discus- 
wUc^are  sion  of  the  question'  throws  a  strong  light  on  the  difficulties 
t^^^^  before  us.  He  points  out  that  those  parts  of  the  structure 
characters  which  determine  the  habits  of  life  and  the  general  place  of 

and  their  i    i     -         ■        >  ,.  i 

nses.  each  bemg  m  the  economy  of  nature,  are  as  a  rule  not  those 
which  throw  most  light  on  its  origin,  but  those  which  throw 
least.  The  qualities  which  a  breeder  or  a  gardener  notices 
as  eminently  adapted  to  enable  an  animal  or  a  plant  to 
thrive  in  its  environment,  are  for  that  very  reason  likely  to 
have  been  developed  in  comparatively  recent  times.  And  in 
like  manner  those  properties  of  an  economic  institution 
which  play  the  most  important  part  in  fitting  it  for  the 


1  Logic,  Bk.  IV.  ch.  vn.  Par.  2. 
'  Origin  of  Species,  ch.  ut. 
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work  which  it  has  to  do  now,  are  for  that  very  reason  likely    book  n. 
to  be  in  a  great  measure  of  recent  growth*.  " 

But  on  the  other  hand  we  must  keep  constantly  in  mind 
the  history  of  the  terms  which  we  use.  For,  to  begin  with, 
this  history  is  important  for  its  own  sake;  and  because  it 
throws  side  lights  on  the  history  of  the  economic  develop- 
ment of  society.  And  further,  even  if  the  sole  purpose  of  our 
study  of  economics  were  to  obtain  knowledge  that  would 
guide  us  in  the  attainment  of  immediate  practical  ends,  we 
should  yet  be  bound  to  keep  our  use  of  terms  as  much  as 
possible  in  harmony  with  the  traditions  of  the  past ;  in  order 
that  we  might  be  quick  to  perceive  the  indirect  hints  and 
the  subtle  and  subdued  warnings,  which  the  experiences  of 
our  ancestors  offer  for  our  instruction, 

5  3.     Our  task  is  difficult.     In  physical  sciences  indeed,  i"  "^  nse 

•>  .     .  "^    •  of  terms 

whenever  it  is  seen  that  a  group  of  things  have  a  certain  set  economics 
of  qualities  in  common,  and  will  often  be  spoken  of  together,  low  as 
they  are  formed  into  a  class  with  a  special  name ;  and  as  soon  ^^iMe** 
as  a  new  notion  emerges,  a  new  technical  term  is  invented  y  ®  ^j*"' 
to  represent  it.     But  economics  cannot  venture  to  follow  this  eTery-day 
example.    Its  reasonings  must  be  expressed  in  language  that 
is  intelligible  to  the  general  public;  it  must  therefore  en- 
deavour to  conform  itself  to  the  familiar  terms  of  every-day 
life,  and   so   far   as   possible    must   use   them    as  they  are 
commonly  used. 

In  common  use  almost  every  word  has  many  shades  of  Bat  that  is 
meaning,  and  therefore  needs  to  be  interpreted  by  the  con-  consistent, 
text.     And,  as   Bagehot   has   pointed   out,  even    the   most 
formal  writers  on  economic  science  are  compelled  to  follow 
this  course ;  for  otherwise  they  would  not  have  enough  words 
at  their  disposal.     But  unfortunately  they  do  not  always 

1  Instances  are  found  in  many  of  the  relations  between  employer  and 
employed,  between  middleman  and  producer,  between  bankers  and  their  two 
classes  of  clients,  those  from  whom  they  borrow  and  those  to  whom  they  lend. 
The  snbstitntion  of  the  term  "Interest"  for  "nsnry"  corresponds  to  a  general 
change  in  the  character  of  loans,  which  has  given  an  entirely  new  key-note  to  our 
analysis  and  classification  of  the  different  elements  into  which  the  cost  of  prodac- 
tion  of  a  commodity  may  be  resolved.  Again,  the  general  scheme  of  division  of 
labonr  into  skilled  and  unskilled  is  tmdergoing  a  gradnal  change ;  the  scope  of  the 
term  "rent"  is  being  broadened  in  some  directions  and  narrowed  in  others;  and 
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BOOK  11.  avow  that  they  are  taking  this  freedom ;  sometimes  perhaps 
""•  '•  they  are  scarcely  even  aware  of  the  fact  themselves.  The 
bold  and  rigid  definitions,  with  which  their  expositions  of 
the  science  begin,  lull  the  reader  into  a  false  security.  Not 
being  warned  that  he  must  often  look  to  the  context  for  a 
special  interpretation  clause,  he  ascribes  to  what  he  reads  a 
meaning  different  from  that  which  the  writers  had  in  their 
own  minds;  and  perhaps  misrepresents  them  and  accuses 
them  of  folly  of  which  they  had  not  been  guilty.  Mis- 
understandings of  this  kind  have  been  a  frequent  source  of 
controversies  that  have  diverted  energy  from  constructive 
work,  and  have  hindered  the  progress  of  the  science*, 
or  definite.  Again,  most  of  the  chief  distinctions  marked  by  economic 
terms  are  differences  not  of  kind  but  of  degree.  At  first 
sight  they  appear  to  be  differences  of  kind,  and  to  have 
sharp  outlines  which  can  be  clearly  marked  out ;  but  a  more 
careful  study  has  shown  that  there  is  no  real  breach  of 
continuity.  It  is  a  remarkable  fact  that  the  progress  of 
economics  has  discovered  hardly  any  new  real  differences  in 
kind,  while  it  is  continually  resolving  apparent  differences  in 
kind  into  differences  in  degree.  We  shall  meet  with  many 
instances  of  the  evil  that  may  be  done  by  attempting  to 
draw  broad,  hard  and  fast  lines  of  division,  and  to  formulate 

'  We  onght  "  to  write  more  as  we  do  in  common  life,  where  the  context  is  a 
sort  of  unexpressed  '  interpretation  clause ;'  only  as  in  Political  Economy  we  have 
more  difficult  things  to  speak  of  than  in  ordinary  conversation,  we  mnst  take 
more  care,  give  more  warning  of  any  change;  and  at  times  write  out  *the  inter- 
pretation clause '  for  that  page  or  discussion  lest  there  should  be  any  mistake. 
I  know  that  this  is  difficult  and  deUcate  work;  and  all  that  I  have  to  say  in 
defence  of  it  is  that  in  practice  it  is  safer  than  the  competing  plan  of  inflexible 
definitions.  Any  one  who  tries  to  express  various  meanings  on  complex  things 
with  a  scanty  vocabulary  of  fastened  senses,  will  find  that  his  style  grows  cum- 
brous without  being  accurate,  that  he  has  to  use  long  periphrases  for  common 
thoughts,  tmd  that  after  all  he  does  not  come  out  right,  for  he  is  half  the  time 
falling  back  into  the  senses  which  fit  the  case  in  hand  best,  and  these  are  some- 
times one,  sometimes  another,  and  almost  always  different  from  his  'hard  and 
fast'  sense.  In  such  discussions  we  should  learn  to  vary  our  definitions  as  we 
want,  just  as  we  say  'let  x,  y,  z,  mean '  now  this,  and  now  that,  in  different  prob- 
lems; and  this,  though  they  do  not  always  avow  it,  is  really  the  practice  of  the 
clearest  and  most  effective  writers."  (Bagehot's  Postulates  of  Englith  Political 
Economy,  pp.  78,  9.)  Caimes  also  (Logical  Method  of  Political  Economy,  Lect. 
VI.)  combats  "  the  assomption  that  the  attribute  on  which  a  definition  turns  onght 
to  be  one  which  does  not  admit  of  degrees ;"  and  argnes  that  "  to  admit  of  degrees 
is  the  character  of  all  natural  facts." 
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definite   propositions   with   regard   to    diflferences    between    bookh. 

things  which  nature  has  not  separated  by  any  such  lines.      !_' 

5  4.     We  must  then  analyze  carefully  the  real  character-  Each  term 

"  .  must  have 

istics  of  the  various  things  with  which  we  have  to  deal ;  and  a  definition 
we  shall  thus  generally  find  that  there  is  some  use  of  each  spending  to 
term  which  has  distinctly  greater  claims  than  any  other  to  ^e,  mm^- 
be  called  its  leading  use,  on  the  ground  that  it  represents  a  me?tfd  by 

o  '  o  '^  an  inter- 

distinction  that  is  more  important  for  the  purposes  of  modem  pretation 
science  than  any  other  that  is  in  harmony  with  ordinary  when  ne- 
usage.     This  may  be  laid  down  as  the  meaning  to  be  given  ''^***^- 
to  the  term  whenever  nothing  to  the  contrary  is  stated  or 
implied  by  the  context*.     When  the  term  is  wanted  to  be 
used  in  any  other  sense,  whether  broader  or  narrower,  the 
change    must    be   indicated ;    and   a   formal   interpretation 
clause  must  be  supplied,  if  there  is  the  slightest  danger  of 
a  misunderstanding'. 

^  Even  among  the  most  careful  thinkers  there  will  always  remain  differ- 
ences of  opinion  as  to  the  exact  places  in  which  some  at  least  of  the  lines 
of  definition  should  be  drawn.  The  questions  at  issne  mast  in  general  be 
solved  by  judgments  as  to  the  practical  conyenience  of  different  conrses ;  and  such 
judgments  cannot  always  be  established  or  overthrown  by  scientific  reasoning: 
there  most  remain  a  margin  of  debateable  groond.  But  there  is  no  such  margin 
in  the  analysis  itself :  if  two  people  differ  with  regard  to  that,  they  cannot  both 
be  right.  And  the  progress  of  the  science  may  be  expected  gradually  to  establish 
tliis  analysis  on  an  impregnable  basis. 

'  When  it  is  wanted  to  narrow  the  meaning  of  a  term  (that  is,  in  logical  Ian- 
goage,  to  JJTninigTi  its  extension  by  increasing  its  intension)  a  qualifying  adjective 
will  generally  suffice,  but  a  change  in  the  opposite  direction  cannot  as  a  rule  be 
so  simply  made.  Contests  as  to  definitions  are  often  of  this  kind: — A  and  S  are 
qualities  common  to  a  great  nmnber  of  things,  many  of  these  things  have  in 
addition  the  quality  C,  and  again  many  the  quality  D,  while  some  have  both  O 
and  D.  It  may  then  be  argued  that  on  the  whole  it  will  be  best  to  define  a  term 
so  as  to  include  all  things  which  have  the  qualities  A  and  B,  or  only  those 
which  have  the  qualities  A,  B,  C,  or  only  those  which  have  the  qualities,  A,B,D; 
or  only  those  which  have  A,  B,  C,  D.  The  decision  between  these  various 
courses  must  rest  on  considerations  of  practical  convenience,  and  is  a  matter 
of  far  less  importance  than  a  careful  study  of  the  qualities  A,  B,  0,  D,  and  of 
their  mutual  relations.  But  unfortunately  this  study  has  occupied  a  much  smaller 
space  in  English  economics  than  controversies  as  to  definitions;  which  have 
indeed  occasionally  led  indirectly  to  the  discovery  of  scientific  truth,  but  always 
by  ronndabont  routes,  and  with  much  waste  of  time  and  labour. 


CHAPTER  II. 


WEALTH. 


BOOK  II.  All  wealth  consists  of  things  that  satisfy  wants,  dirently 


CH.  U. 


or_Jndirectly.     All  wealth  consists   of  desirable  things,  or 

consists  of  things  that  satisfy  human   wants;    but  not  all  desirable 

ttogs'or    things  are  reckoned  as  wealth.     The  affection  of  friends,  for 

Ooodn.        instance,  is  an  important  element  of  well-being,  but  it  is  not 

reckoned  as  wealth,  except  by  a  poetic  licence.     Let  us  then 

begin   by   classifying   desirable   things,   and   then   consider 

which  of  them  should  be  accounted  as  elements  of  wealth. 

§  1.     In  the  absence  of  any  short  term  in  common  use  to 
represent  all  desirable  things,  or  things  that  satisfy  human 
wants,  we  may  for  brevity  sometimes  use  the  term  Goods  for 
that  purpose'. 
Material  Desirable  things  or  goods  are  Material,  or  Personal  and 

^^  ■  Immaterial.  Material  Goods  consist  of  useful  material 
things,  and  of  all  rights  to  hold,  or  use,  or  derive  benefits 
from  material  things,  or  to  receive  them  at  a  future  time. 
Thus  they  include  the  physical  gifts  of  nature,  land  and 
water,  air  and  climate ;  the  products  of  agriculture,  mining, 
fishing,  and  manufacture ;  buildings,  machinery,  and  imple- 
ments; mortgages  and  other  bonds;  shares  in  public  and 
private  companies,  all  kinds  of  monopolies,  patent-rights, 
copyrights;  also  rights  of  way  and  other  rights  of  usage. 
Lastly,  opportunities  of  travel,  access  to  good  scenery, 
museums,  etc.  ought  strictly  speaking  to  be  reckoned  under 
this  head. 
Personal  A  man's  Personal  Goods  fall  into  two  classes.    Under  the 

Goods. 

1  The  term  Commodity  has  also  been  osed  for  it ;  bat  Ocod  is  shorter,  and  is  in 
correspondence  Trith  the  German  Chtt. 
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first  come  the  benefits  he  derives  from  other  pei-sons,  such  as    book  n. 
labour  dues  and  personal  services  of  all  kinds,  property  in     °°  °' 
slaves,  the  organization  of  his  business,  and  his  business 
connection  generally.     The  second  class  consists  of  his  own 
qualities  and  faculties  for  action  and  for  enjoyment. 

The  former  of  these   two   classes   is  to  be  classed  as  jsxtenud 
External,  and  the  latter  Internal'.  ^uemal 

Again,  goods  may  be  Transferable  or  Non-transferahle.  Tranaftr- 
Among  the  latter  are  to  be  classed  a  person's  qualities  and  ^.<^^. 
faculties  for  action  and  enjoyment  {i.e.  his  internal  goods)  ;J^™*^ 
also   such   part   of  his  business  connection  as  depends  on 
personal  trust  in  him,  and  cannot  be  transferred  as  part  of 
his  vendible  good  will ;  also  the  advantages  of  climate,  light, 
air,  and  his  privileges  of  citizenship  and  rights  and  opportu- 
nities of  making  use  of  public  property '. 

1  For,  in  the  words  in  which  Hermann  begins  his  masterly  analysis  of  wealth, 
**  Some  Goods  are  internal,  others  txttmal,  to  the  individaaL  An  internal  good  is 
that  which  he  finds  in  himseli  given  to  him  by  nature,  or  which  he  edacates  m 
himself  by  his  own  free  action,  sach  as  mnscolar  strength,  health,  mental  attain- 
ments. Everything  that  the  onter  world  offers  for  the  satisfaction  of  his  wants  is 
an  external  good  to  him." 

2  The  above  classification  of  goods  may  be  expressed  thns: — 

/■external  (transferable 

(material  j         , ,      . , 

I  ( non-transferable 


Goods  are  ' 


T  I  transferable 

personal  Lo„.t„„gfe„ 


t-transferable 
.intemal-peTsonal-non-transferable. 

Or  to  adopt  another  arrangement  which  is  more  convenient  for  some  pur- 
poses, thus : — 

....        ,  (transferable 
material-external  \        ^       .      , , 
(non-transferable 

Goods  are  J  ,  (transferable 

personal  f'  I  non-transferable 

\intemal-non-transferable. 

The  land  in  its  original  state  was  a  free  gift  of  nature.  Bnt  in  settled 
countries  it  is  not  a  free  good  from  the  point  of  view  of  the  individual.  Wood  is 
stiU  free  in  some  Brazilian  forests:  the  fish  of  the  sea  are  free  generally:  but 
some  sea  fisheries  are  jealously  guarded  for  the  exclusive  use  of  members  of  a 
certain  nation,  and  may  be  classed  as  national  property.  Oyster  beds  that  have 
been  planted  by  man  are  not  free  in  any  sense ;  those  that  have  grown  naturally 
are  free  in  every  sense  if  they  are  not  appropriated ;  if  they  are  private  property 
they  are  still  free  gifts  from  the  point  of  view  of  the  nation,  but  since  the  nation 
has  allowed  its  rights  in  them  to  become  vested  in  individuals  they  are  not  free 
from  the  point  of  view  of  the  individual,  and  the  same  is  true  of  private  rights  of 
fishing  in  many  rivers.  But  the  wheat  grown  on  free  land  and  the  fish  caught  in 
free  fisheries  are  not  free :  for  they  have  been  acquired  by  labour. 
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BOOK  II.  Those  goods  are  Free,  which  are  not  appropriated  and 

"        are  afforded  by  Nature  without  requiring  the  effort  of  man. 
Exchanqe-'       Eaxhangeoble   goods    are    all    those    transferable    goods 
able  goods,  which  are  limited  in  quantity  and  not  free.     This  distinction 
is  however  not  very  important  practically,  because  there  are 
not  many  goods  which  are  transferable,  but  being  free,  have 
no  exchange  value. 
A  person's        §  2.     We  may  now  pass  to  the  question  which  classes  of 
a  man's  goods  are  to  be  reckoned  as  part  of  his  wealth. 
The  question  is  one  as  to  which  there  is  some  difference  of 
opinion,  but  the  balance  of  argument  as  well  as  of  authority 
seems  clearly  to  incline  in  favour  of  the  following  answer : — 
consists  of         When  a  man's  Wealth  is  spoken  of  simply,  and  without 
of  goods,     any  interpretation  clause  in  the  context,  it  is  to  be  taken  to 

consist  of  two  classes  of  goods, 
material  In  the  first  class  are  those  material  goods  to  which  he 

^  '  has  (by  Law  or  Custom)  private  rights  of  property,  and 
which  are  therefore  transferable  and  exchangeable.  These 
it  will  be  remembered  include  not  only  such  things  as  land 
and  houses,  furniture  and  machinery,  and  other  material 
things  which  may  be  in  his  single  private  ownership,  but 
also  any  shares  in  public  companies,  debenture  bonds,  mort- 
gages and  other  obligations  which  he  may  hold  from  others 
to  pay  goods  to  him.  On  the  other  hand,  the  debts  which 
he  owes  to  others  may  be  regarded  as  negative  wealth ;  and 
they  must  be  subtracted  from  his  gross  possessions  before  his 
true  net  wealth  can  be  found.  It  is  perhaps  hardly  necessary 
to  say  specially  that  services  and  other  goods,  which  pass  out 
of  existence  in  the  same  instant  that  they  come  into  it,  do 
not  contribute  to  the  stock  of  wealth,  and  may  therefore  be 
left  out  of  our  account', 
and  soeh  In  the  second  class  are  those  immaterial  goods  which 

external*  belong  to  him,  are  external  to  him,  and  serve  directly  as 
M^sed  *^®  means  of  enabling  him  to  acquire  material  goods.  Thus 
to  obtain  it  excludes  all  his  own  personal  qualities  and  faculties,  even 
goods.        those  which  enable  him  to  earn  his  living ;  because  they  are 

1  That  part  of  the  valne  of  the  share  in  a  trading  company  which  is  due  to  the 
personal  repntation  and  connection  of  those  who  coudnct  its  affairs  ooght  properly 
to  come  nnder  the  next  head  as  external  personal  goods.  But  this  point  is  not  ot 
mnch  practical  importance. 
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Internal.     And  it  excludes  his  personal  friendships,  in  so  far    book  n. 
as  they  have  no  direct  business  value.     But  it  includes  his        " 
business  and  professional  connections,  the  organization  of  his 
business,   and — where   such   things   exist — his   property   in 
slaves,  labour  dues,  &c. 

This  use  of  the  term  Wealth  is  in  harmony  with  the  The  two 
usage  of  ordinary  life :   and,  at  the  same  time,  it  includes  together 
those  goods,  and  only  those,  which  come  clearly  within  the  ^^^"'^ 
scope  of  economic  science,  as  defined  in  Book  I. ;  and  which  Ooods. 
may  therefore  be  called  Economic  Goods.     For  it  includes  all 
those  things,  external  to  a  man,  which  (i)  belong  to  him, 
and  do  not  belong  equally  to  his  neighbours,  and  therefore 
are  distinctly  his;  and  (ii)  which  are  directly  capable  of  a 
money  measure, — a  measure  that  represents  on  the  one  side 
the  efiforts  and  sacrifices  by  which  they  have  been  called 
into   existence,  and,  on    the   other,  the   wants  which   they 
satisfy'. 

§  3.     A  broader  view  of  wealth  has  indeed  to  be  taken  a  broader 
for  some  purposes :   but  then  recourse  must  be  had  to  a  J^^ 
special  interpretation  clause,  to  prevent  confusion.    Thus,  for  ^^^!^^  ^ 
instance,  the  carpenter's  skill  is  as  direct  a  means  of  enabling  required, 
him  to  satisfy  other  people's  material  wants,  and  therefore 
indirectly  his  own,  as  are  the  tools  in  his  work-basket ;  and 
therefore  it  is  convenient  to  have  a  term  which  will  include 
it  as  part  of  wealth  in  a  broader  use.     Pursuing  the  lines 
indicated  by  Adam  Smith',  and  followed  by  most  continental 
economists,  we  may  define  Personal  Wealth  so  as  to  include  Personal 

wealth. 

1  It  is  not  implied  that  the  owner  of  Transferable  goods,  if  he  transferred 
them,  conld  always  realize  the  whole  money  value,  which  they  have  for  him. 
A  well-fitting  coat,  for  instance,  may  be  worth  the  price  charged  for  it  by  an 
expensive  tailor  to  its  owner,  because  he  wants  it  and  caimot  get  it  made  for  less : 
but  he  could  not  sell  it  for  half  that  sum.  The  snccessfnl  financier  who  has  spent 
£50,000  on  having  a  house  and  grounds  made  to  suit  his  own  special  fancy,  is 
from  one  point  of  view  right  in  reckoning  them  in  the  inventory  of  his  property  at 
their  cost  price :  but,  should  he  fail,  they  will  not  form  an  asset  to  his  creditors  of 
anything  like  that  value. 

And  in  the  same  way  from  one  point  of  view  we  may  count  the  business  con- 
nection of  the  solicitor  or  physician,  the  merchant  or  the  manufacturer,  at  the  fall 
equivalent  of  the  income  he  would  lose  if  he  were  deprived  of  it ;  while  yet  we 
must  recognize  that  its  exchange  value,  i.e.  the  value  which  he  could  get  for  it  by 
selling  it,  is  much  less  than  that. 

"  Comp.  Wealth  of  Nation),  Book  n.  Ch.  ii. 
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Abroad 
term  to 
inclnde  all 
forms  of 
private 
wealth. 


But  we 
still  hare 
to  take 
account 
of  the  in- 
dividual's 
share 
of  the 
common 
wealth. 


all  those  energies,  faculties,  and  habits  which  directly  con- 
tribute to  making  people  industrially  eflficient;  together 
with  those  business  connections  and  associations  of  any  kind, 
which  we  have  already  reckoned  as  part  of  wealth  in  the 
narrower  use  of  the  term.  Industrial  feculties  have  a  claim 
to  be  regarded  as  economic,  not  only  on  account  of  their 
importance  as  factors  in  the  production  of  wealth,  but 
because  their  value  is  as  a  rule  capable  of  some  sort  of 
indirect  measurement'. 

But  confusion  would  be  caused  by  using  the  term 
"wealth"  simply  when  we  desire  to  include  a  person's 
industrial  qualities.  For  this  purpose  it  will  be  best  to 
use  the  more  explicit  phrase  "  material  and  personal  wealth." 
"  Wealth  "  simply  should  always  mean  external  wealth  only. 
§  4.  But  we  still  have  to  take  account  of  those  material 
goods  which  are  common  to  him  with  his  neighbours ;  and 
which  therefore  it  would  be  a  needless  trouble  to  mention 
when  comparing  his  wealth  with  theirs ;  though  they  may  be 
important  for  some  purposes,  and  especially  for  comparisons 
between  the  economic  conditions  of  distant  places  or  distant 
times. 

These  goods  consist  of  the  benefits  which  he  derives 
from  living  in  a  certain  place  at  a  certain  time,  and  being  a 
member  of  a  certain  state  or  community ;  they  include  civil 
and  military  security,  and  the  right  and  opportunity  to  make 
use  of  public  property  and  institutions  of  all  kinds,  such  as 
roads,  gaslight,  etc.,  and  rights  to  justice  or  to  a  free  educa- 
tion.   The  townsman  and  the  countryman  have  each  of  them 


1  "The  bodies  of  men  are  without  doubt  the  most  valuable  treasure  of  a 
conntr;,"  said  Davenant  in  the  seventeenth  century;  and  similar  phrases  have  been 
common  whenever  the  trend  of  political  development  has  made  men  anxious  that 
the  population  should  increase  fast. 

Many  curious,  but  practically  unimportant,  subtleties  are  met  with  in  develop- 
ing the  definition  of  personal  wealth ;  for  instance,  in  so  far  as  a  person  uses  his 
faculties  to  do  things  for  his  own  enjoyment,  the  benefit  that  he  derives  from 
them,  though  certainly  part  of  his  well-being,  is  perhaps  best  excluded  from  the 
estimate  of  his  wealth.  But  the  line  of  partition  here  is  very  thin.  For  instance, 
the  faculties  of  an  opera-singer  are  part  of  his  wealth  in  so  far  as  he  uses  them 
for  hire,  but  are  only  elements  of  his  well-being  and  not  of  his  wealth  in  so  far  as 
he  uses  them  to  sing  in  private  for  hia  own  pleasure.  When,  however,  a  dress- 
maker makes  a  dress  for  herself,  her  dressmaking  faculties  may  be  regarded  as 
wealth  in  the  broad  use  of  that  term. 
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for  nothing  many  advantages  which  the  other  either  cannot  book  n. 
get  at  all,  or  can  get  only  at  great  expense.  Other  things  " 
being  equal,  one  person  has  more  real  wealth  in  its  broadest 
sense  than  another,  if  the  place  in  which  the  former  lives  has 
a  better  climate,  better  roads,  better  water,  more  wholesome 
drainage ;  and  again  better  newspapers,  books,  and  places  of 
amusement  and  instruction.  House-room,  food  and  clothing, 
which  would  be  insufficient  in  a  cold  climate,  may  be  abund- 
ant in  a  warm  climate:  on  the  other  hand,  that  warmth 
which  lessens  men's  physical  needs,  and  makes  them  rich 
with  but  a  slight  provision  of  material  wealth,  makes  them 
poor  in  the  energy  that  procures  wealth. 

Many  of  these  things  are  Collective  Goods ;   i.e.   goods  OoiiecHve 
which  are  not  in  private  ownership.     And  this  brings  us  to 
consider  wealth  from  the  Social,  as  opposed  to  the  Individual 
point  of  view. 

§  5.     Let  us  then  look  at  those  elements  of  the  wealth  of  in  a  broad 
a  nation  which  are  commonly  ignored  when  estimating  the  national 
wealth  of  the  individuals  composing  it.     The  most  obvious  ■wealth 
forms  of  such  wealth  are  public  material  property  of  all 
kinds,  such  as  roads  and  canals,  buildings  and  parks,  gas- 
works and  waterworks ;  though  unfortunately  many  of  them 
have  been  secured  not   by  public   savings,  but   by  public 
borrowings,  and  there  is  the  heavy  "negative"  wealth  of  a 
large  debt  to  be  set  against  them. 

But  the  Thames  has  added  more  to  the  wealth  of  England  account 
than  all  its  canals,  and  perhaps  even  than  all  its  railroads,  taken  of 
And  though  the  Thames  is  a  free  gift  of  nature,  except  in  so  ^  ^f^^ 
far  as  its  navigation  has  been  improved,  while  the  canal  is 
the  work  of  man,  we" ought  for  many  purposes  to  reckon  the 
Thames  a  part  of  England's  wealth. 

German  economists  often  lay  stress  on  the  non-material  the  organi- 
elements  of  national  wealth ;   and  it  is  right  to  do  this  in  society  or 
some  problems  relating  to  national  wealth,  but  not  in  all.  *''®  ^'**^' 
Scientific  knowledge  indeed,  wherever  discovered,  soon  be- 
comes the  property  of  the  whole  civilized  world,  and  may  be 
considered  as  cosmopolitan  rather  than  as  specially  national 
wealth.     The  same  is  true  of  mechanical  inventions  and  of 
many  other  improvements  in  the  arts  of  production ;  and  it 
M.  9 
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BooKu.  is  true  of  music.  But  those  kinds  of  literature  which  lose 
"  their  force  by  translation,  may  be  regarded  as  in  a  special 
sense  the  wealth  of  those  nations  in  whose  language  they  are 
written.  And  the  organization  of  a  free  and  well-ordered 
State  is  to  be  regarded  for  some  purposes  as  an  important 
element  of  national  wealth. 

But  national  wealth  includes  the  individual  as  well  as 

the  collective  property  of  its  members.     And  in  estimating 

the  aggregate  sum  of  their  individual  wealth,  we  may  save 

some  trouble  by  omitting  all  debts  and  other  obligations  due 

Debts        to  one  member  of  a  nation  from  another.     For  instance,  so 

member  of  far  as  the  English  national  debt  and  the  bonds  of  an  English 

anShe?  °  railway  are  owned  within   the   nation,  we  can  adopt  the 

^^j^       simple  plan  of  counting  the  railway  itself  as  part  of  the 

national   wealth,  and   neglecting   railway  and    Government 

bonds  altogether.     But  we  still  have  to  deduct  for  those 

bonds  etc.  issued  by  the  English  Government  or  by  private 

Englishmen,  and  held  by  foreigners;  and  to  add  for  those 

foreign  bonds  etc.  held  by  Englishmen'. 

'  The  value  of  a  basiness  may  be  to  some  extent  due  to  its  having  a  monopoly, 
either  a  complete  monopoly,  secored  perhaps  by  a  patent ;  or  a  partial  monopoly, 
owing  to  its  wares  being  better  known  than  others  which  are  really  equally  good ; 
and  in  so  far  as  this  is  the  case  the  business  does  not  add  to  the  real  wealth  of 
the  nation.  If  the  monopoly  were  broken  down,  the  diminution  of  national  wealth 
due  to  the  disappearance  of  its  value  would  generally  be  more  than  made  up, 
partly  by  the  increased  value  of  rival  basinesses,  and  partly  by  the  increased 
purchasing  power  of  the  money  representing  the  wealth  of  other  members  of  the 
community.  (It  should,  however,  be  added  that  in  some  exceptional  cases,  the 
price  of  a  commodity  may  be  lowered  in  consequence  of  its  production  being 
monopolized :  but  such  cases  are  very  rare,  and  may  be  neglected  for  the  present.) 

Again,  business  connections  and  trade  reputations  add  to  the  national  wealth, 
only  in  so  far  as  they  bring  purchasers  into  relation  with  those  producers  who 
will  meet  their  real  wants  most  fully  for  a  given  price ;  or  in  other  words,  only 
in  so  far  as  they  increase  the  extent  to  which  the  efforts  of  the  community  as  a 
whole  meet  the  wants  of  the  community  as  a  whole.  Nevertheless  when  we  are 
estimating  national  wealth,  not  directly  but  indirectly  as  the  aggregate  of  indi- 
vidual wealth,  we  must  allow  for  these  businesses  at  their  full  value,  even  though 
this  partly  consists  of  a  monopoly  which  is  not  used  for  the  public  benefit.  For 
the  injury  they  do  to  rival  producers  was  allowed  for  in  counting  up  the  values 
of  the  businesses  of  those  rivals ;  and  the  injury  done  to  consumers  by  raising  the 
price  of  the  produce,  which  they  buy,  was  allowed  for  in  reckoning  the  purchasing 
power  of  their  means,  so  far  as  this  particular  commodity  is  concerned. 

A  special  case  of  this  is  the  organization  of  credit.  It  increases  the  efBciency 
of  production  in  the  country,  and  thus  adds  to  national  wealth.  And  the  power 
of  obtaining  credit  is  a  valuable  asset  to  any  individual  trader.    If,  however,  any 
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Cosmopolitan  wealth  differs  from  national  wealth  much  as    book  n. 
that  differs  from  individual  wealth.     In  reckoning  it,  debts        " 
due  from  members  of  one  nation  to  those  of  another  may  ^°^^ 
conveniently  be  omitted  from  both  sides  of  the   account,  wealth. 
Again,  just  as  rivers  are  important   elements   of  national 
wealth,  the  ocean  is  one  of  the  most  valuable  properties  of 
the  world.     The  notion  of  cosmopolitan  wealth  is  indeed 
nothing  more  than  that  of  national  wealth  extended  over  the 
whole  area  of  the  globe. 

Individual  and  national  rights  to  wealth  rest  on  the  basis  The  inrim- 
of  civil  and  international  law,  or  at  least  of  custom  that  has  of  rights  to 
the  force  of  law.     An  exhaustive  investigation  of  the  econo-  ^® 
mic  conditions  of  any  time  and  place  requires  therefore  an 
inquiry  into  law  and  custom;  and  economics  owes  much  to 
those  who  have  worked  in  this  direction.    But  its  boundaries 
are  already  wide ;  and  the  historical  and  juridical  bases  of 
the  conceptions  of  property  are  vast  subjects  which  may  best 
be  discussed  in  separate  treatises'. 

accident  should  drive  him  oat  of  business,  the  injurj  to  national  wealth  is  some- 
thing less  than  the  whole  value  of  that  asset ;  because  some  part  at  least  of  the 
business,  which  he  would  have  done,  will  now  be  done  hy  others  with  the  aid  of 
some  part  at  least  of  the  capital  which  he  would  have  borrowed. 

There  are  similar  difficulties  as  to  how  far  money  is  to  be  reckoned  as  part  of 
national  wealth;  but  to  treat  them  thoroughly  would  require  us  to  anticipate  a 
good  deal  of  the  Theory  of  Money. 

1  Here  again  special  reference  may  be  made  to  Wagner's  Volksmrthschaftalehre ; 
which  throws  much  light  on  the  connection  between  the  economic  concept  of 
wealth  and  the  juridical  concept  of  rights  in  private  property. 
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PRODUCTION.      CONSUMPTION.      LABOUR.      NECESSARIES. 

y 

BOOK  II.  §  i_     Man  cannot  create  material  things.     In  the  mental 

— —  and  moral  world  indeed  he  may  produce  new  ideas;   but 

^ot  when  he  ja  said  to  produce  material  things,  he  really  only 

m«^r*  produces^mUties ;  or  in  other  words,  his  efforts  and  sacrifices 

but  only  result  in  chanering  the  form  or  arrangement  of  matter  to 

utilities  oo  ^  f~*  aiit_1- 

iuherent  in  adapt  it  better  for  the  satisfaction  of  wants.  All  that  he 
"**  '■  can  do  in  the  physical  world  is  either  to  readjust  matter  so 
as  to  make  it  more  useful,  as  when  he  makes  a  log  of  wood 
into  a  table ;  or  to  put  it  in  the  way  of  being  made  more 
useful  by  nature,  as  when  he  puts  seed  where  the  forces  of 
nature  will  make  it  burst  out  into  life'. 


eHrad 


TheHrader  It  is  sometimes  said  that  traders  do  not  produce :  that 
Bimnss.  while  the  cabinet-maker  produces  furniture,  the  furniture- 
dealer  merely  sells  what  is  already  produced.  But  there  is 
no  scientific  foundation  for  this  distinction.  They  both 
produce  utilities,  and  neither  of  them  can  do  more:  the 
furniture-dealer  moves  and  rearranges  matter  so  as  to 
make  it  more  serviceable  than  it  was  before,  and  the  car- 
penter does  nothing  more.  The  sailor  or  the  railway-man 
who  carries  coal  above  g;round  produces  it,  just  as  much 

>  As  James  Mill  has  said,  "  The  distinction  between  what  is  done  hj  labour 
and  what  is  done  by  natnre  is  not  always  observed.  Labour  produces  its  effects 
only  by  consistency  with  the  laws  of  nature.  It  is  found  that  the  agency  of  man 
can  be  traced  to  rery  simple  elements.  He  does  nothing  but  produce  motion. 
He  can  move  things  towards  one  another,  and  he  can  separate  them  from  one 
another.  The  properties  of  matter  perform  the  rest."  (Elements  of  Political 
Economy,  Ch.  i.)  Dr  Bonar  {Philosophy  and  Political  Economy,  p.  249)  quotes 
from  Bacon,  Novum  Organon iv.,  "Ad  opera  nil  alind  potest  homo  quam  nt  corpora 
naturalia  admoveat  et  amoveat,  reliqua  natura  intns  agit." 
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as  the  miner  who  carries  it  underground ;  the  dealer  in  fish    book  a. 

helps  to  move  on  fish  from  where  it  is  of  comparatively  little     _i ' 

use  to  whesreJt  is  of  .greater  fiss,  and  the  fisherman  does  no 
more.  It  is  true  that  if  there  are  more  traders  than  are 
necessary  there  is  a  waste.  But  there  is  also  waste  if  there 
are  two  men  to  a  plough  which  can  be  well  worked  by  one 
man ;  in  both  cases  all  those  who  are  at  work  produce, 
though  they  may  produce  but  little.  Some  American  and 
other  writers  have  revived  the  mediaeval  attacks  on  trade  on 
the  ground  that  it  does  not  produce.  But  they  have  not 
aimed  at  the  right  mark.  They  should  have  attacked  the 
imperfect  organization  of  trade,  particularly  of  retail  traded 

Consumption,  may  be  regarded  as  negativenj^pihictioiL^ian  can 
Just  as  man  Sn  produce  only  utilities,  so  he  can  consume  as  he  can 
nothing  more.     He  can  produce  services  and  other  imma-  o^y'JItil 
terial    products,   and   he   can   consume   them.     But   as   his  ^'*'*^- 
production  of  material  products  is  really  nothing  more  than 
a  rearrangement  of  matter  which  gives  it  new  utilities;  so 
his  consumption  of  them  is  nothing  more  than  a  disarrange- 
ment of  matter,  which  diminishes  or  destroys  its  utilities. 
Often  indeed  when  he  is  said  to  consume  things,  he  does 
nothing   more   than   to   hold    them    for   his   use,  while,  as 
Senior  says,  they  "  are  destroyed  by  those  numerous  gradual 
agents  which  we  call  collectively  time'."    As  the  "  producer" 
of  wheat  is  he  who  puts  seed  where  nature  will  make  it 
grow,  so  the  "  consumer  "  of  pictures,  of  curtains,  and  even 
of  a  house  or  a  yacht  does  little  to  wear  them  out  him- 
self; but  he  uses  them  while  time  wastes  them. 

Goods  have  been  divided  into  Consumers'  goods  (called  Ccmumers' 
also  Corw.imption  goods,  or  again  goods  of  the  first  Order),  Producers' 
such  as  food,  clothes,  &c.,  which  satisfy  wants  directly  ;  and  ^'"^■ 
Producers'   goods   (called   also   Production  goods,  or   again 
Instrumental,  or  again  Intermediate  goods),  such  as  ploughs 
and  looms  and  raw  cotton,  which  satisfy  wants  indirectly  by 
contributing  towards  the  production  of  the  first  class  of  goods. 

1  Prodnction,  in  the  narrow  sense,  changes  the  form  and  natnre  of  products. 
Trade  and  transport  change  their  external  relations. 

2  Political  Economy,  p.  54.    Senior  would  like  to  snbstitnte  the  verb  "to  nse  " 
for  the  verb  "  to  consume." 
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BOOK  n.    The  line  of  division  between  the  two  classes  is  however  vacrue, 
IS  drawn  in  difierent  places  by  different  writers;  and  the 
terms  can  seldom  be  used  safely  without  special  explanation'. 
Nearly  all         §  2.     All  labour  is  directed  towards  produciner  some  effect. 

labour  isin-,^,,  .  i?.- 

some  sense  i*  Or  though  Some  exertions  are  taken  merely  for  their  own 
^'  °  "^'  sake,  as  when  a  game  is  played  for  amusement,  they  are  not 
counted  as  labour.  We  may  define  labour  as  any  exertion 
of  mind  or  body  undergone  partly  or  wholly  with  a  view  to 
some  good  other  than  the  pleasure  derived  directly  from  the 
work'.  And  if  we  had  to  make  a  fiesh  start  it  would  be 
best  to  regard  all  labour  as  productive  except  that  which 
failed  to  promote  the  aim  towards  which  it  was  directed, 
and  so  produced  no  utility.  But  in  all  the  many  changes 
which  the  meaning  of  the  word  "  productive  "  has  undergone, 
it  has  had  special  reference  to  stored-up  wealth,  to  the 
comparative  neglect  and  sometimes  even  to  the  exclusion 
of  immediate   and    transitory   enjoyment';    and  an  almost 

'  Thus  floor  to  be  made  into  a  cake  when  already  in  the  house  of  the  consumer, 
is  treated  by  some  as  a  Consumers'  good ;  while  not  only  the  flour,  bnt  the  cake 
itself  is  treated  as  a  Producers'  good  when  in  the  hand  of  the  confectioner.  Prof. 
Carl  Menger  {Volkswirthschaftslehre,  ch.  i.  §  2)  says  bread  belongs  to  the  flrst 
order,  flour  to  the  second,  a  flour  mill  to  the  third  order  and  so  on.  It  appears 
that  a  railway  train  carrying  people  on  a  pleasure  excursion,  also  some  tins  of 
biscuits,  and  milling  machinery  and  some  machinery  that  is  nsed  for  making 
milling  machinery,  is  at  one  and  the  same  time  a  good  of  the  first,  second  and 
foortb  orders.    Bnt  such  snbUeties  are  of  Utile  use. 

"  This  is  Jevons'  definition  (Theory  of  Political  Economy,  ch.  v.),  except 
that  he  includes  only  painful  exertions.  Bnt  he  himself  points  out  how  painful 
idleness  often  is.  Most  people  work  more  than  they  would  if  they  considered 
only  the  direct  pleasure  resulting  from  the  work ;  but  in  a  healthy  state,  pleasure 
predominates  over  pain  in  a  great  part  CTen  of  the  work  that  is  done  for  hire. 
Of  course  the  definition  is  elastic;  an  agricultural  labourer  working  in  his 
garden  in  the  evening  thinks  chiefly  of  the  fruit  of  his  labours;  a  mechanic 
returning  home  after  a  day  of  sedentary  toil  finds  positive  pleasure  in  his  garden 
work,  bnt  he  too  cares  a  good  deal  aboat  the  fruit  of  his  labour ;  while  a  rich 
man  working  in  like  manner,  though  he  may  take  a  pride  in  doing  it  well,  will 
probably  care  little  for  any  pecuniary  saving  that  he  effects  by  it. 

'  Thus  the  Mercantilists  who  regarded  the  precious  metals,  partly  because 
they  were  imperishable,  as  wealth  in  a  fuller  sense  than  anything  else,  regarded 
as  unproductive  or  "  sterile  "  all  labour  that  was  not  directed  to  producing  goods 
for  exportation  in  exchange  for  gold  and  silver.  The  Physiocrats  thought 
all  labour  sterile  which  consumed  an  equal  value  to  that  which  it  produced; 
and  regarded  the  agriculturist  as  the  only  productive  worker,  because  his  labour 
alone  (as  they  thought)  left  behind  it  a  net  surplus  of  stored-up  wealth.  Adam 
Smith  softened  down  the  Physiocratic  definition;  bnt  still  he  considered  that 
agricultural  labour  was  more  productive  than  any  other.    His  followers  discarded 
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unbroken  tradition  compels  us  to  regard  the  central  notion  bookh. 
of  the  word  as  relating  to  the  provision  for  the  wants  of  the  "  ' 
future  rather  than  those  of  the  present.  It  is  true  that  all  ^t|,*'g 
wholesome  enjoyments,  whether  luxurious  or  not,  are  legiti-  generally 
mate  ends  of  action  both  public  and  private ;  and  it  is  true  specially 
that  the  enjoyment  of  luxuries  aflfords  an  incentive  to  ex-^hichVro^ 
ertion,  and  promotes  progress  in  many  ways.  But  if  the  JJe*^fnt(, 
efficiency  and  energy  of  industry  are  the  same,  the  true  ot  the  fu- 

•  n  ■  111  1111  tmrc  ifkiiidr 

interest  of  a  country  is  generally  advanced  by  the  subordma-  thau  the 
tion  of  the  desire  for  transient  luxuries  to  the  attainment  of  P"^°  " 
those  more  solid  and  lasting  resources  which  will  assist 
industry  in  its  future  work,  and  will  in  various  ways  tend 
to  make  life  larger.  This  general  idea  has  been  in  solution, 
as  it  were,  in  all  stages  of  economic  theory ;  and  has  been 
precipitated  by  different  writers  into  various  hard  and  fast 
distinctions  by  which  certain  trades  have  been  marked  off  as 
productive  and  certain  others  as  unproductive. 

For  instance,  many  writers  even  of  recent  times  have  The  work 
adhered  to  Adam  Smith's  plan  of  classing  domestic  servants  servants  is 
as  unproductive.     There  is  doubtless  in  many  large  houses  ^^"^n" 
a  superabundance  of  servants,  some  of  whose  energies  might  pro^active. 
with  advantage  to  the  community  be  transferred  to  some 
other  direction :    but  the  same  is  true  of  the  greater  part 
of  those  who  earn  their  livelihood  by  distilling  whisky ;  and 
yet  no  economist  has  proposed  to  call  them  unproductive. 
There  is  no  distinction  in  character  between  the  work  of  the 
baker  who  provides  bread  for  a  family,  and  that  of  the  cook 
who  boils  potatoes.     If  the  baker  should  be  a  confectioner, 
or  fancy  baker,  it  is  probable  that  he  spends  at  least  as  much 
of  his  time  as  the  domestic  cook  does,  on  labour  that  is 
unproductive  in  the  popular  sense  of  providing  transitory 
and  unnecessary  enjoyments. 

this  distinction ;  bat  they  have  f;enerally  adhered,  though  with  many  differences 
in  points  of  detail,  to  the  notion  that  prodnctive  labonr  is  that  which  tends  to 
increase  accnmnlated  wealth ;  a  notion  which  is  implied  rather  than  stated  in  the 
celebrated  chapter  of  The  Wealth  of  Nations  which  bears  the  title,  "On  the 
Accmunlation  of  Capital,  or  on  Prodnctive  and  Unprodnctive  Labour."  (Comp. 
Travers  Twiss,  Progress  of  Political  Economy,  Sect,  vi.,  and  the  discussions  on 
the  word  Productive  in  J.  S.  Hill's  Essays,  and  in  his  Principles  of  Political 
Economy.) 
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BOOK  a.  There  seems  to  be  a  way  of  escaping  from  most  of  these 

_! ■    ambiguities  and  confusions.     It  would  indeed  be  unsafe  to 

^'^tranl*  ^i^^^^^*  ^  number  of  new  terms  to  correspond  to  the  various 

itive  adjec-  uses  of  "  productive."     But  recollecting  that  it  is  a  transitive 

When  pre-  adjcctive,  we  can  avoid  all  difficulties  by  the  simple  plan  of 

necessary   Considering  what  is  the  implied  substantive  which  it  governs, 

substan^^  and  supplying  that  substantive  explicitly.     When  it  means 

tivemnst   productive  of  accumulated  wealth  in  any  form,  let  us  write  in 

plied.         the  phrase  at  length  and  the  ambiguity  disappears ;  when  it 

means  productive  of  capital  either  in  general  or  only  in  the 

particular  form  of  Wage  capital  (to  anticipate  the  use  of 

terms  which  we  are  just  about  to  define)!  let  us  say  so. 

Provisional        But  while  frequently  applied  in  each  of  these  senses,  it 

definition      ..,,  pi  t-^t  jt 

of  prodnc-  IS  stiU  more  often  used  to  mean  productive  of  the  means  oj 
production,  and  of  lasting  sources  of  enjoyment.  Whenever 
we  use  the  word  productive  by  itself,  this  is  the  sense 
in  which  it  is  to  be  understood.  Among  the  means  of 
production  are  included  the  necessaries  of  labour  but  not 
ephemeral  luxuries;  and  the  maker  of  ices  is  thus  classed 
as  unproductive  whether  he  is  working  for  a  pastry-cook, 
or  as  a  private  servant  in  a  country  house.  But  a  brick- 
layer engaged  in  building  a  theatre  is  classed  as  productive. 

There  is  No   doubt   the   dividing   line    between   permanent   and 

no  hard  »         .  ,        ,  ■    -ji 

and  fast  ephemeral  sources  oi  enjoyment  cannot  be  drawn  ngidly. 
vision  in  But  this  is  a  difficulty  which  exists  in  the  nature  of  things 
'^^'seid^  and  cannot  be  evaded  by  any  device  of  words.  We  can 
want  an  speak  of  an  increase  of  tall  men  relatively  to  short,  without 
one.  deciding  whether  all  those  above  five  feet  nine  inches  are  to 

be  classed  as  tall,  or  only  those  above  five  feet  ten.  And  we 
can  speak  of  the  increase  of  productive  labour  at  the  expense 
of  unproductive  without  fixing  on  any  rigid,  and  therefore 
arbitrary  line  of  division  between  them.  If  such  an  artificial 
line  is  required  for  any  particular  purpose,  it  must  be  drawn 
explicitly  for  the  occasion.  But  in  fact  such  occasions  seldom 
or  never  occur. 
Productive  Productive  consumption  is  commonly  defined  as  the  use 
ti(m.'™^  '^f  wealth  in  the  production  of  further  wealth.  But  this 
definition  is  ambiguous.  For  it  is  sometimes  taken  to  in- 
clude everything  that  is  actually  consumed  by  people  engaged 
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in  productive  work,  even  though  it  may  not  conduce  at  all  book  h. 
to  their  efficiency  as  workers.  But  productive  consumption,  -1 — 
strictly  so  called,  must  be  taken  to  include  only  such  con- 
sumption by  productive  workers  as  is  necessary  for  their 
work;  under  which  head  may  be  reckoned  the  necessary 
consumption  of  children  who  will  hereafter  be  productive 
workers  as  well  as  that  of  adults  during  sickness  \ 

§  3.     This  brings  us  to  consider  the  term  Necessaries.  Neces- 
It  is  common  to  divide  wealth  into  Necessaries,  Comforts,  things 
and  Luxuries;  the  first  class  including  all  things  required  to  wants ttia* 
meet  wants  which  must  he  satisfied,  while  the  latter  consist "»»?« lie 

'  satisfied. 

of  things  that  meet  wants  of  a  less  urgent  character.  But  Bnt  this 
here  again  there  is  a  troublesome  ambiguity.  When  we  say  ambigaons. 
that  a  want  must  be  satisfied,  what  are  the  consequences 
which  we  have  in  view  if  it  is  not  satisfied  ?  Do  they 
include  death  ?  Or  do  they  extend  only  to  the  loss  of 
strength  and  vigour?  In  other  words  are  Necessaries  the 
things  which  are  necessary  for  life,  or  those  which  are 
necessary  for  efficiency? 

The  term  Necessaries  like  the  term  Productive  has  been  The  term 
used  elliptically,  the  subject  to  which  it  refers  being  left  to  saries  is 
be  supplied  by  the  reader ;  and  since  the  implied  subject  has  ^l^ip'"^'- 
varied,  the  reader  has  often  supplied  one  which  the  writer 
did  not  intend,  and  thus  misunderstood  his  drift.     In  this, 
as  in  the  preceding  case,  the  chief  source  of  confusion  can  be 

^  All  the  distinctions  in  which  the  word  ProdnctiTe  is  nsed  are  very  thin  and 
have  a  certain  air  of  unrealitj.  It  would  hardly  be  worth  while  to  introduce  them 
now :  bnt  they  have  a  long  history ;  and  it  is  probably  better  that  they  should 
dwindle  gradually  out  of  use,  rather  than  be  suddenly  discarded. 

The  attempt  to  draw  a  hard  and  fast  line  of  distinction  where  there  is  no 
real  discontinuity  in  nature  has  often  done  more  mischief,  bnt  has  perhaps 
never  led  to  more  quaint  results,  than  in  the  rigid  definitions  which  have  been 
sometimes  given  of  this  term  Productive.  Some  of  them  for  instance  lead  to 
the  conclusion  that  a  singer  in  an  opera  is  unproductive,  that  the  printer  of  the 
tickets  of  admission  to  the  opera  is  productive;  while  the  usher  who  shows 
people  to  their  places  is  nnprodnctive,  unless  he  happens  to  sell  programmes,  and 
then  he  is  productive.    Senior  points  out  that  "a  cook  is  not  said  to  make  roast 

meat  bnt  to  dress  it ;  bnt  he  is  said  to  make  a  pndding A  tailor  is  said  to  make 

cloth  into  a  coat,  a  dyer  is  not  said  to  make  nndyed  cloth  into  dyed  cloth.  The 
change  produced  by  the  dyer  is  perhaps  greater  than  that  produced  by  the  tailor, 
but  the  cloth  in  passing  through  the  tailor's  hands  changes  its  name ;  in  passing 
throngh  the  dyer's  it  does  not:  the  dyer  has  not  produced  a  new  name,  nor 
consequently  a  neto  thing."    Pol.  Boon.  pp.  51 — 2. 
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Neceaaa- 
ries  for 
existence, 
and  for 
efficiency. 


Account 
mnst  be 
taken  of  the 
conditions 
of  place 
and  time 
and  of  the 
habits  of 
living. 


removed  by  supplying  explicitly  in  every  critical  place  that 
which  the  reader  is  intended  to  understand. 

The  older  use  of  the  term  Necessaries  was  limited  to 
those  things  which  were  suflScient  to  enable  the  labourers, 
taken  one  with  another,  to  support  themselves  and  their 
families.  Adam  Smith  and  the  more  careful  of  his  followers 
observed  indeed  variations  in  the  standard  of  comfort  at 
different  times  and  places :  they  recognized  that  differences 
of  climate  and  differences  of  custom  make  things  necessary 
in  some  cases,  which  are  superfluous  in  others.  But  Adam 
Smith's  view  was  much  influenced  by  that  of  the  Physio- 
crats, and  their  reasonings  were  based  on  the  condition  of 
the  French  people  in  the  eighteenth  century,  the  great  mass 
of  whom  had  no  notion  of  any  necessaries  beyond  those 
which  were  required  for  mere  existence.  In  happier  times, 
however,  a  more  careful  analysis  has  brought  into  prominence 
the  distinction  between  the  necessaries  for  efficiency  and  the 
necessaries  for  existence,  and  has  made  it  evident  that  there 
is  for  each  rank  of  industry,  at  any  time  and  place,  a  more  or 
less  clearly  defined  income  which  is  necessary  for  merely 
sustaining  its  members;  while  there  is  another  and  larger 
income  which  is  necessary  for  keeping  it  in  full  efficiency'. 

It  may  be  true  that  the  wages  of  any  industrial  class 
might  have  sufficed  to  maintain  a  higher  efficiency,  if  they 
had  been  spent  with  perfect  wisdom.  But  every  estimate  of 
necessaries  must  be  relative  to  a  given  place  and  time ;  and 
unless  there  be  a  special  interpretation  clause  to  the  contrary, 
it  may  be  assumed  that  the  wages  will  be  spent  with  just 


'  Thus  in  the  Soath  of  England  population  has  increased  during  the  present 
centnry  at  a  fair  rate,  allowance  being  made  for  migration.  But  the  efficiency  of 
labour,  which  in  earlier  times  was  as  high  as  that  in  the  North  of  England,  has 
sunk  relatively  to  the  North ;  so  that  the  low- waged  labour  of  the  South  is  often 
dearer  than  the  more  highly-paid  labour  of  the  North.  We  cannot  thus  say 
whether  the  labourers  in  the  South  have  been  supplied  with  necessaries,  unless 
we  know  in  which  of  these  two  senses  the  word  is  used.  They  have  had  the  bare 
necessaries  for  existence  and  the  increase  of  numbers,  but  apparently  they  have 
not  had  the  necessaries  for  efficiency.  It  mnst  however  be  remembered  that  the 
strongest  labourers  in  the  Sonth  have  constantly  migrated  to  the  North ;  and  that 
the  energies  of  those  in  the  North  have  been  raised  by  their  larger  share  of 
economic  freedom  and  of  the  hope  of  rising  to  a  higher  position.  See  Mr  Mackay 
in  Charity  Organization  Journal,  Feb.  1891. 
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that  amount  of  wisdom,  forethought,  and  unselfishness,  which  book  u. 
prevails  in  fact  among  the  industrial  class  under  discussion. 
With  this  understanding  we  may  say  that  the  income  of  any 
class  in  the  ranks  of  industry  is  below  its  necessary  level,  Necessa- 
when  any  increase  in  their  income  would  in  the  course  of 
time  produce  a  more  than  proportionate  increase  in  their 
eflBciency.  Consumption  may  be  economized  by  a  change  of 
habits,  but  any  stinting  of  necessaries  is  wasteful'. 

§  4.     Some  detailed  study  of  the  necessaries  for  efficiency  Dinstra- 
of  different  classes  of  workers  will  have  to  be  made,  when  we  cessanes 
come  to  inquire  into  the  causes  that  determine  the  supply  of  gkiiied 
efficient  labour.     But  it  will  serve  to  give  some  definiteness  ^'"°'^- 
to  our  ideas,  if  we  consider  here  what  are  the  necessaries  for 
the  efficiency  of  an  ordinary  agricultural  or  of  an  unskilled 
town  labourer  and  his  family,  in  England,  in  this  generation. 
They  may  be  said  to  consist  of  a  well-drained  dwelling  with 
several  rooms,  warm  clothing,  with  some  changes  of  under- 
clothing, pure  water,  a  plentiful  supply  of  cereal  food,  with  a 
moderate  allowance  of  meat  and  milk,  and  a  little  tea,  &c., 
some  education  and  some  recreation,  and  lastly,  sufficient 
freedom   for   his  wife   from    other  work   to   enable   her   to 
perform  properly  her  maternal  and  her   household  duties. 
If  in  any  district  unskilled  labour  is  deprived  of  any  of  these  There  is 
things,  its  efficiency  will  suffer  in  the  same  way  as  that  of  a  ^hen  any 
horse  that  is  not  properly  tended,  or  a  steam-engine  that  has  gu^es  kss 
an  inadequate  supply  of  coals.     All  consumption  up  to  this  ^^'^  ^ 

.  ,        .  .      .  ,  .    necessary. 

limit  IS  strictly  productive  consumption :  any  stinting  of  this 
consumption  is  not  economical,  but  wasteful. 

1  If  we  considered  an  individnal  of  exceptional  abilities  we  should  have  to  take 
account  of  the  fact  that  there  is  not  likely  to  be  the  same  close  correspondence 
between  the  real  Talne  of  his  work  for  the  conunnnity  and  the  income  which  he 
earns  by  it,  that  there  is  in  the  case  of  an  ordinary  member  of  any  indostrial  class. 
And  we  should  have  to  say  that  all  his  consumption  is  strictly  prodactive  and 
necessary,  so  long  as  by  cutting  off  any  part  of  it  he  would  diminish  his  efficiency 
by  an  amount  that  is  of  more  real  value  to  him  or  the  rest  of  the  world  than  he 
saved  from  his  consumption.  If  a  Newton  or  a  Watt  could  have  added  a  hundredth 
part  to  his  efficiency  by  doubling  his  personal  expenditure,  the  increase  in  his 
consumption  would  have  been  truly  productive.  As  we  shall  see  later  on,  such  a 
case  is  analogous  to  additional  cultivation  of  rich  laud  that  bears  a  high  rent :  it 
may  be  profitable  though  the  return  to  it  is  less  than  in  proportion  to  the  previous 
outlay. 
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BooKn.  In  addition,  perhaps,  some  consumption  of  alcohol  and 

'^  tobacco,  and  some  indulgence  in  fashionable  dress  are  in 

r'nof"      many  places  so   habitual,  that  they  may  be  said  to   be 

cessaries.    conventionally  necessary,  since  in  order  to  obtain  them  the 

average  man  and  woman  will  sacrifice  some  things  which  are 

necessary  for  efficiency.     Their  wages  are  therefore  less  than 

are  practically  necessary  for  efficiency,  unless  they  provide 

not  only  for  what  is  strictly  necessary   consumption,  but 

include  also  a  certain  amount  of  conventional  necessaries'. 

The  consumption  of  conventional  necessaries  by  produc- 
tive workers  is  commonly  classed  as  productive  consumption ; 
but  strictly  speaking  it  ought  not  to  be;  and  in  critical 
passages  a  special  interpretation  clause  should  be  added  to 
say  whether  or  not  they  are  included 

It  should  however  be  noticed  that  many  things  which 
ai-e  rightly  described  as  superfluous  luxuries,  do  yet,  to  some 
extent,  take  the  place  of  necessaries;  and  to  that  extent 
their  consumption  is  productive  when  they  are  consumed 
by  producers  ^ 

1  Compare  the  distinction  between  "Physical  and  Political  Necessaries"  in 
Sir  James  Steaart's  Inquiry,  U.  xxi. 

'  Thus  a  dish  of  green  peas  in  March,  costing  perhaps  ten  shillings,  is  a 
snperflnous  Inxnry :  bnt  yet  it  is  wholesome  food,  and  does  the  work  perhaps  of 
three  pennyworth  of  cabbage;  or  even,  since  variety  nndonbtedly  conduces  to 
health,  a  little  more  than  that.  So  it  may  be  entered  perhaps  at  the  valne  of 
foarpence  mider  the  head  of  necessaries,  and  at  that  of  nine  shillings  and 
eightpence  under  that  of  superfluities ;  and  its  consumption  may  be  regarded  as 
strictly  productive  to  the  extent  of  one-fortieth.  In  exceptional  cases,  as  for 
instance  when  the  peas  are  given  to  an  invalid,  the  whole  ten  shillings  may  be 
well  spent,  and  reproduce  their  own  value. 

For  the  sake  of  giving  definiteness  to  the  ideas  it  may  be  well  to  venture  on 
estimates  of  necessaries,  rough  and  random  as  they  must  be.  Perhaps  at  present 
prices  the  strict  necessaries  for  an  average  agricultural  family  are  covered  by 
fifteen  or  eighteen  shillings  a  week,  the  conventional  necessaries  by  about  five 
shillings  more.  For  the  unskilled  labourer  in  the  town  a  few  shillings  mast  be 
added  to  the  strict  necessaries.  For  the  family  of  the  skilled  workman  living 
in  a  town  we  may  take  twenty-five  or  thirty  shillings  for  strict  necessaries,  and 
ten  shillings  for  conventional  necessaries.  For  a  man  whose  brain  has  to  undergo 
great  continuous  strain  the  strict  necessaries  are  perhaps  two  hundred  or  two 
hundred  and  fifty  pounds  a  year  if  he  is  a  bachelor:  but  more  than  twice  as 
much  if  he  has  an  expensive  family  to  educate.  His  conventional  necessaries 
depend  on  the  nature  of  his  calling. 
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CAPITAL.      INCOME. 

5  1.     It  is  customary  to  divide  wealth  into  that  which  is    book  n. 

.  .  .  CH.  IV. 

capital  and  that  which  is  not.     But  there  are  many  different      

purposes  for  which  the  division  is  wanted ;  and  in  conse-  capltalTas 
quence  the  term  Capital  has  many  different  uses  both  in  the  ^J^^j^g 
laneTiasre    of   the    market-place    and    in    the    writings    of  We  may 

°        .  _      .  ,  f  ,  -  .        .     notventuie 

economists.     In  fact  there  is  no  other  part  of  economics  m  to  invent  a 
which  the  temptation  is  so  strong  to  invent  a  completely  termfor 
new  set  of  technical  terms;  each  of  which  should  have  a®^^"^ 
precise  and  fixed  meaning,  while  between  them  they  should 
cover  all  the  various  significations  which  are  given  to  the 
one  term  Capital  in  the  language  of  the  market-place.     But 
this  would  throw  the  science  out  of  touch  with  real  life ;  and 
formal  precision  would  be  obtained  at  too  great  a  cost.     We 
must  then  first  seek  for  the  central  notions  that  underlie  all 
these  various  uses,  and   consider  generally  their   relations 
to  one  another ;  and  afterwards  must  follow  the  practice  of 
ordinary  life  in  allowing  ourselves  some  elasticity  in  the  use 
of  the  term,  but  taking  care  always  to  say  explicitly  how  we 
are  using  it  whenever  there  is  room  for  doubt. 

In  almost  every  use,  the  conception  of  "capital  involves  Produc- 
two  fundamental  attributes,  that  of  "  productiveness,"  and  and  pro- 
that  of  "  prospectiveness "  or  the  subordination  of  present  ^^'J,™' 
desires  to  future  enjoyments  :  and  these  two  attributes  have  capital 
much  in  common.     For,  as  we  saw  in  the  last  chapter,  that 
labour  is  commonly  said  to  be  employed  productively  which 
provides  for  wants  of  the  future  rather  than  the  present. 
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BOOK  II.  Similarly  with  regard  to  wealth :  that  also  is  commonly  said 
_!_■  to  be  employed  productively,  when  it  is  devoted  to  providing 
for  the  future  rather  than  the  present.  And  further  these 
two  fundamental  notions  supplement  one  another,  ranging 
themselves  one  on  either  side  of  the  problem  of  interest ; 
that  is,  of  the  value  of  the  command  over  ready  capital. 
This  point  can  be  touched  but  lightly  now,  for  indeed  to 
touch  it  at  all  is  to  anticipate :  but  without  some  reference 
to  it,  no  true  notion  can  be  had  of  the  inner  relations  of 
the  fundamental  attributes  of  capital, 
control  the        The  chief  demand  for  capital  arises  from  its  productiveness, 

demand  .  ...  .  . 

for  it  and  from  the  services  which  it  renders,  for  instance,  in  enabling 
^^esuppy  ^qqI  ^q  |jg  spun  and  woven  more  easily  than  by  unaided 
hand,  or  in  causing  water  to  flow  freely  wherever  it  is 
wanted  instead  of  being  carried  laboriously  in  pails ;  (though 
there  are  other  uses  of  capital,  as  for  instance  when  it 
is  lent  to  a  spendthrift,  which  cannot  easily  be  brought 
under  this  head).  And  on  the  other  hand  the  supply  of 
capital  is  controlled  by  the  fact  that  in  order  to  accumulate 
it,  men  must  act  prospectively:  they  must  "wait"  and 
''  save,"  they  must  sacrifice  the  present  to  the  future.  And, 
as  we  shall  see,  the  exchange  value  of  the  services  rendered 
by  capital  is  governed  in  the  long  run  by  the  pressure  of  the 
eagerness  of  demand  against  the  sluggishness  of  supply'. 

Differences        8  2.     The  task  of  finding  a  good  definition  of  capital  is 
between       ,*'.  ^  ,,  „  ,^, 

capital       however  not  so  easy  as  would  appear  from  the  fact  that 

an  o   er    ^(jggg  ^^^  attributes  of  productiveness  and  prospectiveness 

^  The  connection  of  the  prodnctiveness  of  capital  with  the  demand  for  it,  and 
of  its  prospectiveness  with  the  supply  of  it  has  long  been  latent  in  men's  minds, 
thongh  mnch  overlaid  by  other  considerations,  many  of  which  appear  now  to  be 
based  on  misconceptions.  Some  writers  have  laid  more  stress  on  the  snpply  side 
and  others  on  the  demand  side:  bnt  the  difference  between  them  has  often  been 
Uttle  more  than  a  difference  of  emphasis.  Those  who  have  laid  stress  on  the 
productivity  of  capital,  have  not  been  ignorant  of  man's  unwillingness  to  save  and 
sacrifice  the  present  for  the  future.  And  on  the  other  hand,  those  who  have  given 
their  thought  mainly  to  the  nature  and  extent  of  the  sacrifice  involved  in  this 
postponement,  have  regarded  as  obvious  such  facts  as  that  a  store  of  the  imple- 
ments of  production  gives  mankind  a  largely  increased  power  of  satisfying  their 
wants.  In  short  there  is  no  reason  to  believe  that  the  accounts  which  Prof.  Bohm- 
Bawerk  has  given  of  the  "  naive  productivity  theories,"  the  "  use  theories  "  &c.  of 
capital  and  interest  would  have  been  accepted  by  the  older  writers  themselves  as 
well-balanced  and  complete  presentations  of  their  several  positions. 
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belong  to  it  in  all  its  various  uses.     For  they  belong  also  in    book  n. 

some  degree  to  every  form  of  accumulated  wealth.     They     _J ' 

both  belong  for  instance  to  cooking  utensils  and  to  clothes ;  ^^^1°^^ 
and  vet  when  these  things  are  being  used  by  their  owners  mamiy 

,     .  ,  ,  .     ,         1     differences 

for  their  own  purposes,  they  are  counted  as  capital  only  of  degree, 
by  those  who  draw  no  distinction  between  wealth  and 
capital.  To  make  any  consistent  distinction  betweem  them, 
we  must  emphasize  differences  of  degree.  Similar  differences 
of  degree  will  be  found  in  the  various  uses  of  the  term 
Income;  and  this  suggests  a  solution  of  our  difficulty. 

For  Adam  Smith  said  that  a  person's  capital  is  that 
part  of  his  stock  from  which  he  earpects  to  derive  an  income ;  Capital 
and  in  fact  each  use  of  the  term  capital  has  corresponded  income, 
more  or  less  closely  to  one  of  the  uses  of  the  term  Income. 
The  significations  of  the  two  terms  have  varied  in  breadth 
together :  in  almost  every  use,  capital  has  been  that  part  of 
a  man's  stock  from  which  he  expects  to  derive  an  income. 

In  ordinary  life  capital  is  commonly  regarded  from  the 
point  of  view  of  the  individual ;  and  economists  are  much 
bound  by  the  customs  of  the  market-place  iu  their  uses  of 
the  term  Individual  capital.  But  they  have  a  freer  hand 
in  dealing  with  Social  capital,  that  is  capital  regarded  from 
the  point  of  view  of  the  nation,  or  the  world,  or  indeed  any 
social  groups  We  will  begin  with  the  former  and  work  up 
to  the  latter ;  having  regard  throughout  to  the  relativity  of 
capital  and  income. 

§  3.  In  a  primitive  community  no  distinction  is  made  Income  in 
between  capital  and  other  forms  of  wealth :  each  family  is  nse. 
nearly  self-sufficing,  and  provides  most  of  its  own  food  and 
clothing  and  even  household  furniture.  Only  a  very  small 
part  of  the  income,  or  comings  in,  of  the  family  are  in  the 
form  of  money ;  when  one  thinks  of  their  income  at  all  one 
reckons  in  the  benefits  which  they  get  from  their  cooking 
utensils  just  as  much  as  those  which  they  get  from  their 
plough :  one  draws  no  distinction  between  their  capital  and 
the  rest  of  their  accumulated  stock,  to  which  the  cooking 
utensils  and  plough  alike  belong*. 

1  Compare  the  discussion  of  individual  and  social  wealth  in  Chapter  ii. 

■  This  and  similar  facts  have  led  some  people  to  suppose  not  only  that  some 
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But  with  the  growth  of  a  money  economy  there  has  been 
a  strong  tendency  to  confine  the  notion  of  income  to  those 
comings  in  which  are  in  the  form  of  money;  or  else — like 
the  free  use  of  a  house,  the  free  coals,  gas,  water  of  some 
employes — take  the  place  of  things  on  which  most  people 
spend  a  part  of  their  money  income. 

In  harmony  with  this  meaning  of  Income,  the  language  of 
the  market-place  commonly  regards  a  man's  capital  as  that 
part  of  his  wealth  which  he  devotes  to  acquiring  an  income 
in  the  form  of  money;  or,  more  generally,  to  acquisition 
{Erwerhung)  by  means  of  trade.  It  may  be  convenient 
sometimes  to  speak  of  this  as  his  Trade  capital;  which 
may  be  defined  to  consist  of  those  external  goods  which  a 
person  uses  in  his  trade,  either  holding  them  to  be  sold  for 
money  or  applying  them  to  produce  things  that  are  to  be 
sold  for  money.  Among  its  conspicuous  elements  are  such 
things  as  the  factory  and  the  business  plant  of  a  manu- 
facturer ;  that  is,  his  machinery,  his  raw  material,  any  food, 
clothing,  and  house-room  that  he  may  hold  for  the  use  of  his 
employes,  and  the  goodwill  of  his  business'. 

To  the  things  in  his  possession  must  be  added  those  to 
which  he  has  a  right  and  from  which  he  is  drawing  income : 
iucluding  loans  which  he  has  made  on  mortgage  or  in  other 
ways,  and  all  the  command  over  capital  which  he  may  hold 
under  the  complex  forms  of  the  modern  "money  market." 
On  the  other  hand  debts  owed  by  him  must  be  deducted 
from  his  capital'. 


ports  of  the  modem  analysis  of  distribution  and  exchange  are  inapplicable  to  a 
primitive  commnnity ;  which  is  tme :  bnt  also  that  there  are  no  important  parts 
of  it  that  are  applicable ;  which  is  not  trae.  This  is  a  striking  instance  of  the 
dangers  that  arise  from  allowing  onrselves  to  become  the  servants  of  words, 
avoiding  the  hard  work  that  is  required  for  discovering  nnity  of  substance  onder- 
lying  variety  of  form. 

1  Under  this  head  are  to  be  reckoned  fancy  ball  dresses  that  are  let  ont  for 
hire,  bnt  not  the  honse  in  which  a  frugal  working  man  lives  if  he  happens  to  own 
it  himself ;  ices  in  the  hands  of  a  pastry-cook,  bnt  not  the  store  of  wheat  for  his 
own  nse  which  a  man  has  grown  on  his  allotment;  and  not  even  the  sewing- 
machine  with  which  his  wife  makes  clothes  for  the  family.  M.  Oide  has  used  the 
term  Lucrative  capital  to  denote  that  part  of  Trade  capital  which  "does  not 
really  serve  to  produce  new  wealth ;  bnt  merely  yields  an  income  to  its  owner." 

2  When  we  come  to  discuss  the  intricacies  of  the  modem  money  market  we 
shall  have  to  consider  the  limitations  under  which  coined  money,  bank  notes,  bank 
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§  4.     The  dominant  use  of.  the  term  Capital  for  ordinary    book  n. 

purposes  is  undoubtedly  that  to  which  the  name  of  Trade      _! ' 

capital  has  been  given :  and  we  may  look  at  the  causes  which  ^^ca^i 
have  given  it  this  prestige,  in  spite  of  its  disadvantages.  ^^  8^*"* 

Its  disadvantages  are  indeed  great  and  obvious.  For  in  spite  of 
instance  it  compels  us  to  regard  as  capital  the  yachts,  but  vantages, 
not  the  carriage,  belonging  to  a  yacht  builder.  If  therefore 
he  had  been  hiring  a  carriage  by  the  year,  and  instead 
of  continuing  to  do  so,  sold  a  yacht  to  a  carriage  builder 
who  had  been  hiring  it,  and  bought  a  carriage  for  his  own 
use ;  the  result  would  be  that  the  total  stock  of  capital  in  the 
country  would  be  diminished  by  a  yacht  and  a  carriage.  And 
this,  though  nothing  had  been  destroyed ;  and  though  there 
remained  the  same  products  of  saving,  themselves  pro- 
ductive of  as  great  benefits  to  the  individuals  concerned  and 
to  the  community  as  before,  and  probably  even  of  greater 
benefits. 

Nor  can  we  avail  ourselves  here  of  the  notion  that  capital  Trade 

is  distinguished  fi:om  other  forms  of  wealth  by  its  superior  the  only 

power  of  giving  employment  to  labour.     For  in  fact,  when  (^|jtS' 

yachts  and  carriages  are  in  the  hands  of  dealers  and  are  thus  ''?"«l> 
•'  .  "  .       .  gives  em- 

counted  as  capital,  less  employment  is  given  to  labour  by  a  ployment 

given  amount  of  yachting  or  carriage  driving  than  when  the 

yachts  and  carriages  are  in  private  hands  and  are  not  counted 

as  capital'. 

But  such  facts  as  these  are  often  overlooked ;  and  here  lies 
a  part  of  the  explanation  of  the  prestige  of  this  use  of  the 
term  Capital. 

Again,  the  relations  between  private  employers  and  their  Bm  it  does 

.  ±      •/  spcciftUv 

employed   seldom   enter   into   the   strategical    and    tactical  affect  the 
movements  of  the  conflicts  between  employers  and  employed;  thei^bonr 

Market 
deposits,  bank  credit  acconnts,  &c.  may  properly  he  regarded  as  capital,  firstly 
from  the  point  of  view  of  the  individvial,  and  secondly  from  that  of  the  com- 
monity. 

1  The  employment  of  labour  wonld  not  be  increased  bat  lessened  by  the 
substitution  of  professional  cooksbops  and  bakeries  (where  all  the  appliances  are 
reckoned  as  capital)  for  private  kitchens  (where  nothing  ia  reckoned  as  capital). 
Under  a  professional  employer,  the  workers  may  possibly  have  more  personal 
freedom :  bnt  they  almost  certainly  have  less  material  comfort,  and  lower  wages 
in  proportion  to  the  work  they  do  than  nnder  the  laser  regime  of  a  private 
employer. 

M.  10 
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BOOK  11.   or,  as  is  commonly  said,  between  capital  and  labour.     This 

— '     point  has  been  emphasized  by  Karl  Marx  and  others:  who 

and  it  has   have   avowedly  made    the    definition   of    capital    turn    on 
a  special      -ii 
place  in        it  . 

Market"^^  -^u*  further,  this  use  of  capital  is  prominent  in  the  Money 
Market  as  well  as  in  the  Labour  Market.  Loans  are  indeed 
made  on  houses  and  furniture,  on  yachts  and  carriages  in 
private  ownership :  but  they  are  relatively  rare.  And  Trade 
capital  is  habitually  connected  with  loans.  No  one  hesitates 
to  borrow  in  order  to  increase  the  trade  capital  at  his 
command,  when  he  can  see  a  good  opening  for  its  use :  and 
for  doing  this  he  can  pledge  his  own  trade  capital  more 
easily,  and  more  regularly  in  the  ordinary  course  of  business 
transactions,  than  he  could  his  furniture  or  his  private 
carriage.  Lastly,  a  man  makes  up  the  accounts  of  his  trade 
capital  carefully;  he  allows  for  depreciation  as  a  matter  of 
course  :  and  thus  he  keeps  his  stock  intact". 

In  eatimat-        R  5.     When  we  pass  to  the  social  point  of  view  we  are 

capital  at  liberty  to  neglect  many  rights  of  individual  ownership, 
and  to  lay  more  exclusive  stress  on  purely  economic 
considerations.  But  experience  shows  that  there  is  great 
difficulty  in  making  good  use  of  thjs  liberty'. 

mtemai  Something  is  indeed  clearly  gained  in  matters  of  detail. 

debts  may    _,       .  ° 

be  neglect-  For  mstance,  mortgages  and  other  debts  between  persons  of 
the  same  nation  (or  other  social  group)  can  be  omitted; 
since  the  entries  made  for  them  on  the  creditor  and  debtor 
side  of  the  national  capital  would  cancel  one  another. 

'  Their  point  of  view  is,  that  only  that  is  capital  which  is  a  means  of  production 
owned  by  one  person  (or  group  of  persons)  and  used  to  produce  things  for  the 
benefit  of  another,  generally  by  means  of  the  hired  labour  of  a  third ;  in  such  wise 
that  the  first  has  the  opportunity  of  plundering  or  exploiting  the  others. 

3  A  man  who  has  been  hiring  a  carriage  by  the  year,  can  bny  it  with  the 
produce  of  the  sale  of  railway  stock  that  yields  Tery  much  less  interest  than  he 
has  paid  as  hire.  If  he  lets  the  annual  income  accumulate  till  the  carriage  is 
worn  out,  it  will  more  than  suffice  to  buy  him  a  new  one :  and  thus  his  total  stock 
of  capital  will  have  been  increased  by  the  change.  But  there  is  a  chance  that 
he  will  not  do  this :  whereas,  so  long  as  the  carriage  was  owned  by  the  dealer, 
he  provided  for  replacing  it  in  the  ordinary  course  of  his  business. 

°  Bodbertns  emphasized  the  distinction  between  individual  rights  in  capital  in 
a  historic-juristic  sense  (KapitaZ  im  hUtoriach-rechtlichen  Sinne,  Kapital-vermogen, 
Kapital-besitz)  and  the  social  view  of  pure  capital.  And  this  distinction  has 
been  developed  by  Xnies,  Neumann,  Wagner  and  others. 
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Again,  though  the  balance  of  usage  and  convenience  is  in    book  n. 

favour  of  reckoning  rights  to  land  as  part   of  individual     _! " 

capital,  it  is  best  to  put  under  separate  heads  those  of  the  o^/^^ 
nation's  resources  which  were  made  by  men,  and  those  which 
were  not ;  and  to  separate  the  capital  which  is  the  result  of 
labour  and  saving  from  those  things  which  nature  has  given 
freely'. 

But  when  we  try  to  go  further,  and  to  apply  clear-cut  Opinions 
principles  to  the  line  of  demarcation  of  capital,  we  meet  a  the  relative 
great  divergence  of  opinion;  and  that  divergence  is  the  result,  ™its'cWeif 
not  of  accident,  but  of  causes  which  are  not  to  be  removed,      attnbutes. 

[For  the  notion  of  social  capital  enters  into  many  veins 
of  economic  thought ;  and  whatever  definition  a  writer  takes 
at  starting,  he  finds  that  the  various  elements  of  which 
capital  is  composed  dififer  more  or  less  from  one  another  in 
the  way  in  which  they  enter  into  the  different  problems  with 
which  he  has  successively  to  deal;  and  he  is  compelled  to 
supplement  his  standard  definition  by  an  explanation  of  the 
bearing  of  each  several  element  of  capital  on  the  point  at 
issue.~\Thus  the  divergence  at  starting  turns  out  to  be  a  less  Bntin  spite 
evil  than  it  seemed.  For  ultimately  there  is  a  general  con-  divergence, 
vergence ;  and  the  reader  is  brought  to  very  much  the  same 
conclusion  by  whatever  route  he  travels ;  though  it  may  in- 
deed require  a  little  trouble  to  discern  the  unity  in  substance, 
underlying  the  differences  in  the  words  which  are  used  by 
various  schools  of  economists  to  express  their  doctrines. 

For  instance,  whatever  definition  of  capital  be  taken,  it  there  is 
will  be  found  to  be  true  that  a  general  increase  of  capital  l^reement 
augments  the   demand   for   labour   and   raises    wages :  and  ?"P''*«*'<»1 
whatever  definition  be  taken  it  is  not  true  that  all  kinds  of 
capital  act  with  equal  force  in  this  direction,  or  that  it  is 
possible  to  say  how  great  an  effect  any  given  increase  in  the 
total  amount  of  capital  will  have  in  raising  wages,  without 
specially   inquiring   as   to   the   particular   form    which    the 
increase  has   taken.     This   inquiry  is   the  really  important 
part  of  the  work :  it  has  to  be  made,  and  it  is  made  by  all 

1  This  separation  is  not  indeed  always  very  easy.    See  Book  rv.  ch.  n. ;  Book 
V.  ch.  vm.,  IX.;  Book  vi.  ch.  x.,  xi. 
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BOOK  n.   careful  writers  in  very  much  the  same  manner,  and  it  comes 
_! — ■     to  the  same  result,  whatever  be  the  definition  of  capital  with 
which  we  have  started. 

We  may  pass  quickly  in  review  the  leading  notions  on 

which   various   writers   have   endeavoured  to  base   precise 

definitions. 

garded  '*         §  ^-     -^^^  Some  purposes  it  is  important  to  insist  on  the 

mainly  as   notion  of  prospectiveness,  and  to  regard  capital  as  a  store  of 

of  labour     things  the  result  of  human  efforts  and  sacrifices,  devoted 

saving,  jjjg^jjjiy  ^Q  securing  benefits  in  the  future  rather  than  in  the 

present.     But   those   who   have   tried   to   take  their  stand 

definitely   on   this  notion   have    found    themselves    on    an 

inclined  plane :  and  have  not  reached  a  stable  resting-place 

till  they  have  included  all  accumulated  wealth  as  capital'. 


•  It  may  be  said  that  a  stone  house,  which  will  last  many  hondred  years,  is 
more  tmly  capital  than  a  wooden  honse,  which  on  the  whole  gives  eqnal  ac- 
commodation in  the  present,  bnt  lasts  only  a  short  time:  and  that. costly  bnt 
thoronghly  efficient  machinery,  and  other  plant  of  the  Western  World,  are  more 
tmly  capital  than  the  slight  and  wasteful  apphances  of  poorer  and  less  prospective 
countries.  But  this  rather  helps  to  elucidate  the  notion  of  capital  than  to  define 
the  term.    We  shall  return  to  this  point  in  Book  in.  ch.  v.  and  Book  rr.  ch.  vu. 

It  may  be  noted  that  nearly  all  the  earher  French  Economists  have  followed 
in  the  lines  laid  doivn  by  the  Physiocrats  before  Adam  Smith  wrote,  and  used  the 
term  "capital"  very  much  in  the  sense  in  which  he  and  his  immediate  followers 
used  the  word  "  stock,"  to  include  all  accumulated  wealth  {vaieurs  accumnlees) ; 
i.e.  all  the  result  of  the  excess  of  production  over  consumption.  And  although  in 
recent  years  they  have  shown  a  decided  tendency  to  use  the  term  in  the  narrower 
English  sense,  there  is  at  the  same  time  a  considerable  movement  on  the  part  of 
some  of  the  profoundest  thinkers  in  Germany  and  England  in  the  du'ection  of  the 
older  and  broader  French  definition.  The  Physiocrats  were  undoubtedly  led  iu 
this  direction  by  their  bias  towards  mathematical  habits  of  thought;  because  it 
is  possible  to  represent  by  a  clear-cut  mathematical  formula  the  elements  of  past 
labours  that  were  devoted  to  providing  for  the  needs  of  the  future,  each  multiplied 
by  compound  interest  for  the  time  during  which  its  fruits  were  in  abeyance. 
This  formola  has  great  attractions,  bnt  it  does  not  correspond  closely  to  the 
conditions  of  real  life.  For  instance  it  takes  no  account  of  the  different  rates  of 
depreciation  of  different  products  of  past  labour,  according  as  the  purposes  for 
which  they  were  originally  intended  have  retained  their  ground,  or  have  become 
obsolete.  And  when  corrections  of  this  class  are  introduced  the  formula  loses  its 
one  great  merit  of  simplicity  combined  with  exactness. 

It  was  probably  Hermann's  mathematical  bias  that  inclined  him  to  say 
{Staatswirihschaftliche  Untersuchungen^  Ghs.  m.  and  v.)  that  capital  consists  of 
goods  "  which  are  a  lasting  source  of  satisfaction  that  has  exchange  value." 

Again,  Walras  (Miments  d'&conomie  Politique,  p.  197)  defines  capital  as 
"  every  kind  of  social  wealth  which  is  not  consumed  at  all,  or  is  consmued  but 
slowly;  every  utility  limited  in  quantity,  that  survives  the  first  use  which  is  made 
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§  7.     Accordingly  most  of  the  attempts  to  define  capital    book  n. 

from  a  purely  economic  point  of  view,  whether  in  England  or      J — ' 

other  countries,  have  turned  on  its  productivity :  and  have  ^"^^  ™' 

regarded  social  capital  as  a  means  for  acquisition  (Erwerhs-  mainly  <« 
o  A  ...       a  means  of 

kapital),   or   as   a   supply   of   the   requisites   of  production  produc- 

(Productions-mittel-Vorrath).     But  this  general  notion  has       ' 

been  treated  in  different  ways. 

According  to  the  older  English  traditions  capital  consists  and  firstly 

as  both 

of  those  things  which  aid  or  support  labour  in  production ;  sapporting 
or,  as  has  been  said  more  recentlj',  it  consists  of  those  things  SbomT™^ 

of  it;  in  one  word,  which  can  be  used  more  than  once:  a  honse,  a  piece  of 
fumitnre." 

The  American  Astronomer,  Newcomb  (Piinciples  of  Political  Economy,  Book 
II.  ch.  T.),  defines  capital  as  "wealth  desired  not  for  its  own  sake,  bnt  for  the  sake 
of  the  Sustenance  [i.«.  Consmnption-wealth]  which  it  will  enable  us  to  prodnce," 
and  proposes  that  we  should  debit  a  person  who  lives  in  a  hired  house  with 
negative  capital  to  the  amount  of  the  value  of  that  house.  He  thus  carries  out  to 
its  logical  conclusion  a  proposal  that  has  often  been  made  (as  for  instance  by 
Mr  Uacleod)  with  regard  to  the  loan  of  capital.  His  plan  simplifies  the  relation 
in  which  social  capital  stands  to  individual  capital ;  and  it  avoids  the  difficulty, 
which  has  been  noticed  in  the  text,  of  having  to  say  that  when  a  boat  builder  hires 
his  carriage  from  a  carriage  builder,  who  meanwhile  hires  his  yacht  from  the  boat 
builder,  the  capital  of  each  would  be  diminished  if  each  were  to  buy  the  thing  that 
he  has  been  hiring.  Bnt  his  plan  still  fails  to  exhibit  clearly  the  increased  pro- 
vision for  the  future  which  is  made  when  a  durable  stone  honse  is  substituted  for 
a  perishable  wooden  one,  which  gave  for  the  time  equal  accommodation. 

The  same  mathematical  bias  has  led  Jevons  to  a  very  similar  conclusion  (see 
in  particular  his  "  Quantitative  Notions  concerning  Capital,"  and  his  argument 
that  "  Articles  in  the  consumer's  bauds  are  capital,"  in  ch.  vii.  of  his  Theo>tj  of 
Political  Economy).  His  position  is  thus  admirably  described  by  M.  Oide: — 
"Stanley  Jevons  asserts  that  stores  of  food  are  typical  capital,  and  are  its 
essential  and  primordial  manifestations  whence  all  the  other  forms  have  sprung. 
Indeed  his  premise  is  that  the  true  function  of  capital  is  to  support  the  worker 
while  waiting  for  the  moment  when  his  labour  can  give  good  results.  This 
definition  of  the  function  of  capital  necessarily  requires  it  to  exist  under  the  shape 
of  means  of  subsistence,  of  advances.  Of  these,  all  tools,  machines,  railways,  etc. 
would  be  only  derivative  forms,  for  their  production  takes  some  time,  perhaps  a 
considerable  period;  and  hence  they  must  have  required  a  previous  amount  of 
advances  in  the  shape  of  stores  of  food.  It  is  to  this  primary  form,  therefore, 
that  we  have  always  to  return."  It  will  be  seen  that  Prof.  Bobm-Bawerk  has 
mistaken  its  drift,  when  he  says  (Positive  Capital,  Book  i.  ch.  v.)  that  "  if  it  were 
correct  every  land  would  be  rich  in  capital  in  proportion  as  its  wages  were  high 
and  its  means  of  subsistence  cheap." 

Knies  defines  capital  as  the  existing  stock  of  goods  "  which  is  ready  to  be 
applied  to  the  satisfaction  of  demand  in  the  future."  And  Nicholson  says : — "  The 
line  of  thought  suggested  by  Adam  Smith  and  developed  by  Enies  is  found  to  lead 
to  this  result :  Capital  is  wealth  set  aside  for  the  satisfaction — directly  or  indi- 
rectly  of  future  needs."    Bnt  the  term  "  set  aside  "  does  not  seem  to  give  a  clue 

to  a  solution  of  the  difficulties  mentioned  in  the  text. 
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BOOK  n. 
CH.  IV. 


Cmi- 

sumption 

capital. 


Auxiliary 
ea^tal. 


without  which  production  could  not  be  carried  on  with  equal 
eflSciency,  but  which  are  not  free  gifts  of  nature.  From  this 
point  of  view  it  has  been  divided  into  Consumption  capital 
and  Auxiliary  capital. 

Gonsv/mption  capital  consists  of  goods  in  a  form  to  satisfy 
wants  directly;  that  is,  goods  which  afford  a  direct  sus- 
tenance to  the  workers,  such  as  food,  clothes,  house-room,  &c. 

Auxiliary  capital  is  so  called  because  it  consists  of  all 
the  goods  that  aid  labour  in  production.  Under  this  head 
come  tools,  machines,  factories,  railways,  docks,  ships,  &c. ; 
and  raw  materials  of  all  kinds\ 

Unfortunately  capital  regarded  from  this  point  of  view 
has  often  been  taken  to  include  all  the  things  which 
employers  directly  or  indirectly  provide  in  payment  for  the 
work  of  their  employees — Wage  capital  or  Remuneratory 
capital,  as  it  is  called;  but  yet  not  to  include  any  of  the 
things  needed  for  their  own  support,  or  that  of  architects, 
engineers,  and  other  professional  men.  To  complete  this 
notion  of  capital  we  should  include  the  necessaries  for 
efficiency  of  all  classes  of  workers;  and  ought,  strictly 
speaking,  to  exclude  the  luxuries  of  the  manual  labour 
classes  as  well  as  of  other  workers.  But  if  it  had  been 
pushed  to  this  logical  conclusion,  it  would  not  have  played 
the  prominent  part  which  it  did  in  the  discussion  of  the 
relations  of  employers  and  employed  in  the  first  half  of  the 
century^ 

1  See  above,  p.  133. 

^  Of  conrse  there  is  a  fringe  of  debateable  gronnd  at  the  margin  of  each 
definition.  A  factor;  is  Auxiliary  capital  simply ;  a  weaver's  cottage  in  which  he 
plies  his  trade  is  partly  Auxiliary  and  partly  Conanmption  capital.  The  private 
dwelling-honse  of  a  rich  man  engaged  in  baainess  is  Consumption  capital  to  the 
extent  of  that  accommodation  which  directly  contributes  to  the  health  and 
efSciency  of  himself  and  bis  family:  but  beyond  that,  it  is  not  capital  at  all, 
iu  the  use  of  the  term  which  we  are  adopting. 

Held  laid  stress  on  the  relation  between  the  definition  of  capital  and  the 
practical  problems  which  were  then  prominent.  People  were  anxious  to  insist 
that  the  welfare  of  the  working  classes  depended  on  a  provision  of  the  means  of 
employment  and  sustenance  made  beforehand :  and  to  emphasize  the  dangers  of 
attempting  to  make  employment  for  them  artificially  under  the  extravagance  of 
the  Protective  system  and  the  old  Poor-law.  (Held's  point  of  view  has  been 
developed  with  great  acumen  in  Mr  Cannan's  suggestive  and  interesting  Produc- 
tion and  Distributimi,  1776 — 1848 :  though  some  of  the  utterances  of  the  earlier 
economists  seem  capable  of  interpretation  quite  as  obvious  as  those  which 
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§  8.     In    other    countries    however,  and    especially  in    book  u. 

Germany  and  Austria,  there  has  been  some  tendency  to     _! ' 

confine  capital  (from  the  social  point  of  view)  to  that  which  g^^'  ^^' 
Enfflish  writers  have  called  Auxiliary  capital,  and  which  is  mainly  as  a 

.  .  •/        A  means  of 

now  sometimes  called  Instrumental  capital.     It   is   argued  produc- 
that  in  order  to  keep  clear  the  contrast  between  production  aiding  but 
and   consumption,  nothing  which  enters  directly  into  con-  ^rtfng 
sumption  should  be  regarded  as  a  means  to  production.     But  lalx*""". 
there  appears  no  good  reason  why  a  thing  should  not  be 
regarded  in  a  twofold  capacity,  if  it  be  found  convenient  to 
do  so\ 

It  is  further  argued  that  those  things  which  render 
their  services  to  man  not  directly,  but  through  the  part 
which  they  play  in  preparing  other  things  for  his  use,  form  a 
compact  class ;  because  their  value  is  derived  from  that  of 
the  things  which  they  help  to  produce.  There  is  much  to  be 
said  for  having  a  name  for  this  group.  But  there  is  room  for 
doubt  whether  capital  is  a  good  name  for  it;  and  also  for 
doubt  whether  the  group  is  as  compact  as  it  appears  at  first 
sight''. 

Mr  Carman  attaches  to  them,  and  more  consistent  with  the  belief  that  they  were 
not  greatly  deficient  in  common  sense.) 

The  following  are  among  the  chief  definitions  of  capital  by  Adam  Smith's 
English  followers: — Bicardo  says: — "Capital  is  that  part  of  the  wealth  of  a 
country  which  is  employed  in  production  and  consists  of  food,  clothing,  tools,  raw 
materials,  machinery,  etc.  necessary  to  give  effect  to  labour."  Malthus  says : — 
"  Capital  is  that  portion  of  the  stock  of  a  country  which  is  kept  or  employed  with 
a  view  to  profit  in  the  production  and  distribution  of  wealth."  Senior  says : — 
"  Capital  is  an  article  of  wealth,  the  result  of  human  exertion,  employed  in  the 
production  or  distribution  of  wealth."  John  Stuart  Mill  says: — "What  capital 
does  for  production,  is  to  afford  the  shelter,  protection,  tools  and  materials  which 
the  work  requires,  and  to  feed  and  otherwise  maintain  the  labourers  during  the 
process.  Whatever  things  are  destined  for  this  use  are  capital."  We  shall  have 
to  return  to  this  conception  of  capital  in  connection  with  the  so-called  Wages 
Fund  doctrine. 

'  An  argument  to  this  effect  is  given  by  Wagner  (GrwidUgung,  Ed.  ni.  pp. 
315 — 6) ;  who  includes  Consnmer's  capital  in  his  excellent  and  almost  exhaustive 
discussion  of  the  subject. 

^  Thus  we  may  define  instrumental  goods  so  as  to  include  tramways  and  other 
things  which  derive  their  value  from  the  personal  services  which  they  render ;  or 
we  may  follow  the  example  of  the  old  use  of  the  phrase  productive  labour,  and 
insist  that  those  things  only  are  properly  to  be  regarded  as  instrumental  goods 
the  work  of  which  is  directly  embodied  in  a  material  product.  The  former 
definition  brings  this  use  of  the  term  rather  close  to  that  discussed  in  the  last 
section  and  shares  with  it  the  demerit  of  vagueness.    The  latter  is  a  little  more 
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§  9.  Thus  we  finally  arrive  at  the  conclusion  fore- 
shadowed at  the  beginning  of  this  chapter.  There  are 
several  more  or  less  precise  definitions  of  capital,  which  are 
useful  for  certain  special  purposes :  and  there  may  be  some- 
thing to  be  said  for  inventing  separate  terms  for  each  of 
them.  But  there  is  no  one  rigid  definition  which  is  univer- 
sally available.  Something  must  be  left  for  explanation  by 
the  context. 

Whenever  capital  is  being  discussed  from  the  in- 
dividual point  of  view,  it  will  be  taken  in  this  treatise 
to  mean  trade  capital  unless  the  contrary  is  explicitly 
stated. 

But  we  shall  be  much  occupied  in  considering  the  way 
in  which  the  three  agents  of  production,  land  (that  is, 
natural  agents),  labour  and  capital,  contribute  to  producing 
the  national  income  (or  the  National  Dividend,  as  it  will  be 
called  later  on);  and  the  way  in  which  this  is  distributed 
between  the  three  agents. 

Now  there  is  a  tacit,  but  thorough  agreement  among  all 
writers  on  economics,  to  treat  this  income  in  its  broad  out- 
lines only,  and  not  to  trouble  about  petty  details  So  far  as 
scientific  considerations  go,  we  should  be  quite  at  liberty  to 
count  as  part  of  that  income  all  the  income  of  benefit  that 
everyone  derives  from  the  use  of  his  own  clothes,  furniture, 
&c.  If  we  did  that,  we  should  need  to  count  everyone  to 
this  extent  as  a  capitalist ;  and  to  credit  him  under  this  head 
with  the  share  of  the  total  national  income  which  corre- 


definite:  bnt  seems  to  make  an  artificial  distinction  where  nature  has  made 
none,  and  to  be  as  unsuitable  for  scientific  purposes  as  the  old  use  of  productive 
labour. 

Prof.  Bohm-Bawerk  defines  Social  capital  "  as  a  group  of  products  destined  to 
serve  towards  further  production ;  or  briefly  a  group  of  Intermediate  products." 
He  formally  excludes  (Book  i.  ch.  vi.)  "dwelling  houses  and  other  kinds  of 
buildings  such  as  serve  immediately  for  any  purpose  of  enjoyment  or  education  or  ' 
culture,"  and  perhaps  he  wonld  exclude  all  things  that  are  intermediate  to  the 
performance  of  personal  services,  as  distinguished  from  material  goods ;  but  if  so  he 
must  exclude  hotels,  tramways,  passenger  ships,  trains,  &c.;  and  perhaps  even 
plant  for  supplying  the  electric  light  for  private  dwellings ;  and  that  would  deprive 
the  notion  of  capital  of  all  practical  interest.  Further  there  seems  no  good  ground 
for  excluding  the  public  theatre  while  including  the  tramcar,  which  would  not 
justify  the  inclusion  of  miUa  engaged  in  making  home-spun  and  excluding 
those  engaged  in  making  lace. 
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spends  to  the  use  value  of  his  own  goods.     But  in  ordinary    book  n. 
life  no  one  ever  thinks  of  doing  this'.  .' 

It  will  be  found  that  except  in  this  problem  of  Distribu- 
tion it  is  important  practically  seldom  to  define  clearly  the 
limits  of  social  capital:  and  that  even  in  this  problem,  a 
precise  definition  is  needed  chiefly  for  the  purpose  of  securing 
that  we  do  not  count  in  some  parts  of  the  true  national  in- 
come twice  and  others  not  at  all. 

The  ordinary  practice  of  life,  as  exemplified  in  the  rules  of 
the  income  tax  commissioners,  is  governed  by  the  same  con- 
siderations as  that  of  economists  in  this  matter.  For  the 
purposes  of  both,  it  is  expedient  to  count  in  everything 
which  is  commonly  regarded  as  a  means  of  income  and 
treated  in  a  business  fashion ;  even  though  it  may  happen, 
like  a  dwelling-house  inhabited  by  its  owner,  to  yield  its 
income  of  comfort  directly:  and  this  partly  because  of  its 
intrinsic  importance,  and  partly  because  the  real  income 
accruing  from  it  can  easily  be  separated  off  and  estimated. 

In  all  discussions  of  Distribution  therefore,  in  the  present 
treatise,  capital  (regarded  from  the  social  point  of  view)  will 
be  taken  to  consist  of  those  kinds  of  wealth  (other  than  the 
free  gifts  of  nature)  which  yield  income  that  is  generally 
reckoned  as  such  in  common  discourse :  together  with  similar 
things  in  public  ownership,  such  as  government  factories. 

Thus  it  will  include  all  things  held  for  trade  purposes, 
whether  machinery,  raw  material  or  finished  goods ;  theatres 
and  hotels,  home  farms  and  houses :  but  not  farniture  or 
clothes  owned  by  those  who  use  them.  For  the  former  are 
and  the  latter  are  not  commonly  regarded  as  yielding  income 
by  the  world  at  large,  as  is  shown  by  the  practice  of  the 
income  tax  commissioners. 

It  will  be  found  that  nearly  every  broad  proposition  which 
is  commonly  made  as  to  the  relations  between  national 
or  social  well-being  and  national  or  social  capital  is  true 
of  capital  thus  defined. 

There  remain  some  minor  points  to  be  noticed  firstly  in 
relation  to  Capital,  and  secondly  in  relation  to  Income. 

1  As  has  been  already  intimated  however  the  application  of  mathematical 
phrases  to  the  problem  of  Distribntion  tends  towards  doing  it. 
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BOOK  n. 
CH.  IV. 

Circu- 
lating and 
Fixed 
capital. 

Specialized 
capital. 


A  cantion 
against  a 
source  of 
confnsion. 


Personal 
capital. 


§  10.  We  may  follow  Mill  in  distinguishing  Circulating 
capital  "which  fulfils  the  whole  of  its  office  in  the  production 
in  which  it  is  engaged,  by  a  single  use,"  from  Fixed  capital 
"  which  exists  in  a  durable  shape  and  the  return  to  which  is 
spread  over  a  period  of  corresponding  duration'." 

Sometimes  again  we  have  to  distinguish  certain  kinds  of 
capital  as  Specialized  because  having  been  designed  for  use  in 
one  trade  they  cannot  easily  be  diverted  to  another. 

Mill  and  others  have  used  fixed  capital  sometimes  in  the 
sense  that  we  have  retained  for  it,  sometimes  in  the  senses 
that  we  have  given  to  specialized  and  to  auxiliary  capital. 
But  there  is  much  fixed  capital  which  is  not  specialized, 
such  as  buildings  and  some  kinds  of  machinery  which  are 
adapted  to  many  different  trades :  while  materials  of  manu- 
facture and  some  other  kinds  of  circulating  capital  are 
specialized.  Again  much  fixed  capital  is  also  consumption 
capital,  as  for  instance  workmen's  cottages. 

We  have  already  defined  personal  wealth  to  consist  firstly 
of  those  energies,  faculties  and  habits  which  directly  con- 
tribute to  making  people  industrially  efficient,  and  secondly 
of  their  business  connections  and  associations  of  every  kind. 
All  these  are  productive ;  and  therefore  if  they  are  to  be 
reckoned  as  wealth  at  all,  they  are  also  to  be  reckoned  as 
capital.  Thus  personal  wealth  and  personal  capital  are 
convertible ;  and  it  seems  best  to  follow  here  the  same  course 
as  in  the  case  of  wealth,  and  for  the  same  reasons.  That  is, 
it  is  best  to  assume  that  the  term  "capital"  when  taken 
alone  includes  none  but  external  goods ;  but  yet  to  raise  no 


1  Adam  Smith's  distinction  between  fixed  and  circulating  capital  tnmed  on 
the  question  whether  the  goods  "  jield  a  profit  without  changing  masters  "  or  not. 
Bicardo  made  it  turn  on  whether  they  are  "  of  slow  consumption  or  require  to  be 
frequently  reproduced ; "  but  he  truly  remarks  that  this  is  "  a  division  not  essentiiil 
and  in  which  the  line  of  demarcation  cannot  be  accurately  drawn."  Mill's  modifi- 
cation of  Bicardo's  definitions  of  these  terms  is  generally  accepted  by  modem 
economists. 

The  notion  of  the  fixedness  of  capital  is  like  to,  and  yet  difiereut  from,  the 
medieeval  notion  of  capital  as  the  caput  or  head  of  a  loan.  (See  Ashley's  History, 
Book  n.  ch.  vi. ;  but  also  Hewins'  review  of  it  in  the  Economic  Beview,  vol.  m. 
pp.  396  Sic.)  The  caput  is  a  fixed  stock  of  "  pure  capital,"  in  Prof.  Clark's  phrase ; 
for  goods  may  "  circulate "  through  it,  as  water  does  through  a  reservoir  that  is 
kept  at  a  constant  height. 
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objection  to  an  occasional  broad  use  of  the  term,  in  which  it    book  h. 
is  explicitly  stated  to  include  personal  capital.  _! ' 

§  11.     If  a  person  is  engaged  in  business,  he  is  sure  to 
have  to  incur  certain  outgoings  for  raw  material,  the  hire 
of  labour  &c.     And,  in  that  case,  his  true  or  Net  Income  is  Net 
found  by  deducting  from  his  gross  income  "the  outgoings 
that  belong  to  its  production'." 

Anything  which   a  person  does  for  which   he  is  paid  Elements 
directly  or  indirectly  in  money,  helps  to  swell  his  money  income 
income,  while  no  services  that  he  performs  for  himself  are  n^appear 
reckoned  as  adding  to  his  nominal  income,  though  they  may  in  the  form 

.  °  _  °    _         •'  •'  of  money 

be  a  very  important  part  of  his  total  real  income  if  they  are  are  iu  some 
of  a  kind  which  people  commonly  pay  for  having  done  for  being  over- 
them.     Thus  a  woman  who  makes  her  own  clothes  or  a  man  °°  *  ' 
who  digs  in  his  own   garden  or  repairs  his  own  house,  is 
earning  income  just  as  would  the  dressmaker,  gardener  or 
carpenter  who  might  be  hired  to  do  the  work. 

It  would  be  a  great  convenience  if  there  were  two  words 
available :  one  to  represent  a  person's  total  income  and  another 
his  money  income,  i.e.  that  part  of  his  total  income  which 
comes  to  him  in  the  form  of  money.  For  scientific  purposes 
it  would  be  best  that  the  word  income  when  occurring  alone 
should  always  mean  total  real  income.  But  as  this  plan  is 
inconsistent  with  general  usage  we  must,  whenever  there 
is  any  danger  of  misunderstanding,  say  distinctly  whether 
the  term  is  to  be  taken  in  its  narrower  or  its  broader 
use. 

§  12.     In  this  connection  we  may  introduce  a  term  ofpro- 
which  we  shall  have  to  make  fi-equent  use  hereafter.     The  ^Sition 
need  for  it  arises  from  the  fact  that  every  occupation  involves  °*^^jf  * 
other  disadvantages  besides  the  fatigue  of  the  work  required 
in  it,  and  every  occupation  offers  other  advantages  besides 
the  receipt  of  money  wages.     The  true  reward  which  an 
occupation  offers  to  labour  has  to  be  calculated  by  deducting 
the  money  value  of  all  its  disadvantages  from  that  of  all  its 
advantages;    and  we  may  describe  this  true  reward  as  the 
Net  Advantages  of  the  occupation. 

1  See  a  report  of  a  Committee  of  the  British  Association,  1878. 
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BooKH.  Another  convenient  term  is  the  Usance  of  wealth.     It 

— J     consists  of  the  benefits  which  a  person  derives  from  the  owner- 

Usance  of   ship  of  Wealth  whether  he  uses  it  as  capital  or  not.     Thus  it 

corre-        includes  the  benefits  which  he  gets  from  the  use  of  his  own 

m^rent  of  piano,  equally  with  those  which  a  piano  dealer  would  win  by 

capital.      letting  out  a  piano  on  hire.     Thus  it  includes,  as  a  special 

case,  the  money  income  which  is  derived  from  capital.     This 

income  is  most  easily  measured  when  it  takes  the  form  of 

a  payment  made  by  a  borrower  for  the  use  of  a  loan  for,  say, 

a  year ;  it  is  then  expressed  as  the  ratio  which  that  payment 

bears  to  the  loan,  and  is  called  Interest. 

This  is  one  of  a  g;roup  of  notions  of  which  provisional 
definitions  may  conveniently  be  introduced  here. 
Profits,  When  a  man  is  engaged  in  business,  his  Profits  for  the 

year  are  the  excess  of  his  receipts  from  his  business  during 
the  year  over  his  outlay  for  his  business ;  the  difference  be- 
tween the  value  of  his  stock  and  plant  at  the  end  and  at  the 
beginning  of  the  year  being  taken  as  part  of  his  receipts  or 
as  part  of  his  outlay,  according  as  there  has  been  t^n  increase 
or  decrease  of  value.  What  remains  of  his  profits  after  de- 
ducting interest  on  his  capital  at  the  current  rate  may  be 
Earnings  called  his  Earnings  of  Undertaking  or  Management. 
ment,  The  income  derived  from  the  ownership  of  land  and  other 

and  Bent,    free  gifts  of  nature  is  called  Rent;  the  term  is  commonly 
,'   stretched,  so  as  to  include  the  income  derived  from  houses 
and  other  things  the  supply  of  which  is  limited  and  cannot 
quickly  be  increased ;  and  we  shall  need  to  stretch  it  yet 
further. 
Social  §  13.    Social  income  may  be  estimated  by  adding  together 

the  incomes  of  the  individuals  in  the  society  in  question, 
whether  it  be  a  nation  or  any  other  larger  or  smaller  group 
of  persons.  But  to  reckon  it  directly  is  for  most  purposes 
simplest  and  best.  Everything  that  is  produced  in  the  course 
of  a  year,  every  service  rendered,  every  fresh  utility  brought 
about  is  a  part  of  the  national  income. 

Thus  it  includes  the  benefit  derived  from  the  advice  of  a 
physician,  the  pleasure  got  from  hearing  a  professional  singer, 
and  the  enjoyment  of  all  other  services  which  one  person 
may  be  hired  to  perform  for  another.    It  includes  the  services 


income. 
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rendered .  not  only  by  the  omnibus  driver,  but  also  by  the    Boozn. 

coachman  who  drives  a  private  carriage.     It  includes  the        " 

services  of  the  domestic  servant  who  makes  or  mends  or  o/g^™!^ 

cleans  a  carpet  or  a  dress,  as  well  as  the  results  of  the  work  income 

-   ,  ,  ,  ....  that  are  m 

01  the  upholsterer,  the  milliner,  and  the  dyer.  danger  of 

We  must  however  be  careful  not  to  count  the  same  thing  omitted, 
twice.  If  we  have  counted  a  carpet  at  its  full  value,  we  have 
already  counted  the  values  of  the  yarn  and  the  labour  that 
were  used  in  making  it ;  and  these  must  not  be  counted 
again.  But  if  the  carpet  is  cleaned  by  domestic  servants  or 
at  steam  scouring  works,  the  value  of  the  labour  spent  in 
cleaning  it  must  be  counted  in  separately ;  for  otherwise  the 
results  of  this  labour  would  be  altogether  omitted  from 
the  inventory  of  those  newly-produced  commodities  and 
conveniences  which  constitute  the  real  income  of  the 
country. 

Again,  suppose  a  landowner  with  an  annual  income  of 
£10,000  hires  a  private  secretary  at  a  salary  of  £.500,  who 
hires  a  servant  at  wages  of  £50.  It  may  seem  that  if  the 
incomes  of  all  these  three  persons  are  counted  in  as  part  of 
the  net  income  of  the  country,  some  of  it  will  be  counted 
twice  over,  and  some  three  times.  But  this  is  not  the  case. 
The  landlord  transfers  to  his  secretary,  in  return  for  his 
assistance,  part  of  the  purchasing  power  derived  from  the 
produce  of  land;  and  the  secretary  again  transfers  part  of 
this  to  his  servant  in  return  for  his  assistance.  The  farm 
produce  the  value  of  which  goes  as  rent  to  the  landlord,  the 
assistance  which  the  landlord  derives  from  the  work  of  the 
secretary,  and  that  which  the  secretary  derives  from  the  work 
of  the  servant  are  independent  parts  of  the  real  net  income 
of  the  country;  and  therefore  the  £10,000  and  the  £500 
and  the  £50  which  are  their  money  measures,  must  all  be 
counted  in  when  we  are  estimating  the  income  of  the 
country '. 

§  14.     The  money  income  of  a  nation  gives  a  measure  National 
of  its  economic  prosperity,  which,  untrustworthy  as  it  is,  b^ttermea* 

'  Bnt  if  the  landlord  makes  an  allowance  of  £500  a  year  to  his  son,  that  must 
not  be  counted  aa  an  independent  income ;  because  no  services  are  rendered  for  it. 
And  it  wonld  not  be  assessed  to  the  income  tax. 
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BooKu.    is  yet  in  some  respects  better  than  that  afforded  by  the 

_! '     money  value  of  its  wealth. 

general  •^®'"  income  consists  chiefly  of  commodities  in  a  form  to 

economic    give  pleasure  directly;  while  the  greater  part  of  national  wealth 
than  na-     consists  of  the  means  of  production,  which  are  of  service  to 
wealth.       the  nation  only  in  so  far  as  they  contribute  to  producing  com- 
modities ready  for  consumption.     And  further,  though  this 
is  a  minor  point,  consumable  commodities,  being  more  port- 
able, have  more  nearly  uniform  prices  all  the  world  over 
,  than  the  things  used  in  producing  them:  the  prices  of  an 
acre  of  good  land  in  Manitoba  and  Kent  differ  more  than 
those  of  a  bushel  of  wheat  in  the  two  places. 

But  if  we  look  chiefly  at  the  income  of  a  country  we  must 
allow  for  the  depreciation  of  the  sources  from  which  it  is 
derived.  More  must  be  deducted  from  the  income  derived 
from  a  house  if  it  is  made  of  wood,  than  if  it  is  made  of  stone ; 
a  stone  house  counts  for  more  towards  the  real  richness  of 
a  country  than  a  wooden  house  which  gives  equally  good 
accommodation.  Again,  a  mine  which  yields  for  a  time  a 
large  income,  but  will  be  exhausted  in  a  few  years,  must  be 
counted  as  equivalent  to  a  field,  or  a  fishery,  which  yields 
a  much  smaller  annual  income  but  will  yield  that  income 
permanently^ 

I  All  estimates  of  a  nation's  richness  based  on  a  mere  money  measure  are 
necessarily  misleading,  chiefly  for  the  reasons  which  have  been  indicated  in 
the  chapter  on  wealth  and  the  present  chapter.  Bat  since  they  are  frequently 
made,  it  may  be  well  to  point  out  that  even  if  we  agree  for  any  special  purpose 
to  regard  the  richness  of  a  nation  as  represented  by  its  money  income  the 
question  which  of  two  nations  is  richer  than  another  is  still  ambiguous.  Is  the 
richness  of  a. nation  to  be  measured  by  the  aggregate  money  income  of  its  inhabi- 
tants or  by  their  average  income  ?  If  the  former,  India  is  richer  than  Holland ; 
if  the  latter,  Holland  is  far  richer  than  India.  The  latter  is  generally  the  more 
important  measure  for  the  purposes  of  the  student  of  social  science,  the  former  for 
those  of  the  diplomatist.  If,  however,  we  are  considering  a  nation's  Jiower  of 
bearing  a  long-continued  financial  strain  of  war,  we  may  measure  its  richness 
roughly  by  the  excess  of  the  sum  total  of  the  incomes  of  its  inhabitants  over 
what  is  required  to  supply  them  with  the  necessaries  of  life.  A  rough  notion  of 
the  economic  strength  of  a  nation,  for  the  purpose  of  comparison  with  that  of 
others,  may  be  got  by  multiplying  the  aggregate  income  of  its  inhabitants  by  their 
average  income. 


BOOK   III. 

DEMAND  OR  CONSUMPTION. 
CHAPTER   I. 

INTRODUCTORY. 

§  1.     The  older  definitions  of  economics  described  it  as   book  m. 

the  science  which  is  concerned  with   the   Production,  the     !_' 

Distribution,  the  Exchange,  and  the  Consumption  of  Wealth.  J^^  ^*" 
Later  experience  has  shown  that  the  problems  of  Distri-  which  the 

_  present 

bution  and  Exchange  are  so  closely  connected,  that  it  is  Book 
doubtful  whether  anything  is  to  be  gained  by  the  attempt  the  re- 
to  keep  them  separate.     There  is  however  a  good  deal  of  ^^^^''''^ 
general  reasoning  with  regard  to  the  relation  of  Demand  Volume. 
and  Supply  which  is  required  as  a  basis  for  the  practical 
problems  of  Value,  and  which  acts  as  an  underlying  back- 
bone, giving   unity  and   consistency  to  the   main   body  of 
economic  reasoning.     Its  very  breadth  and  genera,lity  mark 
it  off  from  the  more  concrete  problems  of  Distribution  and 
Exchange  to  which  it  is  subservient ;  and  therefore  it  is  put 
together  in  a  separate  Book  on  "The  General  Theory  of 
Demand  and  Supply"  which  (together  with  a  supplementary 
discussion  of  some  points  of  difficulty  in  the  relation  of  Cost 
of  Production  to  Value)  prepare  the  way  for  "Distribution 
and  Exchange,  or  Value."     But  first  of  all  come  "Demand 
or  Consumption,"  i.e.  the  Theory  of  Wants;  and  "Produc- 
tion or  Supply,"  i.e.  the  Theory  of  the  Efforts  and  Sacrifices 
devoted  to  the  satisfaction  of  Wants. 
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BooKDi.         The  latter  of  these  two  Books  corresponds  in  general 
character  to  that  discussion  of  Production  to  which  a  large 
place   has   been  given   in  nearly  all   English   treatises  on 
general  economics  during  the  last  two  generations ;  although 
its  relation  to  the  problems  of  Demand  and  Supply  has  not 
been  made  sufficiently  clear. 
Very  uttie        §  2.     But  until  recently  the  subject  of  Demand  or  Con- 
has  been     sumption  has  been  somewhat  neglected'.     For  important  as 
oentiy  to'*^  is  the  inquiry  how  to  turn  our  resources  to  the  best  account, 
the  subject  jj;  jg  jjq^  q^q  which  lends  itself,  so  far  as  the  expenditure  of 

of  Demaud  .... 

or  Con-      private  individuals  is  concerned,  to  the  methods  of  economics. 

The  common  sense  of  a  person  who  has  had  a  large  experience 

of  life  will  give  him  more  guidance  in  such  a  matter  than  he 

can  gain  from  subtle  economic  analyses ;  and  until  recently 

Bat  several  economists  said  little  on  the  subject,  because  they  really  had 

nowbring-  ^^t  much  to  say  that  was  not  the  common  property  of  all 

weateiT'**   sensible  people.     But  recently  several  causes  have  combined 

promiu-      to  give  the  subject  a  greater  prominence  in  economic  dis- 


ence. 

cussions. 


canse. 


The  first  The  first  of  these  is  the  growing  belief  that  harm  was 

done  by  Ricardo's  habit  of  laying  disproportionate  stress  on 
the  side  of  cost  of  production,  when  analysing  the  causes  that 
determine  exchange  value.  For  although  he  and  his  chief 
followers  were  aware  that  the  conditions  of  demand  played  as 
important  a  part  as  those  of  supply  in  determining  value,  yet 
they  did  not  express  their  meaning  with  sufficient  clearness, 
and  they  have  been  misunderstood  by  all  but  the  most 
careful  readers. 

The  second  Secondly,  the  growth  of  exact  habits  of  thought  in  eco- 
nomics is  making  people  more  cai-eful  to  state  distinctly  the 
premises  on  which  they  reason.  This  increased  care  is 
partly  due  to  the  application  by  some  writers  of  mathe- 
matical language  and  mathematical  habits  of  thought.  It 
is  indeed  doubtful  whether  much  has  been  gained  by  the 
use  of  complex  mathematical  formulae.  But  the  application 
of  mathematical  habits  of  thought  has  been  of  great  service ; 

1  James  Mill  indeed  called  a  large  part  of  his  Elements  of  Political  Economy 
by  the  title  "  Cousomption,"  but  It  is  reaUy  occupied  almost  exclusively  with  an 
inquiry  into  the  principles  of  Taxation. 


cause. 
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for  it  has  led  people  to  refuse  to  consider  a  problem  until  they   book  ni. 

are  quite  sure  what  the  problem  is ;  and  to  insist  on  knowing      _' 

what  is,  and  what  is  not  intended  to  be  assumed,  before 
proceeding  further.  This  has  in  its  turn  compelled  a  more 
careful  analysis  of  all  the  leading  conceptions  of  economics, 
and  especially  of  demand;  for  the  mere  attempt  to  state 
clearly  how  the  demand  for  a  thing  is  to  be  measured  opens 
up  new  aspects  of  the  main  problems  of  economics.  And 
though  the  theory  of  demand  is  yet  in  its  infancy,  we  can 
already  see  that  it  may  be  possible  to  collect  and  arrange 
statistics  of  consumption  in  such  a  way  as  to  throw  light  on 
difficult  questions  of  great  importance  to  public  well-being. 

Lastly,  the  spirit  of  the  age  induces  a  closer  attention  The  third 
to  the  question  whether  our  increasing  wealth  may  not  be  ''*™*- 
made  to  go  further  than  it  does  in  promoting  the  general 
well-being;  and  this  again  compels  us  to  examine  how  far 
the  exchange  value  of  any  element  of  wealth,  whether  in 
collective  or  individual  use,  represents  accurately  the  addi- 
tion which  it  makes  to  happiness  and  well-being. 

We  will   begin    this   Book  with   a   short   study  of  the  We  will 
variety   of  human   wants,   considered   in   their   relation  to  s  ^dy  of 
human  efforts   and   activities.     For  the  progressive  nature  reMon'to 
of  man  is  one  whole.     It  is  only  temporarily  and  provision-  e^<"^^- 
ally  that  we  can  with  profit  isolate  for  study  the  economic 
side  of  his  life ;  and  we  ought  to  be  careful  to  take  together 
in  one  view  the  whole  of  that  side.     There  is  a  special  need 
to  insist  on  this  just  now,  because  the  reaction  against  the 
comparative  neglect  of  the  theory  of  wants  by  Ricardo  and 
his  followers  shows  signs  of  being  carried  to  the  opposite 
extreme,  and  resulting  in  some  neglect  of  the  great  truth  on 
which   they  insisted   rightly,  though   too   exclusively,  that 
while  wants  are  the  rulers  of  life  among  the  lower  animals, 
it  is  to  changes  in  the  forms  of  efforts  and  activities  that 
we  must  turn  when  in  search  for  the  keynotes  of  the  history 
of  mankind. 
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CHAPTER  II. 

WANTS   IN    RELATION   TO   ACTIVITIES. 

BOOK  III.         §  1.     Human  wants  and  desires  are  countless  in  number 

°°  ""     and  very  various  in  kind.     The  uncivilized  man  indeed  has 

^fTh^*"*^  not  many  more  than  the  brute  animal ;  but  every  step  in  his 

savage  are  progress  upwards  increases  the  variety  of  his  needs  together 

with  the  variety  in  his  methods  of  satisfying  them.     He 

desires  not  merely  larger  quantities  of  the  things  he  has  been 

accustomed  to  consume,  but  better  qualities  of  those  things ; 

he  desires  a  greater  choice  of  things,  and  things  that  will 

satisfy  new  wants  growing  up  in  him. 

Thus  though  the  brute  and  the  savage  alike  have  their 

preferences  for  choice  morsels,  neither  of  them  cares  much 

butcivi-      for  variety  for  its  own  sake.      As,  however,  man  rises   in 

brings        civilization,  as  his  mind  becomes  developed,  and  even  his 

desire  for    animal  passions  begin  to  associate  themselves  with  mental 

toTts^own  activities,  his  wants  become  rapidly  more  subtle  and  more 

sate.  various ;  -and  in  the  minor  details  of  life  he  begins  to  desire 

change  for  the  sake  of  change,  long  before  he  has  consciously 

escaped  from  the  yoke  of  custom.     The  first  great  step  in 

this  direction  comes  with  the  art  of  making  a  fire :  gradually 

he  gets  to  accustom  himself  to  many  different  kinds  of  food 

and  drink  cooked  in  many  different  ways;  and  before  long 

monotony  begins  to  become  irksome  to  him,  and  he  finds  it 

a  great  hardship  when  accident  compels  him  to  live  for  a 

long  time  exclusively  on  one  or  two  kinds  of  food. 

Man's  As  a  man's  riches  increase  his  food  and  drink  become 

tof^     more  various  and  costly;    but  his  appetite  is  limited   by 

is  limited,    nature,  and  when  his  expenditure  on  food  is  extravagant  it 
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is  more  often  to  eratify  the  desires  of  hospitality  and  display    book  m. 

1  •    1  1      r-  1.         •>  cH.  u. 

than  to  indulge  his  own  senses.  

This  brings  us  to  remark  with  Senior  that  "  Strong  as  is  ^^^f^^ 

the  desire  for  variety,  it  is  weak  compared  with  the  desire  hospitality 

•^  -^     ,  ,  ,  13  a  means 

for  distinction:  a  feeling  which  if  we  consider  its  universality,  of  social 
and  its  constancy,  that  it  affects  all  men  and  at  all  times,  jj^>g 
that  it  comes  with  us  from  the  cradle  and  never  leaves  us  0™™?.'°"" 

distinction. 

till  we  go  into  the  grave,  may  be  pronounced  to  be  the  most 
powerful  of  human  passions."  This  great  half-truth  is  well 
illustrated  by  a  comparison  of  the  desire  for  choice  and 
various  food  with  that  for  choice  and  various  dress. 

§  2.     That  need  for  dress  which  is  the  result  of  natural  it  is  a 
causes  varies  with  the  climate  and  the  season  of  year,  and  a  source  of 
little  with  the  nature  of  a  person's  occupations.    But  in  dress  f^  ras^Uy 
conventional    wants   overshadow   those   which   are    natural.  ''>'*s*- 
Thus  in  many  of  the  earlier  stages  of  civilization  the  sump- 
tuary mandates  of  Law  and  Custom  have  rigidly  prescribed 
to  the  members  of  each  caste  or  industrial  grade,  the  style 
and  the  standard  of  expense  up  to  which  their  dress  must 
reach  and  beyond  which  they  may  not  go ;  and  part  of  the 
substance  of  these  mandates  remains  now,  though  subject  to 
rapid  change.     In  Scotland,  for  instance,  in  Adam  Smith's 
time  many  persons  were  allowed  by  custom  to  go  abroad 
without  shoes  and  stockings  who  may  not  do  so  now ;  and 
many  may  still  do  it  in  Scotland  who  might  not  in  England. 
Again,  in  England  now  a  well-to-do  labourer  is  expected  to 
appear  on  Sunday  in  a  black  coat  and,  in  some  places,  in  a 
silk  hat;  though  these  would  have  subjected  him  to  ridicule 
but  a  short  time  ago.     In  all  the  lower  ranks  of  life  there  is 
a  constant  increase  both  in  that  variety  and  expensiveness 
which  custom  requires  as  a  minimum,  and  in  that  which  it 
tolerates  as  a  maximum;  and  the  efforts  to  obtain  distinc- 
tion by  dress  are  extending  themselves  throughout  the  lower 
grades  of  English  society. 

But  in  the  upper  grades,  though  the  dress  of  women  is 
still  various  and  costly,  that  of  men  is  simple  and  inexpensive 
as  compared  with  what  it  was  in  Europe  not  long  ago,  and  is 
to-day  in  the  East.  For  those  men  who  are  most  truly 
distinguished  on  their  own  account,  have  a  natural  dislike  to 

11—2 


164 


WANTS  IN  RELATION  TO  ACTIVITIES. 


BOOK  ni. 
CH.  n. 

Abundant 
house 
room  is 
desired 
less  for  the 
sake  of 
direct 
enjoyment. 


than  as  a 

means 

towards 

efficiency 

and  as  a 

mark  of 

distinction. 


Wants 

resulting 

from 

scientific 

sesthetic 

activities. 


Athletic 
activities ; 


seem  to  claim  attention  by  their  dress;  and  they  have  set 
the  fashion'. 

§  3.  House  room  satisfies  the  imperative  need  for  shelter 
from  the  weather :  but  that  need  plays  very  little  part  in  the 
effective  demand  for  house  room.  For  though  a  small  but 
well-built  cabin  gives  excellent  shelter,  its  stifling  atmosphere, 
its  necessary  uncleanliness,  and  its  want  of  the  decencies  and 
the  quiet  of  life  are  great  evils.  It  is  not  so  much  that  they 
cause  physical  discomfort  as  that  they  tend  to  stunt  the 
faculties,  and  limit  people's  higher  activities.  With  every 
increase  in  these  activities  the  demand  for  larger  house  room 
becomes  more  urgent*. 

And  therefore  relatively  large  and  well-appointed  house 
room  is,  even  in  the  lowest  social  ranks,  at  once  a  "  necessary 
for  efficiency',"  and  the  most  convenient  and  obvious  way  of 
advancing  a  material  claim  to  social  distinction.  And  even 
in  those  grades  in  which  everyone  has  house  room  sufficient 
for  the  higher  activities  of  himself  and  his  family,  a  yet 
further  and  almost  unlimited  increase  is  desired  as  a  requisite 
for  the  exercise  of  many  of  the  higher  social  activities. 

§  4.  It  is  again  the  desire  for  the  exercise  and  develop- 
ment of  activities,  spreading  through  every  rank  of  society, 
which  leads  not  only  to  the  pursuit  of  science,  literature  and 
art  for  their  own  sake,  but  to  the  rapidly  increasing  demand 
for  the  work  of  those  who  pursue  them  as  professions. 
Leisure  is  used  less  and  less  as  an  opportunity  for  mere 


1  A  woman  ma;  display  wealth,  bat  she  may  not  display  only  her  wealth,  by 
her  dress;  or  else  she  defeats  her  ends.  She  must  also  suggest  some  distinction 
of  character  as  well  as  of  wealth :  for  thongh  her  dress  may  owe  more  to  her  dress- 
maker than  to  herself,  yet  there  is  a  traditional  assnmption  that,  being  less  bnsy 
than  man  with  external  affairs,  she  can  give  more  time  to  taking  thonght  as  to  her 
dress.  Even  under  the  sway  of  modem  fashions,  to  be  "well  dressed" — not 
"expensively  dressed" — is  a  reasonable  minor  aim  for  those  who  desire  to  be 
distinguished  for  their  faculties  and  abilities ;  and  this  will  be  still  more  the  case 
if  the  evil  dominion  of  the  wanton  vagaries  of  fashion  should  pass  away.  For 
to  arrange  costumes  beautiful  in  themselves,  various  and  well-adapted  to  their 
purposes,  is  an  object  worthy  of  high  endeavour ;  it  belongs  to  the  same  class, 
thongh  not  to  the  same  rank  in  that  class,  as  the  painting  of  a  good  picture. 

>  It  is  true  that  many  active  minded  working  men  prefer  cramped  lodgings  in 
a  town  to  a  roomy  cottage  in  the  country ;  but  that  is  because  they  have  a  strong 
taste  for  those  activities  for  which  a  country  life  offers  little  scope. 

>  See  Book  II.  ch.  m.  §  S. 
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stagnation;  and  there  is  a  growing  desire  for  those  amuse-    bookih. 
ments,  such  as  athletic  games  and  travelling,  which  develop      °  "' 
activities,  rather  than  indulge  any  sensuous  craving*.  the  desire 

For  indeed  the  desire  for  excellence  for  its  own  sake,  is  Gradations 
almost  as  wide  in  its  range  as  the  lower  desire  for  distinction,  aesire  for 
As  that  graduates  down  from  the  ambition  of  those  who  may  ""l*®"'^- 
hope  that  their  names  will  be  in  men's  mouths  in  distant 
lands  and  in  distant  times,  to  the  hope  of  the  country  lass 
that  the  new  ribbon  she  puts  on  for  Easter  may  not  pass 
unnoticed  by  her  neighbours ;  so  the  desire  for  excellence  for 
its  own  sake  graduates  down  from  that  of  a  Newton,  or  a 
Stradivarius,  to  that  of  the  fisherman  who,  even  when  no  one 
is  looking  and  he  is  not  in  a  hurry,  delights  in  handling  his 
craft  well,  and  in  the  fact  that  she  is  well  built  and  responds 
promptly  to  his  guidance.  Desires  of  this  kind  exert  a 
great  influence  on  the  supply  of  the  highest  faculties  and 
the  greatest  inventions ;  and  they  are  not  unimportant  on 
the  side  of  demand.  For  a  large  part  of  the  demand  for 
the  most  highly  skilled  professional  services  and  the  best 
work  of  the  mechanical  artisan,  arises  from  the  delight  that 
people  have  in  the  training  of  their  own  faculties,  and  in 
exercising  them  by  aid  of  the  most  delicately  adjusted  and 
responsive  implements. 

Speaking  broadly  therefore,  although  it  is  man's  wants  in  a 
in  the  earliest  stages  of  his  development  that  give  rise  to  state  mw 
his  activities,  yet  afterwards  each  new  step  upwards  is  to  be  SioM«** 
regarded  rather  as  the  development  of  new  activities  giving  f^^  ^»y 
rise  to  new  wants,  than  that  of  new  wants  giving  rise  to  wants, 
new  activities. 

We  see  this  clearly  if  we  look  away  from  healthy  con-  |>nt  not 
ditions  of  life,  where  new  activities  are  constantly  being 
developed ;  and  watch  the  West  Indian  negro,  using  his  new 
freedom  and  wealth  not  to  get  the  means  of  satisfying  new 
wants,  but  in  idle  stagnation  that  is  not  rest ;  or  again  look  unhealthy 
at  that  rapidly  lessening  part  of  the  English  working  classes, 

^  As  a  minor  point  it  may  be  noticed  that  those  drinks  which  stimulate  the 
mental  activities  are  largely  displacing  those  which  merely  gratify  the  senses. 
The  consumption  of  tea  is  increasing  very  fast  while  that  of  alcohol  is  stationary  ; 
and  there  is  in  all  ranks  of  society  a  diminishing  demand  for  the  grosser  and  more 
immediately  stupefying  forms  of  alcohol. 
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BOOK  HI.   who  have  no  ambition  and  no  pride  or  delight  in  the  growth 

of  their  faculties  and  activities,  and  spend  on  drink  whatever 

surplus  their  wages  afford  over  the  bare  necessaries  of  a 

squalid  life. 

The  It  is  not  true  therefore  that  "  the  Theory  of  Consumption 

wants  can  ^^  *^®  Scientific  basis  of  economies'."     For  much  that  is  of 

claim  no      chief  interest  in  the  science  of  wants,  is  borrowed  from  the 

supremacy        .  ... 

over  the  science  of  efforts  and  activities.  These  two  supplement 
efforts.  one  another;  either  is  incomplete  without  the  other.  But 
if  either,  more  than  the  other,  may  claim  to  be  the  inter- 
preter of  the  history  of  man,  whether  on  the  economic  side 
or  any  other,  it  is  the  science  of  activities  and  not  that  of 
wants;  and  M''Culloch  indicated  their  true  relations  when, 
discussing  "  the  Progressive  Nature  of  Man',"  he  said: — "The 
gratification  of  a  want  or  a  desire  is  merely  a  step  to  some 
new  pursuit.  In  every  stage  of  his  progress  he  is  destined 
to  contrive  and  invent,  to  engage  in  new  undertakings ; 
and,  when  these  are  accomplished  to  enter  with  fresh  energy 
upon  others." 

From  this  it  follows  that  such  a  discussion  of  demand 
as  is  possible  at  this  stage  of  our  work,  must  be  confined 
to  an  elementary  analysis  of  an  almost  purely  formal  kind. 
The  higher  study  of  consumption  must  come  after,  and  not 
before,  the  main  body  of  economic  analysis;  and,  though 
it  may  have  its  beginning  within  the  proper  domain  of 
economics,  it  cannot  find  its  conclusions  there,  but  must 
extend  far  beyond'. 

1  This  doctrine  is  laid  down  by  Banfield,  and  adopted  by  Jevons  as  the  key  of 
bis  position.  It  is  unfortunate  that  here  as  elsewhere  Jevons'  delight  in  stating 
his  case  strongly  has  led  hiiti  to  a  conclusion,  which  not  only  is  inaccurate, 
but  does  mischief  by  implying  that  the  older  economists  were  more  at  fault 
than  they  really  were.  Banfield  says  "  the  first  proposition  of  the  theory  of  con- 
sumption is  that  the  satisfaction  of  every  lower  want  in  the  scale  creates  a  desire 
of  a  higher  character."  And  if  this  were  true,  the  above  doctrine,  which  he  bases 
on  it,  would  be  true  also.  But,  as  Jevons  points  out  {Theory,  2nd  Ed.  p.  59),  it  is 
not  true :  and  he  substitutes  for  it  the  statement  that  the  satisfaction  of  a  lower 
want  permits  a  higher  want  to  manifest  itself.  That  is  a  true  and  indeed  an 
identical  proposition :  but  it  affords  no  support  to  the  claims  of  the  Theory  of  Con- 
sumption to  supremacy. 

^  Political  Economy,  ch.  n. 

°  The  formal  classification  of  Wants  is  a  task  not  without  interest ;  but  it  is 
not  needed  for  our  purposes.  The  basis  of  most  modem  work  in  this  direction 
is  to  be  fomid  in  Hermann's  Staatswirthschafiliche  Untersuchimgen,  Ch.  u„  where 
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he  classified  wants  as  "  absolute  and  relative,  higher  and  lower,  urgent  and  capable    book  ni. 
of  postponement,  positive  and  negative,  direct  and  indirect,  general  and  particnlar,       oh.  ii. 
constant  and  interrapted,  permanent  and  temporary,  ordinary  and  extraordinary, 
present  and  fatnre,  individnal  and  collective,  private  and  public." 

Some  analysis  of  wants  and  desires  is  to  be  foond  in  the  great  majority  of 
French  and  other  Continental  treatises  on  economics  even  of  the  last  generation : 
but  the  rigid  boundaries  which  English  writers  have  ascribed  to  their  science, 
has  excluded  such  discussions.  And  it  is  a  characteristic  fact  that  there  is  no 
allusion  to  them  in  Bentham's  Manual  of  Political  Economy,  although  his  profomid 
analysis  of  them  in  the  Pnndples  of  Morals  and  Legislation  and  in  the  Table  of 
the  Springs  of  Human  Action  has  exercised  a  wide-spread  influence.  Hermann 
had  studied  Bentham;  and  on  the  other  band  Banfield,  whose  lectures  were 
perhaps  the  first  ever  given  in  an  English  University  that  owed  much  directly  to 
German  economic  thought,  acknowledges  special  obligations  to  Hermann.  In 
England  the  way  was  prepared  for  Jevons*  excellent  work  on  the  Theory 
of  Wants,  by  Bentham  himself ;  by  Senior,  whose  short  remarks  on  the  subject 
are  pregnant  with  far-reaching  hints,  by  Banfield,  and  by  the  AustraUan  Heam. 
Heam's  Phitology  or  Theory  of  the  Efforts  to  satisfy  Human  Wants  is  at  once 
simple  and  profound:  it  affords  an  admirable  example  of  the  way  in  which 
detailed  analysis  may  be  applied  to  afford  a  training  of  a  very  high  order  for  the 
young,  and  to  give  them  an  intelligent  aojuaintance  with  the  economic  conditions 
of  life,  without  forcing  npon  them  any  particnlar  solution  of  those  more  difScnlt 
problems  on  which  they  are  not  yet  able  to  form  an  independent  judgment.  And 
at  about  the  sEime  time  as  Jevons'  Theory  appeared.  Prof.  Carl  Menger  initiated  the 
subtle  and  interesting  studies  of  Wants  and  Utilities  by  the  Austrian  school  of 
economists. 
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§  1.  We  have  seen  that  each  several  want  is  limited, 
and  that  with  every  increase  in  the  amount  of  a  thing  which 
a  man  has,  the  eagerness  of  his  desire  to  obtain  more  of  it 
diminishes ;  until  it  yields  place  to  the  desire  for  some  other 
thing,  of  which  perhaps  he  hardly  thought,  so  long  as  his 
more  urgent  wants  were  still  unsatisfied.  There  is  an  endless 
variety  of  wants,  but  there  is  a  limit  to  each  separate  want. 
This  familiar  and  fundamental  law  of  human  nature  may 
pass  by  the  name  of  the  Law  of  Satiable  Wants  or  the  Law 
of  Diminishing  Utility. 

It  may  be  written  thus : — 

The  Total  Utility  of  a  commodity  to  a  person  (that  is, 
the  total  benefit  or  satisfaction  yielded  to  him  by  it)  increases 
with  every  increment  in  his  stock  of  it,  but  not  as  fast  as 
his  stock  increases.  If  his  stock  of  it  increaees  at  a  uniform 
rate  the  benefit  derived  from  it  increases  at  a  diminishing 
rate. 

In  other  words,  the  additional  benefit  which  a  person 
derives  from  a  given  increment  of  his  stock  of  anything, 
diminishes  with  every  increase  in  the  stock  that  he  already 
has. 

The  increment  of  the  commodity  which  he  is  only  just 
induced  to  acquire  (whether  by  his  direct  labour  or  by 
purchase)  may  be  called  its  Marginal  Increment ;  because  he 
is  on  the  margin  of  doubt  whether  it  is  worth  his  while  to 
incur  the  outlay  required  to  obtain  it.  And  the  benefit- 
giving  power,  or  Utility,  of  that  increment  to  him  may  be 
called  the  Marginal   Utility  of  the  commodity  to  him.     It 
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is  the  marginal  increment  of  the  total  utility  of  his  whole  bookhi. 

stock  of  the  commodity.   And  thus  the  law  may  be  worded: —      _! ' 

The  maT^nal_utility  of  a  commodity  to  anyone  dimin- 
ishes  with  every  increase  in  the  amount,  of  it  _he  already  has  \ 

TThere  is  however  an  implicit  condition  in  this  law  which  it  is  im- 
T-i  •  plied  that 

should  be  made  clear.     It  is  that  we  do  not  suppose  time  to  the  con- 
be  allowed  for  any  alteration  in  the  character  or  tastes  of  the  chSawter 
man  himself.     It  is  therefore  no  exception  to  the  law  that  ^h^jed 
the  more  good  music  a  man  hears,  the  stronger  is  his  taste 
for  it  likely  to  become ;  that  avarice  and  ambition  are  often 
insatiable ;  or  that  the  virtue  of  cleanliness  and  the  vice  of 
drunkenness  alike  grow  on  what  they  feed  upon.     For  in 
such  cases  our  observations  range  over  some  period  of  time ; 
and  the  man  is  not  the  same  at  the  beginning  as  at  the  end  of 
it.     If  we  take  a  man  as  he  is,  without  allowing  time  for  any 
change  in  his  character,  the  marginal  utility  of  a  thing  to  him 
diminishes  steadily  with  every  increase  in  his  supply  of  it*. 

5   2.     Now   let   us    translate   this   law    of    diminishins'  Tranela- 

.,?       .  ^        •  T  11.-,.  tionof  the 

utility  into  terms  ot  price.     Let  us  take  an  illustration  from  law  into 
the  case  of  a  commodity  such  as  tea,  which  is  in  constant  prfce. 
demand  and  which  can  be  purchased  in  small  quantities. 
Suppose,  for  instance,  that  tea  of  a  certain  quality  is  to  be 

1  See  Note  I.  in  the  Mathematical  Appendix  at  the  end  of  the  Volnme.  This 
law  holds  a  priority  of  position  to  the  Law  of  Diminishing  Return  from  land; 
which  however  has  the  priority  in  time ;  since  it  was  the  first  to  be  snbjected  to  a 
rigid  analysis  of  a  semi-mathematical  character.  And  if  by  anticipation  we  borrow 
some  of  its  terms,  we  may  say  that  the  Return  of  pleasure  which  a  person  gets 
from  each  additional  Dose  of  a  commodity  diminishes  till  at  last  a  Margin  is 
reached  at  which  it  is  no  longer  worth  his  while  to  acquire  any  more  of  it. 

'  It  may  be  noticed  here,  though  the  fact  is  of  bnt  little  practical  importance, 
that  a  small  quantity  of  a  commodity  may  be  insufficient  to  meet  a  certain  special 
want;  and  then  there  will  be  a  more  than  proportionate  increase  of  pleasure  when 
the  consumer  gets  enough  of  it  to  enable  him  to  attain  the  desired  end.  Thus, 
for  instance,  anyone  would  derive  less  pleasure  in  proportion  from  ten  pieces  of 
wall  paper  than  from  twelve,  if  the  latter  would,  and  the  former  would  not,  cover 
the  whole  of  the  walls  of  his  room.  Or  again  a  very  short  concert  or  a  holiday 
may  fail  of  its  purpose  of  soothing  and  recreating:  and  one  of  double  length 
might  be  of  more  than  double  total  utility.  This  case  corresponds  to  the  fact, 
which  we  shall  have  to  study  in  connection  with  the  law  of  diminishing  return, 
that  the  capital  and  labour  already  applied  to  any  piece  of  land  may  be  so  in- 
adequate for  the  development  of  its  full  powers,  that  some  further  expenditure  on 
it  even  with  the  existing  arts  of  agriculture  would  give  a  more  than  proportionate 
return;  and  in  the  fact  that  an  improvement  in  the  arts  of  agriculture  may 
suspend  the  operation  of  that  law,  we  shall  find  an  analogy  to  the  condition  just 
mentioned  in  the  text  as  implied  in  the  law  of  diminishing  utility. 
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Marginal 

Demand 

Price. 


Accoimt 
must  be 
taken  of 
possible 
changes 
in  the 
marginal 
utility  of 
money. 


It  is 
greater 
for  the 
poor  than 
the  rich. 


had  at  2s.  per  lb.  A  person  might  be  willing  to  give  10s.  for 
a  single  pound  once  a  year  rather  than  go  without  it  alto- 
gether ;  while  if  he  could  have  any  amount  of  it  for  nothing 
he  would  perhaps  not  care  to  use  more  than  30  lbs.  in  the 
year.  But  as  it  is,  he  buys  perhaps  10  lbs.  in  the  year ;  that 
is  to  say,  the  difference  between  the  happiness  which  he  gets 
from  buying  9  lbs.  and  10  lbs.  is  just  enough  for  him  to  be 
willing  to  pay  2s.  for  it :  while  the  fact  that  he  does  not  buy 
an  eleventh  pound,  shows  that  he  does  not  think  that  it 
would  be  quite  worth  an  extra  2s.  to  him.  That  is,  2s.  a 
pound  measures  the  utility  to  him  of  the  tea  which  lies  at  the 
margin  or  terminus  or  end  of  his  purchases ;  it  measures  the 
marginal  utility  to  him.  If  the  price  which  he  is  just  willing 
to  pay  for  any  pound  be  called  his  Demand  Price,  then  2s.  is 
his  Marginal  Demand  Price.    And  our  law  may  be  worded  : — 

An  increase  in  the  amount  of  a  thing  that  a  person  has 
will,  other  things  being  equal  {i.e.  the  purchasing  power  of 
money,  and  the  amount  of  money  at  his  command  being 
equal)  diminish  his  marginal  demand  price  for  it. 

§  3.  This  last  sentence  reminds  us  that  we  have  as  yet 
taken  no  account  of  changes  in  the  marginal  utility  of 
money,  or  general  purchasing  power.  At  one  and  the  same 
time,  a  person's  material  resources  being  unchanged,  the 
marginal  utility  of  money  to  him  is  a  fixed  quantity,  so  that 
the  prices  he  is  just  willing  to  pay  for  two  commodities  are 
to  one  another  in  the  same  ratio  as  the  utility  of  those  two 
commodities. 

Of  course  a  greater  utility  will  be  required  to  induce 
him  to  buy  a  thing  if  he  is  poor  than  if  he  is  rich.  We 
have  seen'  how  a  shilliag  is  the  measure  of  less  benefit  to 
a  rich  man,  than  to  a  poor  one ;  how  a  rich  man  in  doubt 
whether  to  spend  a  shilling  on  a  single  cigar,  is  weighing 
against  one  another  smaller  benefits  than  a  poor  man,  who 
is  doubting  whether  to  spend  a  shilling  on  a  supply  of 
tobacco  that  will  last  him  for  a  month ;  and  how  the  clerk 
with  £100  a  year  will  walk  into  business  in  a  heavier  rain 
than  the  clerk  with  £300  a  year. 


1  Above,  p.  80. 
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But  although  the  utility,  or  the  benefit,  that  is  measured  book  m. 
in  the  poorer  man's  mind  by  sixpence  is  greater  than  " 
that  measured  by  it  in  the  richer  man's  mind;  yet  if  the 
richer  man  rides  a  hundred  times  in  the  year  and  the  poorer 
man  twenty  times,  then  the  utility  of  the  hundredth  ride 
which  the  richer  man  is  only  just  induced  to  take  is  measured 
to  him  by  sixpence;  and  the  utility  of  the  twentieth  ride 
which  the  poorer  man  is  only  just  induced  to  take  is  measured 
to  him  by  sixpence.  For  each  of  them  the  marginal  utility 
is  measured  by  sixpence ;  but  this  marginal  utility  is  greater 
iu  the  case  of  the  poorer  man  than  in  that  of  the  richer. 

In  other  words  the  richer  a  man  becomes,  the  less  is  the 
marginal  utility  of  money  to  him ;  every  increase  in  his 
resources  increases  the  price  which  he,  is  willing  to  pay  for 
any  given  benefit.  And  in  the  same  way  every  diminution 
of  his  resources  increases  the  marginal  utility  of  money  to 
him,  and  diminishes  the  price  that  he  is  willing  to  pay  for 
any  benefit'. 

§  4.     When  then  we  say  that  a  person's  demand  for  any-  A  more 
thing  increases,  we  mean  that  he  will  buy  more  of  it  than  he  pression 
would  before  at  the  same  price,  and  that  he  will  buy  as  much  ^g^^i  „{ 
of  it  as  before  at  a  higher  price.    To  complete  our  knowledge  %°  mdivi- 
of  his  demand  for  it,  we  should  have  to  ascertain  how  much 
of  it  he  would  be  willing  to  purchase  at  each  of  the  prices  at 
which  it  is  likely  to  be  offered ;   and  the  circumstances  of 
his  demand  for,  say,  tea  can   be  best  expressed   by  a  list 
of  the  prices  which  he  is  willing  to  pay;  that  is,  by  his 
several  demand  prices  for  different  amounts  of  it'. 

Thus  for  instance  we  may  find  that  he  would  buy 
6  lbs.  at  the  price  of  50d.  per  lb. 


T 

9J 

,  40 

8 

JJ 

,  33 

9 

fJ 

,  28 

10 

>» 

.  24 

11 

>» 

,  21 

12 

>J 

.  19 

13 

)> 

,  18 

1  See  Note  n.  in  the  Appendix. 

"  This  may  be  called  his  Demand  Schedule. 
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If  corresponding  prices  were  filled  in  for  all  interme- 
diate amounts  we  should  have  an  exact  statement  of  his 
demand  \ 

We  see  then  that  a  person's  demand  for  a  thing  is  inde- 
terminate so  long  as  nothing  is  said  as  to  the  price  at  which 
the  thing  is  to  be  had.  There  is  no  use  in  trying  to  measure 
his  demand  as  some  writers  have  done  merely  by  the  "amount 
he  is  willing  to  buy"  or  merely  by  the  "intensity  of  his 
eagerness  to  buy  a  certain  amount."  Nothing  is  gained  by 
representing  a  notion,  which  is  really  complex,  as  though  it 
were  simple.  Wherever  precision  is  required,  we  must  speak 
of  a  person's  demand  for  a  thing  as  represented  by  the  sche- 
dule of  the  prices  at  which  he  is  willing  to  buy  different 
amounts  of  it'.    An  increase  in  his  demand  for  the  commodity 

'  Snch  a  demand  schedule  may  be  translated,  on  a  plan  now  coming  into 
familiar  nse,  into  a  carve  that  ma;  be  called  his  Demand  Curve.  Let  Ox  and  Oy 
be  drawn  the  one  horizontally,  the  other  Tertically.  Let  an  inch  measured  along 
Ox  represent  10  lbs.  of  tea,  and  an  inch  measured  along  Oy  represent  40d. 


tenths  of  fortieths  of 

an  inch.  an  inch, 

take     Oot]  =  6,  and  draw  m,pi  =  50 


0»!2  =  7        , 

„     mjpj  =  40 

Om.,  =  S      , 

,       „     m3pj  =  33 

Omt  =  9 

,       „     mtPi=-28 

Oms  =  10    , 

,       „     m^Pi  -  24 

Ome  =  ll    , 

,       „     mspi,  =  2\ 

Om,  =  n 

,       „     mjpj  =  19 

Onia  =  13    , 

'      It     ""sPa^l^ 

m,  being  on  Ox  and  mipi  being  drawn  vertically  from  mi ;  and  so  for  the  others. 
Then  pipg .  .  .  .pg  are  points  on  his  demand  carve  for  tea ;  or  as  we  may  say 
Demand  Points.  If  we  coald  find  demand  points  in  the  same  manner  for  every 
possible  quantity  of  tea,  we  should  get  the  whole  continnons  curve  DD'  as  shown 
in  the  figure. 

This  account  of  the  demand  schedule  and  curve  is  provisional:  several 
difficnlties  connected  with  it  are  deferred  to  chapter  v. 

'  Thus  Mill  says  that  we  must  "mean  by  the  word  demand,  the  quantity 
demanded,  and  remember  that  this  is  not  a  fixed  quantity,  but  in  general  varies 
according  to  the  value."  {Principles,  Book  in.  ch.  n.  §  4.)  This  account  is  scientific 
in  substance ;  but  it  is  not  clearly  expressed  and  it  has  been  mach  misunderstood. 
Caimes  prefers  to  represent  "  demand  as  the  desire  for  commodities  and  services, 
seeking  its  end  by  an  offer  of  general  purchasing  power,  and  supply  as  the 
desire  for  general  purchasing  power,  seeking  its  end  by  an  offer  of  specific  com- 
modities or  services."    He  does  this  in  order  that  he  may  be  able  to  speak  of  a 
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means  generally  an  increase  throughout  the  whole  list  of  prices    book  m. 

at  which  he  is  willing  to  purchase  dififerent  amounts  of  it, ' 

and  not  merely  that  he  is  willing  to  buy  more  of  it  at  the 
current  prices^ 

§  5.     So  far  we  have  looked  at  the  demand  of  a  single  Transition 
individual.    And  in  the  particular  case  of  such  a  thing  as  tea,  demand  of 
the  demand  of  a  single  pei-son  is  fairly  representative  of  the  L^^  or 
general  demand  of  a  whole  market :  for  the  demand  for  tea  market- 
is  a  constant  one ;  and,  since  it  can  be  purchased  in  small 
quantities,  every  variation  in  its  price  is  likely  to  affect  the 
amount  which  he  will  buy.     But  even  among  those  things  The  de- 
which  are  in  constant  use,  there  are  many  for  which  the  the  part  of 
demand  9n  the  part  of  any  single  individual  cannot  vary  ^i'iot'^' 
continuously  with  every  small  change  in  price,  but  can  move  ???* 
only  by  great  leaps.     For  instance  a  small  fell  in  the  price  of  is  discon- 
hats,  or  watches  will  not  affect  the  action  of  everyone,  but 
it  will  induce  a  few  persons,  who  were  in  doubt  whether  or 
not  to  get  a  new  hat  or  a  new  wat<5h,  to  decide  in  favour  of 
doing  so. 

ratio,  or  equality,  of  demand  and  snpply.  Bat  the  quantities  of  two  desires  on 
the  part  of  two  different  persons  cannot  be  compared  directlj ;  their  measures  may 
be  compared,  bat  not  they  themselves.  And  in  fact  Caimes  is  tiirngplf  driyen  to 
speak  of  sopply  as  "limited  by  the  quantity  of  specific  commodities  offered  for 
sale,  and  demand  by  the  quantity  of  purchasing  power  offered  for  their  purchase.*' 
Bat  sellers  have  not  a  fixed  qoantity  of  commodities  which  they  offer  for  sale 
unconditionally  at  whatever  price  they  can  get:  buyers  have  not  a  fixed  quantity 
of  purchasing  power  which  they  are  ready  to  spend  on  the  specific  commodities, 
however  much  they  pay  for  them.  Account  most  then  be  taken  in  either  case 
of  the  relation  between  quantity  and  price,  in  order  to  complete  Caimes'  account, 
and  when  this  is  done  it  is  brought  back  to  the  lines  followed  by  MilL  He 
says,  indeed,  that  "Demand,  as  defined  by  Mill,  is  to  be  understood  as  mea- 
sured, not,  as  my  definition  would  require,  by  the  quantity  of  purchasing  power 
offered  in  support  af  the  desire  for  commodities,  but  by  the  quantity  of  com- 
modities for  which  such  purchasing  power  is  offered."  It  is  true  that  there  is 
a  great  difference  between  the  statements,  "  I  will  buy  twelve  eggs,"  and  "I  will 
buy  a  shiUiug's  worth  of  eggs."  But  there  is  no  substantive  difference  between 
the  statement, "  I  will  buy  twelve  eggs  at  a  penny  each,  but  only  six  at  three 
halfpence  each,"  and  the  statement,  "I  will  spend  a  abiTliTig  on  eggs  at  a  penny 
each,  but  if  they  cost  three  halfpence  each  I  will  spend  ninepence  on  them."  Bat 
while  Caimes'  accoimt  when  completed  becomes  substantially  the  same  as  Mill's, 
its  present  form  is  even  more  misleading.  (See  an  article  by  the  present  writer  on 
MiWt  Theory  of  Value  in  the  Fortnigliay  Reviea  for  April,  1876.) 

1  We  may  sometimes  find  it  convenient  to  speak  of  this  as  a  raising  of  his 
demand  schedule.  Oeometrically  it  is  represented  by  raising  his  demand  carve, 
or,  what  comes  to  the  same  thing,  moving  it  to  the  right,  with  perhaps  some 
modification  of  its  shape. 
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BOOK  m.         And  there  are  many  classes  of  things  the  need  for  which 
™'         on  the.  part   of   any  individual   is  inconstant,   fitful,   and 
irregular.     There  can  be  no  list  of  individual  demand  prices 
for  wedding-cakes,  or  the  services  of  an  expert  surgeon. 

And  indeed  the  special  province  of  the  economist  is  the 
study — not  of  particular  incidents  in  the  lives  of  individuals 
but — of  general  laws  relating  to  "  the  course  of  action  that 
may  be  expected  under  certain  conditions  from  the  mem- 
bers of  an  industrial  group,"  in  so  far  as  the  motives  of 
that  action  are  measurable  by  a  money  price ;  the  facts 
which  he  collects  and  applies  are  chiefly  those  in  which  the 
variety  and  the  fickleness  of  the  individual  is  merged  in  the 
comparatively  regular  aggregate  of  the  action  of  a  large 
number  of  people. 
But  the  Bg-        In  largre  markets  then — where  rich  and  poor,  old  and 

gregate  de-  °  p      n  •      •  <. 

mand  of  a  young,  men  and  women,  pereons  of  all  varieties  of  tastes, 
persons*"^  temperaments  and  occupations  are  mingled  together — the 
tinnonT"  peculiarities  in  the  wants  of  individuals  will  compensate 
schednJe,     Qjjg  another  in  a  comparatively  regular  gradation   of  total 

showing  a  .  . 

fall  of  de-    demand.     Every  fall  however  slight  in  the  price  of  a  com- 

corre-         modity  in  general  use,  will,  other  things  being  equal,  increase 

to*^e^^     the  total  sales  of  it ;  just  as  an  unhealthy  autumn  increases 

'"Th^^^      the  mortality  of  a  large  town,  though  many  persons   are 

quantity     uninjured  by  it.     And  therefore  if  we   had   the  requisite 

knowledge,  we  could  make  a  list  of  prices  at  which  each 

amount  of  it  could  find  purchasers  in  a  given  place  during, 

say,  a  year. 

The  total  demand  in  the  place  for,  say  tea,  is  the  sum  of 
the  demands  of  all  the  individuals  there.  Some  will  be 
richer  and  some  poorer  than  the  individual  consumer  whose 
demand  we  have  just  written  down ;  some  will  have  a 
greater  and  others  a  smaller  liking  for  tea  than  he  has. 
Let  us  suppose  that  there  are  in  the  place  a  million  pur- 
chasers of  tea,  and  that  their  average  consumption  is  equal 
to  his  at  each  several  price.  Then  the  demand  of  that  place 
is  represented  by  the  same  list  of  prices  as  before,  if  we  write 
a  million  pounds  of  tea  instead  of  one  pound'. 

'  The  demand  is  represented  by  the  same  cnrre  as   before,  only  an  inch 
measTU-ed  along  Ox  now  represents  ten  million  pounds  instead  of  ten  pounds.  And 
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There  is  then  one  Law  of  Demand,  which  is  common  to    book  m. 

all  demands,  viz.  that  the  greater  the  amount  to  be  sold,  the      _! " 

smaller  will  be  the  price  at  which  it  will  find  purchasers ;  or  ^*'®    , 
in  other  words,  that  the  amount  demanded  increases  with  a  Demand. 
fall  in  price,  and  diminishes  with  a  rise  in  price. 

There  will  not  be  any  exact  relation  between  the  fall  in 
price  and  the  increase  of  demand.  A  fall  of  one-tenth  in  the 
price  may  increase  the  sales  by  a  twentieth  or  by  a  quarter, 
or  it  may  double  them.  But  as  the  numbers  in  the  left- 
hand  column  of  the  demand  schedule  increase,  those  in  the 
right-hand  column  will  always  diminish*. 

The  price  will  measure  the  marginal  utility  of  the  com- 
modity to  each  purchaser:  but  as  the  purchasers  are  likely 
to  be  some  rich  and  others  poor,  we  cannot  speak  of  price  as 
measuring  marginal  utility  in  general,  but  only  with  refer- 
ence to  some  individual  purchaser. 

§  6.     It  must  be  remembered  that  the  demand  schedule  The  in- 
gives  the  prices  at  which  various  quantities  of  a  thing  can  demand  of 
be  sold  in  a  market  during  a  given  time  and  under  given  ^f^^"^"' 
conditions.     If  the  conditions  vary  in  any  respect  the  figures  com- 
of  the  schedule  will  probably  require  to  be  changed;   and 
this  has  constantly  to  be  done  when  the  desire  for  anything 
is   materially   altered   by   a   variation   of  custom,  or   by  a 
cheapening  of  the  supply  of  a  rival  commodity,  or  by  the 
invention  of  a  new  one.     For  instance,  the  list  of  demand 
prices  for  tea  is  drawn  out  on  the  assumption  that  the  price 
of  coffee  is  known  ;  but  a  failure  of  the  coffee  harvest  would 

a  formal  definition  of  the  demand  cnrre  for  a  „ 
market  may  be  given  thos: — The  demand  cnrre  for 
any  commodity  in  a  market  daring  any  given  unit  of 
time  is  the  locns  of  demand  points  for  it.  Th&t  is  to 
say,  it  is  a  carve  snch  that  if  from  any  point  P  on  it, 
a  straight  line  PM  be  drawn  perpendicular  to  Ox, 
PM  represents  the  price  at  which  purchasers  will  be 
forthcoming  for  an  amount  of  the  commodity  repre- 
sented by  Oil. 

I  That  is,  if  a  point  moves  along  the  curve  away 
from  Oy  it  will  constantly  approach  Ox.  Therefore  if  a  straight  line  PT  be  drawn 
touching  the  curve  at  P  and  meeting  Ox  in  T,  the  angle  PTx  is  an  obtose  angle. 
It  will  be  found  convenient  to  have  a  short  way  of  expressing  this  fact ;  which  may 
be  done  by  saying  that  PT  is  indirud  negatively.  Thus  the  one  universal 
rule  to  which  the  demand  curve  conforms  is  that  it  is  inclined  negatively  through- 
out the  whole  of  its  length. 
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raise  the  prices  throughout  the  demand  schedule  for  tea. 
The  demand  for  gas  is  liable  to  be  reduced  by  an  improve- 
ment in  electric  lighting' ;  and  in  the  same  way  a  fall  in  the 
price  of  a  particular  kind  of  tea  may  cause  it  to  be  sub- 
stituted for  an  inferior  but  cheaper  variety. 

Again,  a  commodity  may  be  simultaneously  demanded  for 
several  uses  (for  instance  there  may  be  a  "composite  demand" 
for  leather  for  making  shoes  and  portmanteaus) ;  the  demand 
for  a  thing  may  be  conditional  on  there  being  a  supply  of 
some  other  thing  without  which  it  would  not  be  of  much 
service  (thus  there  may  be  a  "joint  demand"  for  raw  cotton 
and  cotton-spinners'  labour).  Again,  the  demand  for  a  com- 
modity on  the  part  of  dealers  who  buy  it  only  with  the 
purpose  of  selling  it  again,  though  governed  by  the  demand 
of  the  ultimate  consumers  in  the  background,  has  some 
peculiarities  of  its  own.  But  all  such  points  may  best  be 
discussed  at  a  later  stage. 

Our  next  step  will  "be  to  consider  the  general  character  of 
demand  in  the  cases  of  some  important  commodities  ready 
for  immediate  consumption.  We  shall  thus  be  continuing 
the  inquiry  made  in  the  preceding  chapter  as  to  the 
variety  and  satiability  of  wants ;  but  we  shall  be  treating 
it  from  a  rather  different  point  of  view,  viz.  that  of  price- 
statistics'. 


1  It  is  even  conceivable,  though  not  probable,  that  a  simnltaneons  and  pro- 
portionate fall  in  the  price  of  all  teas  may  diminish  the  demand  for  some  particular 
kind  of  it;  if  it  happens  that  those  whom  the  increased  cheapness  of  tea  leads  to 
substitute  a  superior  kind  for  it  are  less  numerous  than  those  who  are  led  to  take 
it  in  the  place  of  an  inferior  kind.  The  question  where  the  lines  of  division 
between  different  commodities  should  be  drawn  must  be  settled  by  the  convenience 
of  the  particular  question  under  discussion.  For  some  purposes  it  may  be  best  to 
regard  Chinese  and  Indian  teas,  or  even  Souchong  and  Pekoe  teas,  as  different 
commodities ;  and  to  have  a  separate  demand  schedule  for  each  of  them.  While 
for  other  purposes  it  may  be  best  to  group  together  commodities  as  distinct  as 
beef  and  mutton,  or  even  as  tea  and  coffee,  and  to  have  a  single  schedule  to 
represent  the  demand  for  the  two  combined ;  but  in  such  a  case  of  course  some 
convention  must  be  made  as  to  the  number  of  ounces  of  tea  which  are  taken  as 
equivalent  to  a  pound  of  coffee. 

'  A  great  change  in  the  manner  of  economic  thought  has  been  brought  about 
during  the  present  generation  by  the  general  adoption  of  semi-mathematical 
language  for  expressing  the  relation  between  small  increments  of  a  commodity  on 
the  one  hand,  and  on  the  other  hand  small  increments  in  the  aggregate  price  that 
will  be  paid  for  it :  and  by  formally  describing  these  small  increments  of  price 
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as  measuring  corresponding  small  increments  of  pleasure.  The  former,  and  by  book  iu. 
far  the  more  important,  step  was  taken  by  Conmot  (Bechenhea  am  Its  Principea  on.  m. 
Mathimatiguea  de  la  Thiorie  dea  Sichesaea,  1838);  the  latter  by  Dnpnit  {De  la 
Meaure  d'utiUte  dea  travattx  publica  in  the  Annalea  dea  Ponta  et  Chauaaeea,  1844), 
and  by  Gossen  (Entimcliehtng  der  Oeaetxe  dea  menachlicJien  Verkehra,  1864).  But 
their  work  was  forgotten;  and  part  of  it  was  done  orer  again  and  pnhlished 
almost  simultaneoasly  by  Jevons  and  by  Prof.  Carl  Menger  in  1871.  Jevons 
almost  at  once  arrested  public  attention  by  his  briUiant  Incidity  and  in- 
teresting style.  He  applied  the  new  name  Final  Utility  so  ingeniously  as 
to  enable  people  who  knew  nothing  of  mathematical  science  to  get  clear 
ideas  of  the  general  relations  between  the  small  increments  of  two  things  that  are 
gradually  changing  in  causal  connection  with  one  another.  His  success  was 
aided  even  by  his  faults.  For  under  the  honest  behef  that  Bicardo  and  his 
followers  had  rendered  their  account  of  the  causes  that  determine  value  hopelessly 
wrong  by  omitting  to  lay  stress  on  the  Law  of  Satiable  Wants,  he  led  many  to 
think  he  was  correcting  great  errors;  whereas  he  was  really  only  adding  very 
important  explanations.  He  did  excellent  work  in  insisting  on  a  fact  which  is 
none  the  less  important,  because  his  predecessors,  and  even  Cournot,  thought  it 
too  obvious  to  be  explicitly  mentioned,  viz.  that  the  diminution  in  the  amount  of 
a  thing  demanded  in  a  market  indicates  a  diminution  in  the  intensity  of  the  desire 
for  it  on  the  part  of  individual  consumers,  whose  wants  are  becoming  satiated.  But 
he  has  led  many  of  his  readers  into  a  confusion  between  the  provinces  of  Hedonics 
and  Economics,  by  exaggerating  the  applications  of  his  favourite  phrases,  and 
speaking  (Theory,  2nd  Edn.  p.  105)  without  qualification  of  the  price  of  a  thing  as 
measuring  its  final  utility  not  only  to  an  individual,  which  it  can  do,  but  also  to 
"  a  trading  body  "  which  it  cannot  do.  [These  points  are  developed  later  on  in  a 
Note  on  Bicardo's  Theory  of  cost  of  production  in  relation  to  value  at  the  end  of 
Book  v.] 

Dr  Carl  Menger's  Gi'undadtze  der  Volksvnrthachaftalehre,  which,  though  not 
making  use  of  mathematical  language,  is  distinctly  mathematical  in  tone,  and 
appears  to  be  in  some  respects,  though  not  in  all,  further  advanced  than  Jevons' 
work,  and  it  is  better  balanced.  A  mathematical  tone  is  even  more  clearly 
pronounced,  though  the  use  of  mathematical  formnlse  is  still  avoided,  in  the 
writings  of  Profs.  Bohm-Bawerk,  Wieser,  and  other  members  of  the  briUiant 
Austrian  School  as  well  as  those  of  Profs.  Clark,  Giddings,  Patten,  Greene  and 
other  Americans.  Among  the  many  recent  writers  on  mathematical  aspects  of 
economics,  special  reference  may  be  made  to  Prof.  Wah-as,  who  was  almost  as 
early  in  the  field  as  Jevons  and  Menger,  to  Profs.  Pantaleoni,  Pareto,  Edgeworth, 
and  Wicksteed,  to  Drs  Anspitz,  Lieben,  Lannhardt,  and  Fisher. 
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§  1.  We  have  seen  that  the  only  universal  law  as  to 
a  person's  desire  for  a  commodity  is  that  it  diminishes,  other 
S*^?M<i"  things  being  equal,  with  every  increase  in  his  supply  of  that 
city  of  de-  commodity.  But  this  diminution  maybe  slow  or  rapid.  If 
it  is  slow  the  price  that  he  will  give  for  the  commodity  will 
not  fall  much  in  consequence  of  a  considerable  increase  in 
his  supply  of  it ;  and  a  small  fall  in  price  will  cause  a  com- 
paratively large  increase  in  his  purchases.  But  if  it  is  rapid, 
a  small  fall  in  price  will  cause  only  a  very  small  increase  in 
his  purchases.  In  the  former  case  his  willingness  to  purchase 
the  thing  stretches  itself  out  a  great  deal  under  the  action 
of  a  small  inducement :  the  elasticity  of  his  demand,  we  may 
say,  is  great.  In  the  latter  case  the  extra  inducement  given 
by  the  fall  in  price  causes  hardly  any  extension  of  his  desire 
to  purchase :  the  elasticity  of  his  demand  is  small. 

And  as  with  the  demand  of  one  person  so  with  that  of 
a  whole  market.  The  Elasticity  of  demand  in  a  market  is 
great  or  small  according  as  the  amount  demanded  increases 
much  or  little  for  a  given  fall  in  price,  and  diminishes  much 
or  little  for  a  given  rise  in  price*. 


Fig.  (3). 


1  Speaking  more  exactly  we  may  say  that  the  elasticity  of  demand  is  one,  if  a 
fall  of  one  per  cent,  in  price  will  make  an  increase  of 
one  per  cent,  in  the  amount  demanded;  that  it  is 
two  or  a  half,  if  a  fall  of  one  per  cent,  in  price  makes 
an  increase  of  two  or  one  half  per  cent,  respectively 
in  the  amomit  demanded ;  and  so  on.  The  elasticity 
of  demand  can  be  best  traced  in  the  demand  curve 
with  the  aid  of  the  following  mle.  Let  a  straight 
line  toaching  the  cnrre  at  any  point  P  meet  Oxrn  T 
and  Oy  la  t^  then  the  measure  of  the  eiaaticity  at 
the  paint  P  is  the  ratio  of  PT  to  Pt. 
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§  2.     The  price  which  is  so  high  relatively  to  the  poor    book  m. 

man  as  to  be  almost  prohibitive,  may  be  scarcely  felt  by  the ' 

rich ;  the  poor  man  for  instance  never  tastes  wine,  but  the  ^*if  *"„/ 
very  rich  man  may  drink  as  much  of  it  as  he  has  a  fancy  ^?^*'°? 
for,  without  giving  himself  a  thought  of  its  cost.     We  shall  tioity  of 
therefore  get  the  clearest  notion  of  the  law  of  the  elasticity 
of  demand,  by  considering  one  class  of  society  at  a  time. 
Of  course  there  are  many  degrees  of  richness  among  the 
rich,  and  of  poverty  among  the  poor;   but  for  the  present 
we  may  neglect  these  minor  subdivisions. 

When  the  price  of  a  thing  is  very  high  relatively  to  any 
class,  they  will  buy  but  little  of  it ;  and  in  some  cases 
custom  and  habit  may  prevent  them  from  using  it  freely 
even  after  its  price  has  fallen  a  good  deal.  It  may  still 
remain  set  apart  for  a  limited  number  of  special  occasions,  or 
for  use  in  extreme  illness,  &c.  But  such  cases,  though  not 
infrequent,  will  not  form  the  general  rule,  and  anyhow  as  soon 
as  it  has  been  taken  into  common  use,  any  considerable  fall  in 
its  price  will  cause  a  great  increase  in  the  demand  for  it. 
The  elasticity  of  demand  will  be  great  for  high  prices,  and 
great,  or  at  least  considerable,  for  medium  prices ;  but  it  will 
decline  as  the  price  falls ;  and  gradually  fades  away  if  the  fall 
goes  so  far  that  satiety  level  is  reached. 

This  rule  appears  to  hold  with  regard  to  nearly  all  com- 
modities and  with  regard  to  the  demand  of  every  class ;  save 
only  that  the  level  at  which  high  prices  end  and  low 
prices  begin,  is  different  for  different  classes;  and  so  again 
is  the  level  at  which  low  prices  end  and  very  low  prices 
begin.  There  are  however  many  varieties  in  detail ;  arising 
chiefly  from  the  fact  that  there  are  some  commodities  with 
which  people  are  easily  satiated,  and  others — chiefly  things 

If  FT  were  twice  Pt,  a  fall  of  1  per  cent,  in  price  would  cause  an  increase  of  2 
per  cent.,  in  the  amount  demanded ;  the  elasticity  of  demand  would  be  two.  If 
P  T  were  one-third  of  P«,  a  fall  of  1  per  cent,  in  price  would  cause  an  increase  of  3^ 
per  cent,  in  the  amount  demanded;  the  elasticity  of  demand  would  be  one-third; 
and  80  on.  Another  way  of  looking  at  the  same  result  is  this: — the  elasticity  at 
the  point  P  is  measured  by  the  ratio  of  PT  to  Pt,  that  is  of  Mr  to  MO  (PM  being 
drawn  perpendicular  to  Om) ;  and  therefore  the  elasticity  is  equal  to  one  when  the 
angle  TPM  is  equal  to  the  angle  0PM;  and  it  aitoays  increases  when  the  angle 
TPM  increases  relatively  to  the  angle  0PM,  and  vice  versa.  See  Note  IIL  in 
Appendix. 
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used  for  display — for  which  their  desire  is  almost  unlimited. 
For  the  latter  the  elasticity  of  demand  remains  considerable, 
however  low  the  price  may  fall,  while  for  the  former  the 
demand  loses  nearly  all  its  elasticity  as  soon  as  a  low  price 
has  once  been  reached\ 


Fig 

.(4). 

Omi=  -02 

in. 

Mjp,  =  l-im. 

Ovi,=   1 

M^p,=  -6 

Oms=  -2 

M^^=  -4 

Om,  =  l- 

M,p,=   -2 

Omt  =  2- 

MiPi=   -15 

1  Let  as  iUnstrate  bj  the  case  of  the  demand  for,  say,  green  peas  in  a  town  in 
which  all  vegetables  are 
bought  and  sold  in  one 
market.  Early  in  the  sea- 
son perhaps  100  lb.  a  day 
will  be  broQght  to  market 
and  sold  at  Is.  per  lb.,  later 
on  500  lb.  will  be  bought 
and  sold  at  6(2.,  later  on 
1,000  lb.  at  id.,  later  still 
5,000  at  2<;.,  and  later  still 
10,000  at  1^.  Thus  de- 
mand is  represented  in  fig. 
(4),  an  inch  along  Ox  repre- 
senting 6,000  lb.  and  an 
inch  along   Oy  represent-      =  =  « 

ing  lOd.  Then  a  curve  through  yxPt—Pi ,  found  as  shown  above,  will  be  the  total 
demand  curve.  Bnt  this  total  demand  will  be  made  up  of  the  demands  of  the  rich, 
the  middle  class  and  the  poor.  The  amounts  that  they  will  severally  demand  may 
perhaps  be  represented  by  the  following  schedules : — 

Number  of  lbs.  bought  by 


At  price  in 

pence  per  lb. 

rich 

12 

100 

6 

300 

4 

500 

2 

800 

n 

1,000 

middle  class 

poor 

total 

0 

0 

100 

200 

0 

500 

400 

100 

1,000 

2,500 

1,700 

5,000 

4,000 

5,000 

10,000 

Fig.  (5). 


Fig.  (6). 


Fig.  (7). 


O    H  it  "  '• 

These  schedules  are  translated  into  curves  fig.  (5),  (6),  (7),  showing  the  demands 
of  the  rich,  the  middle  class  and  the  poor  represented  on  the  same  scale  as  fig.  (4). 
Thus  for  instance  AS,  BK  and  CL  each  of  them  represents  a  price  of  2d.  and 
is  -2  inches  in  length;  0S=-16  in.  representing  800  lb.,  OK  =  -S  in.  represent- 
ing 2,500  lb.  and  Oi=-34  in.  representing  1,700  lbs.  while  OII+OK+OL:= 
one  inch  i.e.  =  Om,  in  fig.  (4)  as  they  should  do.  This  may  serve  as  an  example 
of  the  way  in  which  several  partial  demand  curves,  drawn  to  the  same  scale,  can 
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§  3.     There  are  some  things  the  current  prices  of  which    book  m. 

in  this  country  are  very  low  relatively  even  to  the  poorer      J. ' 

classes ;  such  are  for  instance  salt,  and  many  kinds  of  savours  ^°  g'™' 
and    flavours,  and  also  cheap  medicines.     It  is  doubtful  drawn 

.  ,    .  .  .       from  the 

whether  any  fall  in  price  would  induce  a  considerable  in-  demand 
crease  in  the  consumption  of  these.  ticXr 

The  current  prices  of  meat,  milk  and  butter,  wool,  ^^°' 
tobacco,  imported  finiits,  and  of  ordinary  medical  attend- 
ance, are  such  that  every  variation  in  price  makes  a  great 
change  in  the  consumption  of  them  by  the  working  classes, 
and  the  lower  half  of  the  middle  classes  ;  but  the  rich  would 
not  much  increase  their  own  personal  consumption  of  them 
however  cheaply  they  were  to  be  had.  In  other  words  the 
direct  demand  for  these  commodities  is  very  elastic  on  the 
part  of  the  working  and  lower  middle  classes,  though  not  on 
the  part  of  the  rich.  But  the  working  class  is  so  numerous 
that  their  consumption  of  such  things  as  are  well  within  their 
reach  is  much  greater  than  that  of  the  rich ;  and  therefore 
the  aggregate  demand  for  all  things  of  the  kind  is  very  elastic. 
A  little  while  ago  sugar  belonged  to  this  group  of  com- 
modities :  but  its  price  in  England  has  now  fallen  so  far  as  to 
be  low  relatively  even  to  the  working  classes,  and  the  demand 
for  it  is  therefore  not  elastic'. 

The  current  prices  of  wall-fruit,  of  the  better  kinds  of  fish 
and  other  moderately  expensive  luxuries  are  such  as  to  make 
the  consumption  of  them  by  the  middle  class  increase  much 
with  every  fall  in  price;  in  other  words,  the  middle  class 
demand  for  them  is  very  elastic :  while  the  demands  on  the 

he  enperunposed  horizontal!;  on  one  another  to  make  the  total  demand  curve 
representing  the  aggregate  of  the  partial  demands. 

>  We  mnst  however  remember  that  the  character  of  the  demand  schedole  for 
any  commodity  depends  in  a  great  measure  on  whether  the  prices  of  its  rivals  are 
taken  to  be  fixed  or  to  alter  with  it.  If  we  separated  the  demand  for  beef  from 
that  for  mntton,  and  supposed  the  price  of  mntton  to  be  held  fixed  while  that  for 
beef  was  raised,  then  the  demand  for  beef  wonld  become  extremely  elastic.  For  any 
slight  fall  in  the  price  of  beef  would  cause  it  to  be  used  largely  in  the  place  of 
mutton  and  thus  lead  to  a  very  great  increase  of  its  consumption :  while  on  the 
other  hand  even  a  small  rise  in  price  would  cause  many  people  to  eat  mutton 
to  the  almost  entire  exclusion  of  beef.  But  the  demand  schedule  for  all  kinds  of 
fresh  meat  taken  together,  their  prices  being  supposed  to  retain  always  about  the 
same  relation  to  one  another,  and  to  be  not  very  different  from  those  now  prevail- 
ing in  England,  shows  only  a  modem  elasticity.  And  similar  remarks  apply  to 
beet  root  and  cane  sugar.    Compare  the  first  note  on  p.  176. 
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part  of  the  rich  and  on  the  part  of  the  working  class  is  much 
less  elastic,  the  former  because  it  is  already  nearly  satiated, 
the  latter  because  the  price  is  still  too  high. 

The  current  prices  of  such  things  as  rare  wines,  iruit  out 
of  season,  highly  skilled  medical  and  legal  assistance,  are  so 
high  that  there  is  but  little  demand  for  them  except  from 
the  rich :  but  what  demand  there  is,  often  has  considerable 
elasticity.  Part  of  the  demand  for  the  more  expensive  kinds 
of  food  is  really  a  demand  for  the  means  of  obtaining  social 
distinction,  and  is  almost  insatiable'. 

§  4.  The  case  of  necessaries  is  exceptional.  When  the 
price  of  wheat  is  very  high,  and  again  when  it  is  very  low, 
the  demand  has  very  little  elasticity:  at  all  events  if  we 
assume  that  wheat,  even  when  scarce,  is  the  cheapest  food 
for  man ;  and  that,  even  when  most  plentiful,  it  is  not  con- 
sumed in  any  other  way.  We  know  that  a  fall  in  the  price 
of  the  quartern  loaf  from  6d.  to  4d  has  scarcely  any  eflfect  in 
increasing  the  consumption  of  bread.  With  regard  to  the 
other  end  of  the  scale  it  is  more  difficult  to  speak  with  cer- 
tainty, because  there  has  been  no  approach  to  a  scarcity  in 
England  since  the  repeal  of  the  com  laws.  But,  availing 
ourselves  of  the  experience  of  a  less  happy  time,  we  may 
suppose  that  deficits  in  the  supply  of  1,  2,  3,  4,  or  5  tenths 
would  cause  a  rise  in  price  of  3,  8,  16,  28,  or  45  tenths 
respectively'.     Much  greater  variations  in  prices  indeed  than 


^  See  above  ch.  n.  §  1.  In  April  1894,  for  instance,  six  plovers'  eggs,  the  first 
of  the  season,  were  sold  in  London  at  lOs.  Gd.  each.  The  following  day  there  were 
more,  and  the  price  fell  to  Sa. ;  the  next  day  to  3s.  each ;  and  a  week  later  to  id. 

^  This  is  the  famons  estimate  quoted  by  Gregory  King.  Its  bearing  on  the 
1  aw  of  demand  is  admirably  discnssed  by  Lord  Laaderdale  {Inquiry,  pp.  51 — 3). 
It  is  represented  in  fig.  (8)  by  the  cnrve  DD', 
the  point  A  corresponding  to  the  ordinary 
price.  If  we  talse  account  of  the  fact  that 
where  the  price  of  wheat  is  very  low,  it  may 
be  used,  as  it  was  for  instance  in  1834,  for 
feeding  cattle  and  sheep  and  pigs  and  for 
brewing  and  distilling,  the  lower  part  of  the 
cnrve  would  talie  a  shape  somewhat  like  that 
of  the  dotted  line  in  the  figure.  And  if  we 
assume  that  when  the  price  is  very  high, 
cheaper  substitutes  can  be  got  for  it,  the 
upper  part  of  the  cnrve  would  take  a  shape 
similar  to  that  of  the  upper  dotted  line. 


Fig- (8). 
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this  have  not  been  uncommon.     Thus  wheat  sold  in  London    book  m. 
for  ten  shillings  a  bushel  in  1-33.5,  but  in  the  following  year  it        ' 
sold  for  ten  pence. 

There  may  be  even  more  violent  changes  than  this  in 
the  price  of  a  thing  which  is  not  necessary,  if  it  is  perishable 
and  the  demand  for  it  is  inelastic:  thus  fish  may  be  very 
dear  one  day,  and  sold  for  manure  two  or  three  days  later. 

Water  is  one  of  the  few  things  the  consumption  of  which  Commo- 
we  are  able  to  observe  at  all  prices  from  the  very  highest  part  of  the 
down  to  nothing  at  all.     At  moderate  prices  the  demand  for  ^^rf''*' 
it  is  very  elastic.     But  the  uses  to  which  it  can  be  put  are  ^l"<*  '^ 

.  ,  ,  *  necessary. 

capable  of  being  completely  filled :  and  as  its  price  sinks 
towards  zero  the  demand  for  it  loses  its  elasticity.  Nearly 
the  same  may  be  said  of  salt.  Its  price  in  England  is  so  low 
that  the  demand  for  it  as  an  article  of  food  is  very  inelastic : 
but  in  India  the  price  is  comparatively  high  and  the  demand 
is  comparatively  elastic. 

The  price  of  house-room  on  the  other  hand  has  never 
fallen  very  low  except  when  a  locality  is  being  deserted  by 
its  inhabitants.  Where  the  condition  of  society  is  healthy, 
and  there  is  no  check  to  general  prosperity,  there  seems 
always  to  be  an  elastic  demand  for  house-room,  on  account 
both  of  the  real  conveniences  and  the  social  distinction 
which  it  affords.  The  desire  for  those  kinds  of  clothing 
which  are  not  used  for  the  purpose  of  display,  is  satiable : 
when  their  price  is  low  the  demand  for  them  has  scarcely 
any  elasticity. 

The  demand  for  things  of  a  higher  quality  depends  much  influence 
on  sensibility:   some  people  care  little  for  a  refined  flavour ^j^^a ^0 
in  their  wine  provided  they  can  get  plenty  of  it :    others  J^g^l^^nd 
crave  a  high  quality,  but  are  easily  satiated.     In  the  ordinary  distastes, 
working  class  districts  the  inferior  and  the  better  joints  are 
sold  at  nearly  the  same  price :  but  some  well-paid  artisans 
in  the  north  of  England  have  developed  a  liking  for  the 
best  meat,  and  will  pay  for  it  nearly  as  high  a  price  as  can 
be  got  in  the  west  end  of  London,  where  the  price  is  kept 
artificially  high  by  the   necessity  of  sending   the   inferior 
joints    away   for    sale    elsewhere.      Use   also   gives   rise   to 
acquired  distastes  as  well  as  to  acquired  tastes.     Illustrations 
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BOOK  in.  which  make  a  book  attractive  to  many  readers,  will  repel  those 
_! ■  whose  familiarity  with  better  work  has  rendered  them  fasti- 
dious. A  person  of  high  musical  sensibility  in  a  large  to^vn 
will  avoid  bad  concerts :  though  he  might  go  to  them  gladly 
if  he  lived  in  a  small  town,  where  no  good  concerts  are  to  be 
heard,  because  there  are  not  enough  persons  willing  to  pay 
the  high  price  required  to  cover  their  expenses.  The  effective 
demand  for  first-rate  music  is  elastic  only  in  large  towns ;  for 
second-rate  music  it  is  elastic  both  in  large  and  small  towns, 
inflneuce  Generally  speaking  those  things  have  the  most  elastic 

of  uses*  ^  demand,  which  are  capable  of  being  applied  to  many  different 
uses.  Water  for  instance  is  needed  first  as  food,  then  for 
cooking,  then  for  washing  of  various  kinds  and  so  on.  When 
there  is  no  special  drought,  but  water  is  sold  by  the  pailful, 
the  price  may  be  low  enough  to  enable  even  the  poorer 
classes  to  drink  as  much  of  it  as  they  are  inclined,  while  for 
cooking  they  sometimes  use  the  same  water  twice  over,  and 
they  apply  it  very  scantily  in  washing.  The  middle  classes 
will  perhaps  not  use  any  of  it  twice  for  cooking ;  but  they 
will  make  a  pail  of  water  go  a  good  deal  further  for  washing 
purposes  than  if  they  had  an  unlimited  supply  at  command. 
When  water  is  supplied  by  pipes,  and  chai-ged  at  a  very  low 
rate  by  meter,  many  people  use  as  much  of  it  even  for 
washing  as  they  feel  at  all  inclined  to  do;  and  when  the 
water  is  supplied  not  by  meter  but  at  a  fixed  annual  charge, 
and  is  laid  on  in  every  place  where  it  is  wanted,  the  use  of  it 
for  every  purpose  is  carried  to  the  full  satiety  limit ^. 

1  Thus  the  general  demand  of  any  one  person  for  snch  a  thing  as  water  is  the 
aggregate  (or  Compound,  see  Book  V.  Ch.  ti.  §  3)  of  his  demand  for  it  for  each 
use ;  in  the  same  way  as  the  demand  of  a  group  of  people  of  different  orders  of 
wealth  for  a  commoditj,  which  is  serviceable  in  only  one  use,  is  the  aggregate  of 
the  demands  of  each  member  of  the  group.  Again,  just  as  the  demand  of  the  rich 
for  peas  is  considerable  even  at  a  very  high  price,  but  loses  all  elasticity  at  a  price 
that  is  still  high  relatively  to  the  consumption  of  the  poor ;  so  the  demand  of  the 
individual  for  water  to  drink  is  considerable  even  at  a  very  high  price,  but  loses 
aU  elasticity  at  a  price  that  is  still  high  relatively  to  his  demand  for  it  for  the 
purpose  of  cleaning  np  the  house.  And  as  the  aggregate  of  a  number  of  demands 
on  the  part  of  different  classes  of  people  for  peas  retains  elasticity  over  a  larger 
range  of  price  than  will  that  of  any  one  individual,  so  the  demand  of  an  individual 
for  water  for  many  uses  retains  elasticity  over  a  larger  range  of  prices  than  his 
demand  for  it  for  any  one  nse.  Compare  an  article  by  Prof.  J.  B.  Clark  on  A 
Universal  Law  of  Economic  Variation  in  the  Sarvard  Jourrud  of  Economics, 
Vol.  vni. 
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§  5.     So  far  we  have  taken  no  account  of  the  difficulties    book  m. 

of  getting  exact  lists  of  demand  prices,  and  interpreting      _! ' 

them  correctly.  The  first  which  we  have  to  consider  arises  ^^'^*^'*^ 
from  the  element  of  Time,  the  source  of  many  of  the  greatest  overcome ; 
difficulties  in  economics.  element  * 

The  list  of  demand  prices  represents  the  changes  in  the  "'  '''"°*- 
price  at  which  a  commodity  can  be  sold  consequent  on 
changes  in  the  amount  offered  for  sale,  other  things  being 
equal.  But  in  fact  other  things  seldom  are  equal  over 
periods  of  time  sufficiently  long  for  the  collection  of  full  and 
trustworthy  statistics.  There  are  always  occurring  disturbing 
causes  whose  effects  are  commingled  with,  and  cannot  easily 
be  separated  from,  the  effects  of  that  particular  cause  which 
we  desire  to  isolate.  This  difficulty  is  aggravated  by  the  fact 
that  in  economics  the  full  effects  of  a  cause  seldom  come  at 
once,  but  often  spread  themselves  out  after  it  has  ceased  to 
exist. 

To  begin  %vith,  the  purchasing  power  of  money  is  continu-  Changes  in 
ally  changing,  and  rendering  necessary  a  correction  of  the  chamug 
results  obtained  on  our  assumption  that  money  retains  a  ^^®y 
uniform  value.     This   difficulty  can    however   be    overcome 
fairly  well,  since  we  can  ascertain  with  tolerable  accuracy 
the  broader  changes  in  the  purchasing  power  of  money. 

Next  come  the  changes  in  the  general  prosperity  and  in  whether 
the  total  purchasing  power  at  the  disposal  of  the  community  f*  te^*"  ' 
at  large.     The  influence  of  these  changes  is  important,  but  p°™'7- 
perhaps  less  so  than  is  generally  supposed.     For  when  the 
wave  of  prosperity  is  descending,  prices  fall,  and  this  increases 
the  resources  of  those  with  fixed  incomes  at  the  expense  of 
those  whose  incomes  depend  on  the  profits  of  business.     The 
downward  fluctuation   of  prosperity  is  popularly  measured 
almost  entirely  by  the  conspicuous  losses  of  this  last  class ; 
but  the  statistics  of  the  total  consumption  of  such  commodi- 
ties as  tea,  sugar,  butter,  wool,  &c.  prove  that  the  total  pur- 
chasing power  of  the  people  does  not  meanwhile  fall  very 
fast.     Still  there  is  a  fall,  and  the  allowance  to  be  made  for 
it  must  be  ascertained  by  comparing  the  prices  and  the  con- 
sumption of  as  many  things  as  possible. 

Next  come  the  changes  due  to  the  gradual  growth  of 
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population  and  wealth.  For  these  an  easy  numerical  correc- 
tion can  be  made  when  the  facts  are  known  \ 

§  6.  Next,  allowance  must  be  made  for  changes  in  fashion, 
and  taste  and  habit',  for  the  opening  out  of  new  uses  of  a 
commodity,  for  the  discovery  or  improvement  or  cheapening 
of  other  things  that  can  be  applied  to  the  same  uses  with  it. 
In  all  these  cases  there  is  great  difficulty  in  allowing  for  the 
time  that  elapses  between  the  economic  cause  and  its  effect. 
For  time  is  required  to  enable  a  rise  in  the  price  of  a  com- 
modity to  exert  its  full  influence  on  consumption.  Time  is 
required  for  consumers  to  become  familiar  with  substitutes 
that  can  be  used  instead  of  it,  and  perhaps  for  producers  to 
get  into  the  habit  of  producing  them  in  sufficient  quantities. 
Time  may  be  also  wanted  for  the  growth  of  habits  of  famili- 
arity with  the  new  commodities  and  the  discovery  of  methods 
of  economizing  them. 

For  instance  when  wood  and  charcoal  became  dear  in 
England,  familiarity  with  coal  as  a  fuel  grew  slowly,  fireplaces 
were  but  slowly  adapted  to  its  use,  and  an  organized  traffic  in 


Fig.  (9). 


'  When  a  Statistical  table  shows  the  gradual  growth  of  the  consumption  of 
a  commodity  over  a  long  series  of  years,  we  may  want  to  compare  the  percentage 
by  which  it  increases  in  different  years.  This  can  be 
done  pretty  easily  with  a  little  practice.  But  when  the 
figures  are  expressed  in  the  form  of  a  statistical  diagram, 
it  cannot  easily  be  done,  without  translating  the  diagram 
back  into  figures ;  and  this  is  a  cause  of  the  disfavour  in 
which  many  statisticians  hold  the  graphic  method.  Bnt 
by  the  knowledge  of  one  simple  rule  the  balance  can  be 
turned,  so  far  as  this  point  goes,  in  favour  of  the  graphic 
method.  The  rule  is  as  follows : — ^Let  the  quantity  of  a 
commodity  consumed  (or  of  trade  carried,  or  of  tax  levied      ^  ^ 

etc.),  be  measured  by  horizontal  lines  parallel  to  Ox,  fig. 

(9),  while  the  corresponding  years  are  in  the  usual  manner  ticked  off  in  descending 
order  at  equal  distances  along  Oy.  To  measure  the  rate  of  growth  at  any  point  P, 
put  a  ruler  to  touch  the  curve  at  P.  Let  it  meet  Oymt,  and  let  N  be  the  point 
on  Oy  at  the  same  vertical  height  as  P :  then  the  number  of  years  marked  off 
along  Oy  by  the  distance  Nt  is  the  inverse  of  the  fraction  by  which  the  amount  is 
increasing  annually.  That  is,  if  Nt  is  20  years  the  amount  is  increasing  at  the  rate 
of  5V  i*'  °f  5  per  cent,  annually ;  if  JTt  is  25  years,  the  iucrease  is  ^  or  4  per 
cent,  annually;  and  so  on.  See  a  paper  by  the  present  writer  in  the  Jubilee 
number  of  the  Journal  of  the  London  Statistical  Society,  June  1855 ;  also  Note 
IV.  in  the  Appendix. 

^  For  Qlustrations  of  the  influence  of  fashion  see  articles  by  Miss  Foley  in  the 
Economic  Jow-nal,  Vol.  ni.  and  Miss  Heather  Bigg  in  the  Nineteenth  Century, 
Vol.  XXIII. 
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it  did  not  spring  up  quickly  even  to  places  to  which  it  could   book  m. 

be  easily  carried  by  water:   the  invention  of  processes  by      J ' 

which  it  could  be  used  as  a  substitute  for  charcoal  in  manu- 
facture went  eveu  more  slowly,  and  is  indeed  hardly  yet  com- 
plete. Again,  when  in  recent  years  the  price  of  coal  became 
very  high,  a  great  stimulus  was  given  to  the  invention  of 
economies  in  its  use,  especially  in  the  production  of  iron  and 
steam;  but  few  of  these  inventions  bore  much  practical 
fruit  till  after  the  high  price  had  passed  away.  Again,  when 
a  new  line  of  tramways  or  of  suburban  railways  is  opened, 
even  those  who  live  near  the  line  do  not  get  into  the  habit 
of  making  the  most  of  its  assistance  at  once ;  and  a  good 
deal  more  time  elapses  before  many  of  those  whose  places  of 
business  are  near  one  end  of  the  line  change  their  homes  so 
as  to  live  near  the  other  end.  Again,  when  petroleum  first 
became  plentiful  few  people  were  ready  to  use  it  freely ;  gradu- 
ally petroleum  and  petroleum  lamps  have  become  familiar  to 
all  classes  of  society  :  too  much  imfluence  would  therefore  be 
attributed  to  the  fall  in  price  which  has  occurred  since  then, 
if  it  were  credited  with  all  the  increase  of  consumption. 

Another  difficulty  of  the  same  kind  arises  from  the  fact  Some  dc- 

•^  .  .  manos  can 

that  there  are  many  purchases  which  can  easily  be  put  off  for  be  more 
a  short  time,  but  not  for  a  long  time.  This  is  often  the  case  poned  than 
with  regard  to  clothes  and  other  things  which  are  worn  out  °'"*'^- 
gradually,  and  which  can  be  made  to  serve  a  little  longer 
than  usual  under  the  pressure  of  high  prices.  For  instance, 
at  the  beginning  of  the  cotton  famine  the  recorded  consump- 
tion of  cotton  in  England  was  very  small.  This  was  partly 
because  retail  dealers  reduced  their  stock,  but  chiefly  because 
people  generally  made  shift  to  do  as  long  as  they  could 
without  buying  new  cotton  goods.  In  1864  however  many 
found  themselves  unable  to  wait  longer;  and  a  good  deal 
more  cotton  was  entered  for  home  consumption  in  that  year, 
though  the  price  was  then  much  higher,  than  in  either  of 
the  preceding  years.  For  commodities  of  this  kind  then  a 
sudden  scarcity  does  not  immediately  raise  the  price  fully 
up  to  the  level,  which  properly  corresponds  to  the  reduced 
supply.  Similarly  after  the  great  commercial  depression  in 
the  United  States  in  1873  it  was  noticed  that  the  boot  trade 
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BOOK  III.   revived  before  the  general  clothing  trade ;  because  there  is  a 

— '     great  deal  of  reserve  wear  in  the  coats  and  hats  that  are 

thrown  aside  in  prosperous  times  as  worn  out,  but  not  so 
much  in  the  boots. 
Difficulties        g  7,     The  above  difficulties  are  fundamental :  but  there 

jn  the  way  " 

of  obtain-    are  others  which  do  not  lie  deeper  than  the  more  or  less 

ing  the  re-    .         •     i  i      p     i         i*  •     -      i 

qnisite  sta-  inevitable  faults  of  our  statistical  returns. 
° '??■  „  A  demand  schedule  is  supposed  to  present  a  series  of 

impOTfec-    prices  at  which  different  amounts  of  a  commodity  can  find 

tions  of  the  ,  ,.  .  ..  i,«/., 

market  purchasers  during  a  given  time  in  a  market.  A  perfect 
Market  is  a  district,  small  or  large,  in  which  there  are  many 
buyers  and  many  sellers  all  so  keenly  on  the  alert  and  so  well 
acquainted  with  one  another's  affairs  that  the  price  of  a  com- 
modity is  always  practically  the  same  for  the  whole  of  the 
district.  But  independently  of  the  fact  that  those  who  buy 
for  their  own  consumption,  and  not  for  the  purposes  of  trade, 
are  not  always  on  the  look  out  for  every  change  in  the  market, 
there  is  no  means  of  ascertaining  exactly  what  prices  are  paid 
in  many  transactions.  Again  the  geographical  limits  of  a 
and  its  market  are  seldom  clearly  drawn,  except  when  they  are 
^e  °  ^  marked  out  by  the  sea  or  by  custom-house  barriers ;  and  no 
country  has  accurate  statistics  of  commodities  produced  in 
it  for  home  consumption. 
Secondly  Again,  there  is  generally  some  ambiguity  even  in  such 

of  dealers'   Statistics  as  are  to  be  had.     They  commonly  show  goods  as 
apTto  bl     entered  for  consumption  as  soon  as  they  pass  into  the  hands 
fOT^a?^     of  dealers ;  and  consequently  an  increase  of  dealers'  stocks 
crease  of     Cannot  easily  be  distinguished  from  an  increase  of  consump- 
tion, tion.     But  the  two  are  governed  by  different  causes.     A  rise 
of  prices  tends  to  check  consumption ;  but  if  the  rise  is  ex- 
pected to  contiaue,  it  will   probably,  as  has  already  been 
noticed,  lead  dealers  to  increase  their  stocks'. 

1  In  examining  the  effects  of  taxation,  it  is  customary  to  compare  the  amounts 
entered  for  consumption  just  before  and  just  after  the  imposition  of  the  tax.  But 
this  is  mitrustworthy.  For  dealers  anticipating  the  tax  lay  in  large  stocks  just 
before  it  is  imposed,  and  need  to  buy  Tery  little  for  some  time  afterwards.  And 
vice  versa  when  a  tax  is  lowered.  Again,  high  taxes  lead  to  false  returns.  For 
instance,  the  nominal  importation  of  molasses  into  Boston  increased  fif tyfold  in 
consequence  of  the  tax  being  lowered  by  the  Bockingham  Ministry  in  1766,  from 
6d.  to  Id.  per  gallon.  But  this  was  chiefly  due  to  the  fact  that  with  the  tax 
at  Irf.,  it  was  cheaper  to  pay  the  duty  than  to  smuggle. 


bound- 
aries. 
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Next  it  is  difficult  to  insure  that  the  commodities  referred   book  m. 
to  are  always  of  the  same  quality.     After  a  dry  summer  what     "^^JJ- 
wheat  there  is,  is  exceptionally  good  ;  and  the  prices  for  the  Changes  of 
next  harvest  year  appear  to  be  higher  than  they  really  are. 
It  is  possible  to  make  allowance  for  this,  particularly  now 
that  dry  Californian  wheat  affords  a  standard.      But  it  is 
almost  impossible  to  allow  properly  for  the  changes  in  quality 
of  many  kinds  of  manufactured  goods.     This  difficulty  occurs 
even  in  the  case  of  such  a  thing  as  tea :  the  substitution  in 
recent  years  of  the  stronger  Indian  tea  for  the  weaker  Chinese 
tea  has  made  the  real  increase  of  consumption  greater  than 
that  which  is  shown  by  the  statistics. 


Note  on  Statistics  of  Consumption. 

General  Statistics  of  consumption  are  published  by  many  Gtovem- 
ments  with  regard  to  certain  classes  of  commodities.  But  partly  for 
the  reasons  just  indicated  they  are  of  very  little  service  in  helping  us 
to  trace  either  a  causal  connection  between  variations  in  prices  and 
variations  in  the  amounts  which  people  will  buy,  or  in  the  distribution 
of  different  kinds  of  consumption  among  the  different  classes  of  the 
community. 

As  regards  the  first  of  these  objects,  viz.  the  discovery  of  the  laws 
connecting  variations  in  consumption  consequent  on  variations  in  price, 
there  seems  much  to  be  gained  by  working  out  a  hint  given  by  Jevons 
{Theory,  pp.  II,  12)  with  regard  to  shopkeepers'  books. 

A  shopkeeper  in  the  working  man's  quarter  of  a  manufacturing  town 
has  often  the  means  of  ascertaining  with  tolerable  accuracy  the  financial 
position  of  the  great  body  of  his  customers.  He  can  find  out  how  many 
factories  are  at  work,  and  for  how  many  hours  in  the  week,  and  he  can 
hear  about  all  the  important  changes  in  the  rate  of  wages :  in  fact  he 
makes  it  his  business  to  do  so.  And  as  a  rule  his  customers  are  quick 
in  finding  out  changes  in  the  price  of  things  which  they  commonly  use. 
He  will  therefore  often  find  cases  in  which  an  increased  consumption  of 
a  commodity  is  brought  about  by  a  fall  in  its  price,  the  cause  acting 
quickly,  and  acting  alone  without  any  admixture  of  disturbing  causes. 
Even  where  disturbing  causes  are  present,  he  will  often  be  able  to  allow 
for  their  influence.  For  instance,  he  will  know  that  as  the  winter  comes 
on,  the  prices  of  butter  and  vegetables  rise ;  but  the  cold  weather  makes 
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BOOK  ni.  people  desire  butter  more  and  vegetables  less  than  before :  and  therefore 
°°'  "'  when  the  prices  of  both  vegetables  and  butter  rise  towards  the  winter,  he 
will  expect  a  greater  falling  off  of  consumption  in  the  case  of  vegetables 
than  should  properly  be  attributed  to  the  rise  in  price  taken  alone,  but 
a  less  falling  oflF  in  the  case  of  butter.  If  however  in  two  neighbouring 
winters  his  customers  have  been  about  equally  numerous,  and  in  receipt 
of  about  the  same  rate  of  wages ;  and  if  in  the  one  the  price  of  butter 
was  a  good  deal  higher  than  in  the  other,  then  a  comparison  of  his  books 
for  the  two  winters  will  afford  a  very  accurate  indication  of  the  influence 
of  changes  in  price  on  consumption. 

Such  a  shopkeeper's  book  affords  good  opportunities  for  the  appli- 
cation of  "  the  Method  of  Difference."  It  may  be  hoped  that,  as  the 
knowledge  of  economic  science  is  diffused,  local  statistical  societies  will 
do  important  work  in  this  and  similar  directions.  Above  all  this  may 
be  hoped  from  the  great  co-operative  stores.  Shopkeepers  who  supply 
other  classes  of  society  must  occasionally  be  in  a  position  to  furnish 
similar  facts  relating  to  the  consumption  of  their  customers.  And  if  a 
sufficient  number  of  tables  of  demand  by  different  sections  of  society 
could  be  obtained,  they  would  afford  the  means  of  estimating  indirectly 
the  variations  in  total  demand  that  would  result  from  extreme  varia- 
tions in  price,  and  thus  attaining  an  end  which  is  inaccessible  by 
any  other  route.  For,  as  a  general  rule,  the  price  of  a  commodity 
fluctuates  within  but  narrow  limits;  and  therefore  statistics  afford 
us  no  direct  means  of  guessing  what  the  consumption  of  it  would 
be,  if  its  price  were  either  fivefold  or  a  fifth  part  of  what  it  actually 
is.  But  we  know  that  its  consumption  would  be  confined  almost 
entirely  to  the  rich  if  its  price  were  very  high;  and  that,  if  its  price 
were  very  low,  the  great  body  of  its  consumption  would  in  most  cases 
be  among  the  working  classes.  If  then  the  present  price  is  very  high 
relatively  to  the  middle  or  to  the  working  classes,  we  may  be  able  to 
infer  from  the  laws  of  their  demand  at  the  present  prices  what  would  be 
the  demand  of  the  rich  if  the  price  were  so  raised  so  as  to  be  very  high 
relatively  even  to  their  means.  On  the  other  hand,  if  the  present  price 
is  moderate  relatively  to  the  means  of  the  rich,  we  may  be  able  to  infer 
from  their  demand  what  would  be  the  demand  of  the  working  classes  if 
the  price  were  to  fall  to  a  level  which  is  moderate  relatively  to  their 
means.  It  is  only  by  thus  piecing  together  fragmentary  laws  of  demand 
that  we  can  hope  to  get  any  approach  to  an  accurate  law  relating  to 
widely  different  prices.  (That  is  to  say  the  general  demand  curve  for  a 
commodity  cannot  be  drawn  with  confidence  except  in  the  immediate 
neighbourhood  of  the  ciurent  price,  until  we  are  able  to  piece  it  together 
out  of  the  fragmentary  demand  curves  of  different  classes  of  society. 
Compare  the  second  Section  of  this  Chapter.) 

When  some  progress  has  been  made  in  reducing  to  definite  law  the 
demand  for  commodities  that  are  destined  for  immediate  consumption, 
then,  but  not  till  then,  will  there  be  use  in  attempting  a  similar  task 
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with  regard  to  those  secondary  demands  which  are  dependent  on  these 
— the  demands  namely  for  the  labour  of  artisans  and  others  who  take 
part  in  the  production  of  things  for  sale;  and  again  the  demand  for 
machines,  factories,  railway  material  and  other  instruments  of  pro- 
duction. The  demand  for  the  work  of  medical  men,  of  domestic  servants 
and  of  all  those  whose  services  are  rendered  direct  to  the  consumer  is 
similar  in  character  to  the  demand  for  commodities  for  immediate  con- 
siunption,  and  its  laws  may  be  investigated  in  the  same  manner. 


BOOK  ni. 
CH.  IV. 


It  is  a  very  important,  but  also  difficult  task  to  ascertain  the 
proportions  in  which  the  different  classes  of  society  distribute  their 
expenditure  between  necessaries,  comforts  and  luxuries ;  between  things 
that  provide  only  present  pleasure,  and  those  that  build  up  stores  of 
physical  and  moral  strength;  and  lastly  between  those  which  gratify 
the  lower  wants  and  those  which  stimulate  and  educate  the  higher 
wants.  Several  endeavours  have  beeu  made  in  this  direction  on  the 
Continent  during  the  last  fifty  years ;  and  latterly  the  subject  has  been 
investigated  with  increasing  vigour  not  only  there  but  also  in  America 
and  in  England. 

A  single  table  made  out  by  the  great  statistician  Dr  Engel  for  the 
consumption  of  the  lower,  middle  and  working  classes  in  Saxony  in  1857, 
may  be  quoted  here;  because  it  has  acted  as  a  guide  and  a  standard 
of  comparison  to  later  inquiries.     It  is  as  follows : — 


Items  of  Expenditure. 


Proportions  of  tlie  Expenditure  of  tlie  Family  of— 


Workman  with  an 

Income  of  iS!.  to  601. 

a  Year. 


Workman  with  an 

Income  of  902.  to 

120(. 


Middle-Class  person 

with  an  Income  of 

1501  to  200;. 


1.  Food  only    .    . 

2.  Clothing  .     .     . 

3.  Lodging .    .    . 

4.  Light  and  Fael 

5.  Edncation    .    . 

6.  Legal  Protection 

7.  Care  of  health  . 

8.  Comfort  and  recreation 

Totals     .... 


62-0  per  cent. 

160 

120 

5-0 

2-0 

10 

10 

10 


55-0  per  cent. 

180 

120 

50 

3-5 

2-0 

20 

2-5 


50-0  per  cent. 

180 

120 

50 

5-5 

30 

3-0 

3-5 


1000  per  cent. 


1000  per  cent. 


100-0  per  cent. 


Working-men's  budgets  have  often  been  collected  and  compared. 
But  Uke  all  other  figures  of  the  kind  they  suffer  fi'om  the  facts  that 
those  who  will  take  the  trouble  to  make  such  returns  voluntarily  are 
not  average  men,  that  those  who  keep  careful  accounts  are  not  average 
men ;  and  that  when  accounts  have  to  be  supplemented  by  the  memory, 
the  memory  is  apt  to  be  biassed  by  notions  as  to  how  the  money 
ought  to  have  been  spent,  especially  when  the  accounts  are  put  together 
specially  for  another's  eye.     This  border-ground  between  the  provinces 
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BOOK  m.    of  domestic  and  public  economy  is  one  in  which  excellent  work  may 
CH.  IV.      i^  done  by  many  who  are  disinclined  for  more  general  and  abstract 
speculations'. 

>  Working  men's  budgets  were  collected  by  Eden  at  the  end  of  the  last 
centnrj ;  and  there  is  mnch  miscellaneons  information  on  the  expenditure  of  the 
working  classes  in  the  Beports  of  Commissions  on  Poor-relief,  Factories,  &c. 
during  the  whole  of  this  century.  See  also  an  article  on  wages  and  prices  in  the 
Companion  to  the  British  Almanack  for  1834,  Workmen's  Budgets  in  Manchester, 
in  the  Statistical  Journal,  1841 — 2;  Tackett's  Labouring  Population,  1846; 
Sargant's  Economy  of  the  Working  Classes  in  1857;  Beports  by  her  Majesty's 
Consuls  On  the  Condition  of  the  Working  Classes  in  Foreign  Countries,  1872;  the 
inquiry  for  the  Board  of  Trade  in  1887 ;  Workmen's  Budgets  by  Higgs  in  Statis- 
tical Journal  1893 ;  Beports  of  Subcommissioners  on  Agriculture  to  the  Labour 
Commission  1893,  4 ;  some  articles  in  Vols.  it.  and  t.  of  the  Bulletin  de  VInstitut 
International  de  Statistiqtie,  in  the  latter  of  which  a  compendious  view  is  given  of 
the  results  of  M.  le  Play's  monumental  Les  Ouvriers  EurqpSens  ;  while  an  abstract 
of  many  continental  inquiries  is  presented  in  a  convenient  form  in  Dr  Gmber's 
Die  Haushaltung  der  arbeitenden  Klassen.  Much  work  has  been  done  in  the  same 
direction  in  the  United  States ;  see  Young's  Labour  in  Europe  and  America  ;  and 
the  reports  of  various  American  Labour  Bureaux,  especially  those  of  the  United 
States  Conmiissioner  of  Labour  for  1886,  and  1891 ;  and  Prof.  Falkner's  intro- 
duction to  the  Eeport  on  Wholesale  Prices,  &o.  to  the  Senate  in  1893. 

The  method  of  M.  le  Play  is  the  intensive  study  of  all  the  details  of  the 
domestic  life  of  a  few  carefully  chosen  families.  To  work  it  well  requires  a  rare 
combination  of  judgment  in  selecting  cases,  and  of  insight  and  sympathy  in 
interpreting  them.  At  its  best,  it  is  the  best  of  all :  but  in  ordinary  hands  it  is 
likely  to  suggest  more  untrustworthy  general  conclusions,  than  those  obtained  by 
the  extensive  method  of  collecting  more  rapidly  very  numerous  observations, 
reducing  them  as  far  as  possible  to  statistical  form,  and  obtaining  broad  averages 
in  which  inaccuracies  and  idiosyncracies  may  be  trusted  to  counteract  one  another 
to  some  extent. 

Information  bearing  on  the  subject  was  collected  by  Harrison,  Petty,  Cantillon 
(whose  lost  Supplement  seems  to  have  contained  some  workmen's  budgets), 
Arthur  Young,  Malthus  and  others.  Part  of  the  work  is  now  being  taken  over 
by  the  younger  sciences  of  Anthropology  and  Demography ;  and  there  is  much  to 
be  gleaned  from  the  Descriptive  Sociology  of  various  nations  compiled  under  the 
direction  of  Herbert  Spencer;  which,  though  too  ambitious,  may  be  of  service 
to  the  economist  if  used  with  care.  See  also  Lavoll^e,  Classes  ouvriires  en 
Europe  ;  Barbaret,  Le  travail  en  France  ;  Symonds,  Arts  and  Artisans  at  Home 
and  Abroad;  Mayhew,  London  Labour  ;  and  Charles  Booth,  Life  and  Labour  in 
London  and  Condition  of  the  Aged  Poor. 


CHAPTER  V. 

THE   CHOICE   BETWEEN    DIFFERENT   USES   OF  THE   SAME 
THING.      IMMEDIATE   AND   DEFERRED   USES. 

§  1.     The  primitive  housewife  finding  that  she  has  a   bookiu. 
limited  number  of  hanks  of  yam  from  the  year's  shearing,         ' 
considers  all  the  domestic  wants  for  clothing  and  tries  to  ^Jy^f"'^" 
distribute  the  yam  between  them  in  such  a  way  as  to  con-  person's 


tribute  as  much  as  possible  to  the  family  well-being.  She  tween  the 
will  think  she  has  failed  if,  when  it  is  done,  she  has  reason  f^m  of*dif- 
to  regret  that  she  did  not  apply  more  to  making,  say,  socks,  ^"^ 
and  less  to  vests.  That  would  mean  that  she  had  mis- 
calculated the  points  at  which  to  suspend  the  making  of 
socks  and  vests  respectively;  that  she  had  gone  too  far  in 
the  case  of  vests,  and  not  far  enough  in  that  of  socks ;  and 
that  therefore  at  the  points  at  which  she  actually  did  stop, 
the  utility  of  yam  turned  into  socks  was  gfreater  than  that 
of  yarn  turned  into  vests.  But  if,  on  the  other  hand,  she  hit 
on  the  right  points  to  stop  at,  then  she  made  just  so  many 
socks  and  vests  that  she  got  an  equal  amount  of  good  out  of 
the  last  bundle  of  yam  that  she  applied  to  socks,  and  the  last 
she  applied  to  vests.  This  illustrates  a  general  principle, 
which  may  be  expressed  thus : — 

If  a  person  has  a  thing  which  he  can  put  to  several  uses, 
he  will  distribute  it  between  these  uses  in  such  a  way  that 
it  has  the  same  marginal  utility  in  all.  For  if  it  had  a 
greater  marginal  utility  in  one  use  than  another,  he  would 
gain  by  taking  away  some  of  it  from  the  second  use  and 
applying  it  to  the  first'. 

'  Onr  illnstration  belongs  indeed  properly  to  domestic  prodnction  rather  than 
to  domestic  consmnption.    Bat  that  was  almost  inevitable;  for  there  are  very 
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Bnts 
person 
may  have 
too  much 
of  one 
thing  for 
all  uses, 
and  too 
little  of 
another. 


Barter 
is  a  partial 
remedy. 


Money  can 
be  distri- 
bnted  so  as 
to  have 
equal  mar- 
ginal atili- 
ties  in  each 
use. 


ninstra- 
tions. 


A  chief 
use  of 
domestic 
accounts. 


One  great  disadvantage  of  a  primitive  economy,  in  which 
there  is  but  little  free  exchange,  is  that  a  person  may  easily 
have  so  much  of  one  thing,  say  wool,  that  when  he  has 
applied  it  to  every  possible  use,  its  marginal  utility  in  each 
use  is  low :  and  at  the  same  time  he  may  have  so  little  of 
some  other  thing,  say  wood,  that  its  marginal  utility  for  him 
is  very  high.  Meanwhile  some  of  his  neighbours  may  be  in 
great  need  of  wood,  and  have  more  wool  than  they  can  turn 
to  good  account.  If  each  gives  up  that  which  has  for  him 
the  lower  utility  and  receives  that  which  has  the  higher,  each 
will  gain  by  the  exchange.  But  to  make  such  an  adjustment 
by  barter,  would  be  tedious  and  difficult. 

The  difficulty  of  barter  is  indeed  not  so  very  great 
where  there  are  but  a  few  simple  commodities  each  capable 
of  being  adapted  by  domestic  work  to  several  uses;  the 
weaving  wife  and  the  spinster  daughters  adjusting  rightly 
the  marginal  utilities  of  the  different  uses  of  the  wool,  while 
the  husband  and  the  sons  do  the  same  for  the  wood. 

§  2.  But  when  commodities  have  become  very  numerous 
and  highly  specialized,  there  is  an  urgent  need  for  the  free 
use  of  money,  or  general  purchasing  power ;  for  that  alone 
can  be  applied  easily  in  an  unlimited  variety  of  purchases. 
And  in  a  money-economy,  good  management  is  shown  by  so 
adjusting  the  margins  of  suspense  on  each  line  of  expenditure 
that  the  marginal  utility  of  a  shilling's  worth  of  goods  on 
each  line  shall  be  the  same.  And  this  result  each  one  will 
attain  by  constantly  watching  to  see  whether  there  is  any 
thing  on  which  he  is  spending  so  much  that  he  would  gain 
by  taking  a  little  away  from  that  line  of  expenditure  and 
putting  it  on  some  other  line. 

Thus  for  instance  the  clerk  who  is  in  doubt  whether  to 
ride  to  town,  or  to  walk  and  have  some  little  extra  indulgence 
at  his  lunch,  is  weighing  against  one  another  the  (marginal) 
utilities  of  two  different  modes  of  spending  his  money.  And 
when  an  experienced  housekeeper  urges  on  a  young  couple 

few  things  ready  for  immediate  consumption  which  are  available  for  many 
different  uses.  And  the  doctrine  of  the  Distribution  of  means  between  different 
uses  has  less  important  and  less  interesting  applications  in  the  Science  of 
Demand  than  in  that  of  Supply ;  where  one  particular  form  of  it — ^the  Law  of 
Substitution — will  occupy  us  a  great  deal. 
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the  importance  of  keeping  accounts  carefully ;  a  chief  motive  book  m. 
of  the  advice  is  that  they  may  avoid  spending  impulsively  a  " 
great  deal  of  money  on  furniture  and  other  things ;  for,  though 
some  quantity  of  these  is  really  needful,  yet  when  bought 
lavishly  they  do  not  give  high  (marginal)  utilities  in  propor- 
tion to  their  cost.  And  when  the  young  pair  look  over  their 
year's  budget  at  the  end  of  the  year,  and  find  perhaps  that 
it  is  necessary  to  curtail  their  expenditure  somewhere,  they 
compare  the  (marginal)  utilities  of  different  items,  weighing 
the  loss  of  utility  that  would  result  from  taking  away  a 
pound's  expenditure  here,  with  that  which  they  would  lose 
by  taking  it  away  there  :  they  strive  to  adjust  their  parings 
down  so  that  the  aggregate  loss  of  utility  may  be  a  minimum, 
and  the  aggregate  of  utility  that  remains  to  them  may  be  a 
maximum'. 

§  3.     The  different  uses  between  which  a  commodity  is 
distributed   need   not   all   be   present   uses ;   some  may  be 
present  and  some  future.     A  prudent  person  will  endeavour  The 
to  distribute  his  means  between  all  their  several  uses  present  of  fntmre 
and  future  in  such  a  way  that  they  will  have  in  each  the  agS^^ 
same  marginal  utility.     But  in  estimating  the  present  mar-  present, 
ginal  utility  of  a  distant  source  of  pleasure  a  twofold  allowance 
must  be  made ;  firstly,  for  its  uncertainty  (this  is  an  objective 
property  which  all  well-informed  persons  would  estimate  in 
the  same  way);  and  secondly,  for  its  diflference  in  the  value 
to  them  of  a  distant  as  compared  with  a  present  pleasure 
(this  is  a  subjective  property  which  different  people  would 
estimate   in   different    ways   according    to   their  individual 
characters,  and  their  circumstances  at  the  time). 

^  The  working-class  budgets  which  were  mentioned  in  the  Note  at  the  end  of 
the  last  chapter  may  render  most  important  services  in  helping  people  to  dis- 
tribute their  resources  wisely  between  different  uses,  so  that  the  marginal  utility 
for  each  purpose  shall  be  the  same.  But  the  vital  problems  of  domestic  economy 
relate  as  much  to  wise  action  as  to  wise  spending.  The  English  and  the  American 
housewife  make  limited  means  go  a  much  less  way  towards  satisfying  wants  than 
the  French  housewife  does,  not  because  they  do  not  know  how  to  buy,  but  because 
they  cannot  produce  as  good  finished  commodities  out  of  the  raw  materieJ  of 
inexpensive  joints,  vegetables  &c,,  as  she  can.  Domestic  economy  is  often  spoken 
of  as  belonging  to  the  Science  of  Consumption :  but  that  is  only  half  true.  The 
greatest  faults  in  domestic  economy,  among  the  sober  portion  of  the  Anglo-Saxon 
working-classes  at  all  events,  are  faults  of  Production  rather  than  of  Consumption. 

13—2 
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If  people  regarded  future  benefits  as  equally  desirable 
with  similar  benefits  at  the  present  time,  they  would  pro- 
bably endeavour  to  distribute  their  pleasures  and  other 
satisfactions  evenly  throughout  their  lives.  They  would 
therefore  generally  be  willing  to  give  up  a  present  pleasure 
for  the  sake  of  an  equal  pleasure  in  the  future,  provided  they 
could  be  certain  of  having  it.  But  in  fact  human  nature  is 
so  constituted  that  in  estimating  the  "  present  value  "  of  a 
future  benefit  most  people  generally  make  a  second  deduction 
from  its  future  value,  in  the  form  of  what  we  may  call  a  "  dis- 
count," that  increases  with  the  period  for  which  the  benefit 
is  deferred.  One  will  reckon  a  distant  benefit  at  nearly  the 
same  value  which,  it  would  have  for  him  if  it  were  present ; 
while  another  who  has  less  power  of  realizing  the  future,  less 
patience  and  self-control,  will  care  comparatively  little  for 
any  benefit  that  is  not  near  at  hand.  And  the  same  person 
will  vary  in  his  mood,  being  at  one  time  impatient,  and  greedy 
for  present  enjoyment ;  while  at  another  his  mind  dwells  on 
the  future,  and  he  is  willing  to  postpone  all  enjoyments  that 
can  conveniently  be  made  to  wait.  Sometimes  he  is  in  a 
mood  to  care  little  for  anything  else :  sometimes  he  is  like 
the  children  who  pick  the  plums  out  of  their  pudding  to  eat 
them  at  once,  sometimes  like  those  who  put  them  aside  to  be 
eaten  last.  And,  in  any  case,  when  calculating  the  rate  at 
which  a  future  benefit  is  discounted,  we  must  be  careful  to 
make  allowance  for  the  pleasures  of  expectation. 

The  rates  at  which  different  people  discount  the  future 
affect  not  only  their  tendency  to  save,  as  the  term  is  ordi- 
narily understood,  but  also  their  tendency  to  buy  things 
which  will  be  a  lasting  source  of  pleasure  rather  than  those 
which  give  a  stronger  but  more  transient  enjoyment ;  to  buy 
a  new  coat  rather  than  to  indulge  in  a  drinking  bout,  or  to 
choose  simple  furniture  that  will  wear  well,  rather  than 
showy  furniture  that  will  soon  fall  to  pieces. 

It  is  in  regard  to  these  things  especially  that  the  pleasure 
of  possession  makes  itself  felt.  Many  people  derive  from 
the  mere  feeling  of  ownership  a  stronger  satisfaction  than 
they  derive  from  ordinary  pleasures  in  the  narrower  sense 
of  the  term :  for  example,  the  delight  in  the  possession  of 
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land  will  often  induce  people  to  pay  for  it  so  high  a  price  that   book  m. 

it  yields  them  but  a  very  poor  return  on  their  investment.      

There  is  a  delight  in  ownership  for  its  own  sake ;  and  there 
is  a  delight  in  ownership  on  account  of  the  distinction  it 
yields.  Sometimes  the  latter  is  stronger  than  the  former, 
sometimes  weaker ;  and  perhaps  no  one  knows  himself  or 
other  people  well  enough  to  be  able  to  draw  the  line  quite 
certainly  between  the  two. 

§  4.     As  has  already  been  urged,  we  cannot  compare  the  But  we 
qtmntities  of  two  benefits,  which  are  enjoyed  at  diflferent  really 
times  even  by  the  same  person.     When  a  person  postpones  a  the™*** 
pleasure-giving  event  he  does  not  postpone  the  pleasure ;  but  9"<"i'tity 
he  gives  up  a  present  pleasure  and  takes  in  its  place  another,  benefit, 
or  an  expectation  of  getting  another  at  a  future  date :  and 
we  cannot  tell  whether  he  expects  the  future  pleasure  to  be 
greater  than  the  one  which  he  is  giving  up,  unless  we  know 
all   the   circumstances   of   the   case.     And    therefore,   even 
though  we   know  the   rate   at'  which   he   discounts   future 
pleasurable  events,  such  as  spending  £1  on  immediate  grati- 
fications, we  yet  do  not  know  the  rate  at  which  he  discounts 
future  pleasures'. 

^  In  classifying  some  pleasures  as  more  urgent  than  others,  it  is  often  for- 
gotten that  the  postponement  of  a  pleasnrable  event  may  alter  the  circumstances 
mider  which  it  occurs,  and  therefore  alter  the  character  of  the  pleasure  itself.  For 
instance  it  may  be  said  that  a  young  man  discounts  at  a  very  high  rate  the 
pleasure  of  the  Alpine  tours  which  he  hopes  to  be  able  to  afford  himself  when  he 
has  made  his  fortune.  He  would  much  rather  have  them  now,  partly  because 
they  would  give  him  much  greater  pleasure  now. 

Again,  it  may  happen  that  the  postponement  of  the  pleasurable  event  involves 
an  unequal  distribution  in  Time  of  a  certain  good,  and  that  the  Law  of  Diminu- 
tion of  Marginal  Utility  acts  strongly  in  the  case  of  this  particular  good.  For 
instance,  it  is  sometimes  said  that  the  pleasures  of  eating  are  specially  urgent ; 
■  and  it  is  undoubtedly  true  that  if  a  man  goes  dinnerless  for  six  days  in  the  week 
and  eats  seven  dinners  on  the  seventh,  he  loses  very  much ;  because  when  post- 
poning six  dinners,  he  does  not  postpone  the  pleasures  of  eating  six  separate 
dinners,  but  substitutes  for  them  the  pleasure  of  one  day's  excessive  eating. 
Again,  when  a  person  puts  away  eggs  for  the  winter  he  does  not  expect  that  they 
will  be  better  flavoured  then  than  now ;  he  expects  that  they  will  be  scarce,  and 
that  therefore  their  utility  will  be  higher  than  now.  This  shows  the  importance, 
of  drawing  a  clear  distinction  between  discounting  a  future  pleasure,  and  dis- 
counting the  pleasure  derived  from  the  future  enjoyment  of  a  certain  amount  of 
a  commodity.  For  in  the  latter  case  we  must  make  separate  allowance  for 
differences  between  the  marginal  utilities  of  the  commodity  at  the  two  times: 
but  in  the  latter  this  has  been  allowed  for  once  in  estimating  the  amount  of  the 
pleasure ;  and  it  must  not  be  allowed  for  again. 
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We  can  however  get  an  artificial  measure  of  the  rate  at 
■which  he  discounts  future  benefits  by  making  two  assump- 
tions. These  are,  firstly,  that  he  expects  to  be  about  as  rich 
at  the  future  date  as  he  is  now ;  and  secondly,  that  his  capa- 
city for  deriving  benefit  from  the  things  which  money  will 
buy  will  on  the  whole  remain  unchanged,  though  it  may  have 
increased  in  some  directions  and  diminished  in  others.  On 
these  assumptions,  if  he  is  willing,  but  only  just  willing,  to 
spare  a  pound  from  his  expenditure  now  with  the  certainty 
of  having  (for  the  disposal  of  himself  or  his  heirs)  a  guinea 
one  year  hence,  we  may  fairly  say  that  he  discounts  future 
benefits  that  are  perfectly  secure  (subject  only  to  the  condi- 
tions of  human  mortality)  at  the  rate  of  five  per  cent,  per 
annum.  And  on  these  assumptions  the  rate  at  which  he 
discounts  future  (certain)  benefits,  will  be  the  rate  at  which 
he  can  discount  money  in  the  money  market'. 


1  It  is  important  to  remember  that,  except  on  these  assumptions  there  is  no 
direct  connection  between  the  rate  of  disconnt  on  the  loan  of  money,  and  the  rate 
at  which  fatnre  pleasnres  are  discoonted.  A  man  may  be  so  impatient  of  delay 
that  a  certain  promise  of  a  pleasure  ten  years  hence  will  not  indnce  him  to  give 
np  one  close  at  hand  which  he  regards  as  a  quarter  as  great.  And  yet  if  he 
should  fear  that  ten  years  hence  money  may  be  so  scarce  with  him  (and  its 
marginal  utility  therefore  so  high)  that  half-a-crown  then  may  give  him  more 
pleasure  or  save  him  more  pain  than  a  pound  now,  he  will  save  something  for  the 
future  even  though  he  have  to  hoard  it,  on  the  same  principle  that  he  might  store 
eggs  for  the  winter.  But  we  are  here  straying  into  questions  that  are  more 
closely  connected  with  Supply  than  with  Demand.  We  shall  have  to  consider 
them  again  from  different  points  of  view  in  connection  with  the  Accumulation  of 
Wealth,  and  later  again  in  connection  with  the  causes  that  determine  the  Rate  of 
Interest. 

We  may  however  consider  here  how  to  measure  numerically  the  present  value 
of  a  future  pleasure,  on  the  supposition  that  we  know,  (i)  its  amount,  (ii)  the  date 
at  which  it  will  come,  if  it  comes  at  all,  (iii)  the  chance  that  it  will  come,  and  (iv) 
the  rate  at  which  the  person  in  question  discounts  future  pleasures. 

If  the  probability  that  a  pleasure  will  be  enjoyed  is  three  to  one,  so  that 
three  chances  out  of  fom:  are  in  its  favour,  the  value  of  its  expectation  is  three, 
fourths  of  what  it  would  be  if  it  were  certain :  if  the  probability  that  it  will  be 
enjoyed  were  only  seven  to  five,  so  that  only  seven  chances  out  of  twelve  are  in  its 
favour,  the  value  of  its  expectation  is  only  seven-twelfths  of  what  it  would  be  if 
the  event  were  certain,  and  so  on.  [This  is  its  actuarial  value:  but  further 
allowance  may  have  to  be  made  for  the  fact  that  the  true  value  to  anyone  of  an 
uncertain  gain  is  generally  less  than  its  actuarial  value  (see  the  second  note  ou 
p.  187).]  If  the  anticipated  pleasure  is  both  uncertain  and  distant  we  have  a  two- 
fold deduction  to  make  from  its  full  value.  We  will  suppose,  for  instance,  that  a 
person  would  give  10s.  for  a  gratification  if  it  were  present  and  certain,  but  that 
it  is  due  a  year  hence,  and  the  probability  of  its  happening  then  is  three  to  one. 
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So  far  we  have  considered  each  pleasure  singly;  but  a  bookiu. 
great  many  of  the  things  which  people  buy  are  durable,  i.e.  _' 
are  not  consumed  in  a  single  use;  a  durable  good,  such  as  Selves 
a  piano,  is  the  probable  source  of  many  pleasures,  more  or  f''''®"Jf^ 
less  remote ;  and  its  value  to  a  purchaser  is  the  aggregate  ownership 
of  the  value  to  him  of  all  these  pleasures,  allowance  being  commodi- 
made  for  their  uncertainty  and  for  their  distance^.  *^*^' 

Suppose  also  that  he  disconuts  the  future  at  the  rate  of  twenty  per  cent,  per 
annum.  Then  the  value  to  him  of  the  anticipation  of  it  is  §  x  ^^  x  IQs.  i.e.  Gn. 
Compare  the  Introductory  chapter  of  Jeyons'  Theory  of  Political  Economy. 

1  Of  course  this  estimate  is  formed  by  a  rough  instinct ;  and  in  any  attempt  to 
reduce  it  to  numerical  accuracy  (see  Note  V.  in  the  Appendix),  we  must  recollect 
what  has  been  said,  in  this  and  the  preceding  Section,  as  to  the  impossibility  of 
comparing  accurately  pleasures  or  other  satisfactions  that  do  not  occur  at  the  . 
same  time ;  and  also  as  to  the  assumption  of  uniformity  iuTolved  in  supposing  the 
discount  of  future  pleasures  to  obey  the  exponential  law. 
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VALUE   AND    UTILITY. 

§  1.     We  may  now  turn  to  consider  how  far  the  price 

which  is  actually  paid  for  a  thing  represents  the  benefit  that 

Price  and    arises  from  its  possession.     This  is  a  wide  subject  on  which 

economic  science  has  very  little  to  say,  but  that  little  is  of 

some  importance. 

We  have  already  seen  that  the  price  which  a  person  pays 
for  a  thing  can  never  exceed,  and  seldom  comes  up  to  that 
which  he  would  be  willing  to  pay  rather  than  go  without  it : 
so  that  the  satisfaction  which  he  gets  from  its  purchase 
generally  exceeds  that  which  he  g^ves  up  in  pajdng  away  its 
price ;  and  he  thus  derives  from  the  purchase  a  surplus  of 
satisfaction.  The  excess  of  the  price  which  he  would  be 
willing  to  pay  rather  than  go  without  it,  over  that  which  he 
actually  does  pay  is  the  economic  measure  of  this  surplus 
Consumer)'  Satisfaction  :  and,  for  reasons  which  will  appear  later  on,  may 
'"  be  called  Consumers'  Rent. 

It  is  obvious  that  the  Consumers'  Rents  derived  from 

some  commodities  are  much  greater  than  from  others.    There 

are  many  comforts  and  luxuries  of  which  the  prices  are  very 

much  below  those  which  many  people  would  pay  rather  than 

go  entirely  without  them ;  and  which  therefore  afford  a  very 

great  Consumers'  Rent.     Good  instances  are  matches,  salt, 

a  penny  newspaper,  or  a  postage-stamp. 

is  part  This  benefit,  which  he  gets  from  purchasing  at  a  low  price 

benefit  a     things  which  he  would  rather  pay  a  high  price  for  than  go 

dSdves       without,  may  be  called  the  benefit  which  he  derives  from  his 

from  his      Opportunities,  or  from  his  Environment;   or,  to  recui'  to  a 
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word  that  was  in  common  use  a  few  generations  ago,  from  his   book  m. 

Conjuncture.     Our  aim  in  the  present  is  to  apply  the  notion      

of  Consumers'  Rent  as  an  aid  in  estimating  roughly  some  of  f  "^™r 
the  benefits  which  a  person  derives  from  his  Environment  or  Oonjmc- 
his  Conjuncture'. 

§  2.     In  order  to  give  definiteness  to  our  notions,  let  us  Con- 
consider  the  case  of  tea  purchased  for  domestic  consumption.  Bent  in 
Let  us  take  the  case  of  a  man,  who,  if  the  price  of  tea  were  the  demand 
20s.  a  pound,  would  just  be  induced  to  buy  one  pound  an-  al^^JuS 
nually ;  who  would  just  be  induced  to  buy  two  pounds  if  the 
price  were   14s.,  three  pounds  if  the  price  were  10s.,  four 
pounds  if  the  price  were  6s.,  five  pounds  if  the  price  were 
4s.,  six  pounds  if  the  price  were  3s.,  and  who,  the  price 
being  actually  2s.,  does  purchase  seven  pounds.     We  have  to 
investigate  the  Consumers'  Rent  which  he  derives  from  his 
power  of  purchasing  tea  at  2s.  a  pound. 

The  fact  that  he  would  just  be  induced  to  purchase  one 
pound  if  the  price  were  20s.,  proves  that  the  total  enjojonent  or 
satisfaction  which  he  derives  from  that  pound  is  as  great  as 
that  which  he  could  obtain  by  spending  20s.  on  other  things. 
When  the  price  falls  to  14s.,  he  could  if  he  chose,  continue 
to  buy  only  one  pound.  He  would  then  get  for  14s.  what 
was  worth  to  him  at  least  20s. ;  and  he  will  obtain  a  surplus 
satisfaction  worth  to  him  at  least  6s.,  or  in  other  words  a 
Consumers'  Rent  of  at  least  6s.  But  in  fact  he  buys  a 
second  pound  of  his  own  free  choice,  thus  showing  that  he 
regards  it  as  worth  to  him  at  least  14s.  He  obtains  for  28s. 
what  is  worth  to  him  at  least  20s.  +  14s. ;  i.e.  34is.  His 
surplus  satisfaction  is  at  all  events  not  diminished  by  buying 
it,  but  remains  worth  at  least  6s.  to  him.    The  total  utility  of 


^  This  term  is  a  f  ajniliar  one  in  German  Economics,  and  meets  a  need  which  is 
mnch  felt  in  English  Economics.  For  opportunity  and  environment,  the  only 
available  substitutes  for  it,  are  sometimes  rather  misleading.  By  Conjuncture  says 
Wagner  [Orttndeffun^  Ed.  in.  p.  387),  "we  understand  the  sum  total  of  the 
technical,  economic,  social  and  legal  conditions;  which,  in  a  mode  of  national 
life  ( Volkswirtkscka/t)  resting  upon  Division  of  Labour  and  Private  Property, — 
especially  private  property  in  land  and  other  material  means  of  production — 
determine  the  demand  for  and  supply  of  goods,  and  therefore  their  excha'kige 
value:  this  determination  being  as  a  rule,  or  at  least  in  the  main,  independent  of 
the  will  of  the  owner,  of  his  activity  and  his  remissness. 
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at  least  6s.' 

When  the  price  falls  to  10s.,  he  might,  if  he  chose, 
continue  to  buy  only  two  pounds ;  and  obtain  for  20s.  what 
was  worth  to  him  at  least  34s.,  and  derive  a  surplus  satis- 
faction worth  at  least  14s.  But  in  fact  he  prefers  to  buy  a 
third  pound :  and  as  he  does  this  freely,  we  know  that  he 

1  The  first  pound  was  probably  worth  to  him  more  than  20«.  All  that  we  know 
is  that  it  was  not  worth  less  to  him.  He  probably  got  some  small  surplus  even  on 
that.  Again,  the  second  pound  was  probably  worth  more  than  14^.  to  him.  All 
that  we  know  is  that  it  was  worth  at  least  14s.  and  not  worth  40s.  to  him.  He 
would  get  therefore  at  this  stage  a  surplus  satisfaction  of  at  least  69.,  probably  a 
little  more.  A  ragged  edge  of  this  kind,  as  mathematicians  are  aware,  always 
exists  when  we  watch  the  effects  of  considerable  changes,  as  that  from  20s.  to  14s. 
a  pound.  If  we  had  begun  with  a  very  high  price,  had  descended  by  practically 
infinitesimal  changes  of  a  farthing  per  pound,  and  watched  infinitesimal  variations 
in  his  consumption  of  a  small  fraction  of  a  pound  at  a  time,  this  ragged  edge  would 
have  disappeared. 

The  significance  of  the  condition  in  the  text  that  he  buys  the  second  pound  of 
his  own  free  choice  is  shown  by  the  consideration  that  if  the  price  of  14s.  had  been 
offered  to  him  on  the  condition  that  he  took  two  pounds,  he  would  then  have  to 
elect  between  taking  one  pound  for  20s.  or  two  pounds  for  28s.:  and  then  his 
taking  two  pounds  would  not  have  proved  that  he  thought  the  second  pound  worth 
more  than  8s.  to  him.  But  as  it  is,  he  takes  a  second  pound  paying  14^.  uncon- 
ditionally for  it ;  and  that  proves  that  it  is  worth  at  least  14«.  to  him.  (If  he  can 
get  buns  at  a  penny  each  but  seven  for  sixpence,  and  he  elects  to  buy  seven,  we 
know  that  he  is  willing  to  give  up  his  sixth  penny  for  the  sake  of  the  sixth  and  the 
seventh  buns :  but  we  cannot  tell  how  much  he  would  pay  rather  than  go  without 
the  seventh  bun  only.) 

It  is  sometimes  objected  that  as  he  increases  his  purchases,  the  urgency  of  bis 
need  for  his  earlier  purchases  is  diminished,  and  their  utility  falls ;  therefore  we 
ought  to  continually  redraw  the  earlier  parts  of  our  list  of  demand  prices  at  a  lower 
level,  as  we  pass  along  it  towards  lower  prices  (i.e.  to  redraw  at  a  lower  level  our 
demand  curve  as  we  pass  along  it  to  the  right).  But  this  misconceives  the  plan  on 
which  the  hst  of  prices  is  made  out.  The  objection  would  have  been  valid,  if 
the  demand  price  set  against  each  number  of  pounds  of  tea  represented  the  average 
ntiUty  of  that  number.  For  it  is  true  that,  if  he  would  pay  just  20s.  for  one 
pound,  and  just  14s.  for  a  second,  then  he  would  pay  just  34s.  for  the  two ;  i.e.  17s. 
each  on  the  average.  And  if  our  list  had  had  reference  to  the  average  prices  he 
would  pay,  and  had  set  17s.  against  the  second  pound ;  then  no  doubt  we  should 
have  had  to  redraw  the  list  as  we  passed  on.  For  when  he  has  bought  a  third 
pound  the  average  utility  to  him  of  each  of  the  three  will  be  less  than  that  of  17s. ; 
being  in  fact  14s.  8d.  if,  as  we  go  on  to  assume,  he  would  pay  just  10s.  for  a  third 
pound.  But  this  difficulty  is  entirely  avoided  on  the  plan  of  making  out  demand 
prices  which  is  here  adopted ;  according  to  which  his  second  pound  is  credited,  not 
with  the  17s.  which  represents  the  average  value  per  pound  of  the  two  pounds ; 
but  with  the  14s.,  which  represents  the  additional  utility  which  a  second  pound 
has  for  him.  For  that  remains  unchanged  when  he  has  bought  a  third  pound,  of 
which  the  additional  utility  is  measured  by  lOi. 
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does  not  diminish  his  surplus  satisfaction  by  doing  it.     He    bookiu. 
now  gets  for  30s.  three  pounds ;  of  which  the  first  is  worth      — — 
to  him  at  least  20s.,  the  second  at  least  14s.,  and  the  third  at 
least  10s.     The  total  utility  of  the  three  is  worth  at  least 
44s.,  his  Consumers'  Rent  is  at  least  14s.,  and  so  on. 

When  at  last  the  price  has  fallen  to  2s.  he  buys  seven 
pounds,  which  are  severally  worth  to  him  not  less  than  20, 
14,  10,  6,  4,  3,  and  2s.  or  o9s.  in  all.  This  sum  measures 
their  total  utility  to  him,  and  his  Consumers'  Rent  is  (at 
least)  the  excess  of  this  sum  over  the  14s.  he  actually  does 
pay  for  them,  i.e.  45s.  This  is  the  excess  value  of  the 
satisfaction  he  gets  from  buying  the  tea  over  that  which  he 
could  have  got  by  spending  the  14s.  in  extending  a  little  his 
purchase  of  other  commodities,  of  which  he  had  just  not 
thought  it  worth  while  to  buy  more  at  their  current  prices ; 
and  any  further  purchases  of  which  therefore  would  not  yield 
him  any  Consumers'  Rent.  In  other  words,  he  derives  this 
45s.  worth  of  surplus  enjoyment  from  his  Conjuncture,  from 
the  adaptation  of  the  environment  to  his  wants  in  the 
particular  matter  of  tea.  If  that  adaptation  ceased,  and  tea 
could  not  be  had  at  any  price,  he  would  have  incurred  a  loss 
of  satisfaction  at  least  equal  to  that  which  he  could  have  got 
by  spending  45s.  more  on  extra  supplies  of  things  that  were 
worth  to  him  only  just  what  he  paid  for  them'. 

§  3.     In  the  same  way  if  we  were  to  neglect  for  the  Demand  of 
moment  the  fact  that  the  same  sum   of  money  represents 

'  Prof.  Nicholson  [Principles  of  Political  Economy,  Vol.  i.  and  Economic 
Journal,  Vol.  IT.),  apparently  tinder  some  misappreliension  as  to  the  drift  of  the 
doctrine  of  consumers'  rent,  has  raised  several  objections  to  it,  which  hare  been 
answered  by  Prof.  Edgeworth  in  the  same  Jonmal.  Prof.  Nicholson  says: — "  Of 
what  avail  is  it  to  say  that  the  utility  of  an  income  of  say  £100  a  year  is  worth 
(say)  £1000  a  year  ?  "  There  would  be  no  avail  in  saying  that.  But  there  might 
be  nse,  when  comparing  life  in  Central  Africa  with  life  in  England,  in  saying  that, 
though  the  things  which  money  will  buy  iu  Central  Africa  may  on  the  average  be 
as  cheap  there  as  here,  yet  there  are  so  many  things  which  cannot  be  bought 
there  at  all,  that  a  person  with  a  thousand  a  year  there  is  not  so  well  off  as  a 
person  with  three  or  four  hundred  a  year  here.  If  a  man  pays  Id.  toll  on  a  bridge, 
which  saves  him  an  additional  drive  that  would  cost  a  shiUing,  we  do  not  say  that 
the  penny  is  worth  a  shilling,  but  that  the  penny  together  with  the  advantage 
offered  him  by  the  bridge  (the  part  it  plays  in  his  Conjuncture)  is  worth  a  shilling 
for  that  day.  Were  the  bridge  swept  away  on  a  day  on  which  he  needed  it, 
he  would  be  in  at  least  as  bad  a  position  as  if  he  had  been  deprived  of  eleven 
pence. 
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BooKm.    different  amounts  of  pleasure  to  different  people,  we  might 
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measure  the  surplus  satisfaction  which  the  sale  of  tea  affords, 
say,  in  the  London  market,  by  the  aggregate  of  the  sums  by 
which  the  prices  shown  in  a  complete  list  of  demand  prices 
for  tea  exceeds  its  selling  price'. 

1  Let  us  theu  cousider  the  demand  carve  Dlf  for  tea  in  an;  large  market. 

Let  OH  be  the  amount  which  is  sold  there  at  the 
pric«  HA  annaally,  a  year  being  taken  as  onr  unit 
of  time.  Taking  any  point  M  in  OH  let  us  draw 
MP  vertically  upwards  to  meet  the  curve  in  P  and 

cut  a  horizontal  liile  through   4   in  fl.    We  will  \     ^8-  (10). 

suppose  the  several  lbs.  numbered  in  the  order 
of  the  eagerness  of  the  several  purchasers:  the 
eagerness  of  the  purchaser  of  any  lb.  being  mea- 
sured by  the  price  he  is  just  willing  to  pay  for 
that  lb.  The  figure  informs  us  that  OM  can  be 
sold  at  the  price  PM ;  but  that  at  any  higher  price 
not  quite  so  many  lbs.  can  be  sold.  There  must  be  then  some  indlvidnal  who  will 
buy  more  at  the  price  PM,  than  he  will  at  any  higher  price ;  and  we  are  to  regard 
the  C>Jlfth  lb.  as  sold  to  this  individual.  Suppose  for  instance  that  PM  represents 
is.,  and  that  OM  represents  a  million  lbs.  The  purchaser  described  in  the  text  is 
just  willing  to  buy  his  fifth  lb.  of  tea  at  the  price  ia.,  and  the  OMiii  or  millionth 
lb.  may  be  said  to  be  sold  to  him.  If  AH  and  therefore  RM  represent  2s.,  the 
Consumers'  Bent  derived  from  the  OMMi  lb.  is  the  excess  of  PM  or  is.  which  the 
purchaser  of  that  lb.  would  have  been  willing  to  pay  for  it  over  RM  the  2«.  which 
he  actually  does  pay  for  it.  Let  us  suppose  that  a  very  thin  vertical  parallelogram 
is  drawn  of  which  the  height  is  PM  and  of  which  the  base  is  the  distance  along  Ox 
that  measures  the  single  unit  or  lb.  of  tea.  It  will  be  convenient  henceforward  to 
regard  price  as  measured  not  by  a  mathematical  straight  line  without  thickness, 
as  PM ;  but  by  a  very  thin  parallelogram,  or  as  it  may  be  called  a  thick  straight 
line,  of  which  the  breadth  is  in  every  case  equal  to  the  distance  along  Ox  which 
measures  a  unit  or  lb.  of  tea.  Thus  we  should  say  that  the  total  satisfaction 
derived  from  the  OJfth  lb.  of  tea  is  represented  (or,  on  the  assumption  made  in 
the  last  paragraph  of  the  text  is  measured)  by  the  thick  straight  line  MP; 
that  the  price  paid  for  this  lb.  is  represented  by  the  thick  straight  line  MB 
and  the  Consumers'  Bent  derived  from  this  lb.  by  the  thick  straight  line  RP. 
Now  let  us  suppose  that  such  thin  parallelograms,  or  thick  straight  lines,  are 
drawn  for  all  positions  of  M  between  0  and  H,  one  for  each  lb.  of  tea.  The 
thick  straight  lines  thus  drawn,  as  MP  is,  from  Ox  up  to  the  demand  ciurve 
will  each  represent  the  aggregate  of  the  satisfaction  derived  from  a  lb.  of  tea ; 
and  taken  together  thus  occupy  and  exactly  fill  up  the  whole  area  DOHA. 
Therefore  we  may  say  that  the  area  DOHA  represents  the  aggregate  of  the  satis- 
faction derived  from  the  consumption  of  tea.  Again,  each  of  the  straight  lines 
drawn,  as  MB  is,  from  Ox  upwards  as  far  &sAO  represents  the  price  that  actually 
is  paid  for  a  lb.  of  tea.  These  straight  Unes  together  make  up  the  area  COHA  ; 
and  therefore  this  area  represents  the  total  price  paid  for  tea.  Finally  each 
of  the  straight  lines  drawn  as  BP  is  from  AC  upwards  as  far  as  the  demand 
cmrve,  represents  the  Consumers'  Bent  derived  from  the  corresponding  lb.  of  tea. 
These  straight  lines  together  make  up  the  area  DC  A;  and  therefore  this  area 
represents  the  total  Consumers'  Bent  that  is  derived  from  tea  when  the  price  is 
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This  analysis,  with  its  new  names  and  elaborate  machinery,   book  m. 
appears  at  first  sight  laboured  and  unreal.     But  on  closer      _! — 
study  it  will  be  found  to  introduce  no  new  difficulties  and  to  anafygja 
make   no   new   assumptions ;    but   only   to   bring   to    light  *™?  °'^y 

r  ^  ./  ^  o  *^       at  giving 

difficulties  and  assumptions  that  are  latent  in  the  common  definite 
language  of  the  market-place.     For  in  this,  as  in  other  cases,  to  famiUar 
the  apparent  simplicity  of  popular  phrases  veils  a  real  com-  '"'''°°*- 
plexity,  and  it  is  the  function  of  analysis  to  bring  out  that 
latent  complexity ;   to  face  it ;    and  to  reduce  it  as  far  as 
possible :    so   that   in    later   stages   we    may   handle   firmly 
difficulties  that  could  not  be  grasped  with  a  good  grip  by  the 
vague  thought  and  language  of  ordinary  life. 

It  is  a  common  saying  in  ordinary  life  that  the  real  value 
of  things  to  us  is  not  gauged  by  the  price  we  pay  for  them : 
that,  though  we  spend  for  instance  much  more  on  tea  than 
on  salt ;  yet  salt  is  of  greater  real  value  to  us ;  and  that  this 
would  be  clearly  seen,  if  we  were  entirely  deprived  of  it. 
This  line  of  argument  implies  that  we  cannot  trust  the 
marginal  utility  of  a  commodity  to  indicate  its  total  utility : 
for  though,  when  a  person  spends  sixpence  on  a  quarter  of  a 
pound  of  tea  instead  of  on  a  stone  of  salt,  he  does  so  because 
he  prefers  the  tea :  yet  he  would  not  prefer  the  tea  if  he  did 
not  know  that  he  could  easily  get  whatever  salt  he  needed 
for  his  more  urgent  requirements.  And  if  an  attempt  were 
made  to  give  this  vague  saying  greater  definiteness,  the 
ordinary  course  would  be  to  estimate  first  the  price  that 
people  would  pay  for  a  small  quantity  of  tea,  rather  than  go 
without  it ;  and  next  what  they  would  pay  for  further  sup- 
plies, if  it  became  a  little  more  plentiful ;  and  next  what  they 

AH.  But  it  must  be  repeated  that  this  geometrical, measurement  is  only  an 
aggregate  of  the  measures  of  benefits  which  are  not  all  measured  on  the  same 
scale  except  on  the  assumption  just  made  in  the  text.  Unless  that  assumption  is 
made  the  area  onlj  represents  an  aggregate  of  satisfactions,  the  several  amounts  of 
which  are  not  exactly  measured.  On  that  assumption  only,  its  area  measures  the 
volume  of  the  total  net  satisfaction  derived  from  the  tea  by  its  various  purchasers. 
The  notion  of  an  exact  measurement  of  Constuneis'  Rent  was  published  by 
Dnpoit  in  1844.  But  his  work  was  forgotten;  and  the  first  to  publish  a  clear 
analysis  of  the  relation  of  total  to  marginal  (or  final)  utility  in  the  English 
language  was  Jevons  in  1871,  when  he  had  not  read  Dnpuit.  The  notion  of  Con- 
sumers' Rent  was  suggested  to  the  present  writer  by  a  study  of  the  mathematical 
aspects  of  demand  and  utility  under  the  influence  of  Coumot,  von  Thiinen  and 
Bentbam. 
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BOOK  HI.    would  pay  for  further  supplies,  and  so  on :  and  the  whole 
"         would  be  added  up.     And  then  the  like  would  be  done  for 
salt,  and  the  two  would  be  compared.     The  process  would  be 
the  same  as  in  our  analysis ;  but  it  would  remain  vague ;  or 
if  an  attempt  were  made  to  be  definite  and  exact,  there 
would  be  much  waste  of  labour  in  the  absence  of  appropriate 
phrases  and  machinery'. 
Allowance         In    any   such    reasoning   in   ordinary   life   it    would    be 
made  assumed  that  a  pound's  worth  of  gratification  to  one  English- 

necessary    ™3,n  might  be  taken  as  equivalent  with  a  pound's  worth  to 
enc^f"^     another,  "to  start  with,"  and  "until  cause  to  the  contrary 
sensibility ;  were  shown."     But  every  one  would  know  that  this  was  a 
reasonable  course  only  on  the  supposition  that  the  consumers 
of  tea  and  those  of  salt  belonged  to  the  same  classes  of 
people ;  and  included  people  of  every  variety  of  temperament", 
and  for  A    much    morc   important    point   practically   is   that   a 

of  wealth :  pound's  worth  of  Satisfaction  to  an  ordinary  poor  man  is  a 
much  greater  thing  than  a  pound's  worth  of  satisfaction  to 
an  ordinary  rich  man :  and  if  instead  of  comparing  tea  and 
salt,  which  are  both  used  largely  by  all  classes,  we  compared 
either  of  them  with  champagne  or  pineapples,  the  correction 

1  The  onthnes  of  this  notion  are  given  in  the  following  passage  from  Harris 
On  Coins  1757,  which  was  fbllowed  closely  by  Adam  Smith;  while  the  analysis 
was  carried  farther  by  Bicardo  (see  below,  Note  at  the  end  of  Book  v.).  Harris 
says  (p.  5),  *'  Things  in  general  are  valned,  not  according  to  their  real  uses  in 
supplying  the  necessities  of  men ;  but  rather  in  proportion  to  the  land,  labour 
and  skill  that  are  requisite  to  produce  them.  It  is  according  to  this  projwrtion 
nearly,  that  things  or  commodities  are  exchanged  one  for  another ;  and  it  is  by  the 
said  scale,  that  the  intrinsic  values  of  most  things  are  chiefly  estimated.  Water 
is  of  great  use,  and  yet  ordinarily  of  little  or  no  value ;  because  in  most  places, 
water  flows  spontaneously  in  such  great  plenty,  as  not  to  be  withheld  within  the 
limits  of  private  property ;  but  all  may  have  enough,  without  other  expense  than 
that  of  bringing  or  conducting  it,  when  the  case  so  requires.  On  the  other  hand, 
diamonds  being  very  scarce,  have  upon  that  account  a  great  value,  though  they 
are  but  Uttle  use.'* 

^  There  might  conceivably  be  persons  of  high  sensibility  who  would  suffer 
specially  from  the  want  of  either  salt  or  tea :  or  who  were  generally  sensitive,  and 
would  suffer  more  from  the  loss  of  a  certain  part  of  their  income  than  others  in 
the  same  station  of  life.  But  it  would  be  assumed  that  such  differences  between 
individuals  might  be  neglected,  since  we  were  considering  in  either  case  the 
average  of  large  numbers  of  people ;  though  of  course  it  might  be  necessary  to 
consider  whether  there  were  some  special  reason  for  beheving,  say,  that  those  who 
laid  most  store  by  tea  were  a  specially  sensitive  class  of  people.  If  it  could,  then 
a  separate  allowance  for  this  would  have  to  be  made  before  applying  the  results  of 
economical  analysis  to  practical  problems  of  ethics  or  politics. 
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to  be  made  ou  this  account  would  be  more  than  important :  book  m. 
it  would  change  the  whole  character  of  the  estimate.  In 
earlier  generations  many  statesmen,  and  even  some  econo- 
mists, neglected  to  make  adequate  allowance  for  considerations 
of  this  class,  especially  when  constructing  schemes  of  tax- 
ation ;  and  their  words  or  deeds  seemed  to  imply  a  want  of 
sympathy  with  the  sufferings  of  the  poor ;  though  more  often 
they  were  due  simply  to  want  of  thought. 

On  the  whole  however  it  happens  that  by  far  the  greater  but  it  is 
number  of  the  events  with  which  economics  deals,  affect  in  needed  in 
about  equal  proportions  all  the  different  classes  of  society ;  so  ^^^te 
that  if  the  money  measures  of  the  happiness  caused  by  two  eroups  of 

,       ,  .  .  ,  people. 

events  are  equal,  there  is  not  m  general  any  very  great 
difference  between  the  amounts  of  the  happiness  in  the  two 
cases.  And  it  is  on  account  of  this  fact  that  the  exact 
measurement  of  the  Consumers'  Rent  in  a  market  has 
already  much  theoretical  interest,  and  may  become  of  high 
practical  importance. 

It  will  be  noted  however  that  the  demand  prices  of  each 
commodity,  on  which  our  estimates  of  its  total  utility  and 
consumers'  rent  are  based,  assume  that  other  things  remain 
equal,  while  its  price  rises  to  scarcity  value :  and  when  the 
total  utilities  of  two  commodities  which  contribute  to  the 
same  purpose  are  calculated  on  this  plan,  we  cannot  say  that 
the  total  utility  of  the  two  together  is  equal  to  the  sum  of 
the  total  utilities  of  each  separately'. 

^  Some  ambiguous  pbrases  in  earlier  editions  appear  to  have  suggested  to 
some  readers  the  opposite  opinion.  But  the  task  of  adding  together  the  total 
utilities  of  all  commodities,  so  as  to  obtain  the  aggregate  of  the  total  utility  of  all 
wealth,  is  beyond  the  range  of  any  bat  the  most  elaborate  mathematical  formuhe. 
An  attempt  to  treat  it  by  them  some  years  ago  convinced  the  present  writer  that 
even  if  the  task  be  theoretically  feasible,  the  result  would  be  encumbered  by  so 
many  hypotheses  as  to  be  practically  useless. 

Attention  has  already  (pp.  176,  181)  been  called  to  the  fact  that  for  some 
purposes  such  things  as  tea  and  coffee  must  be  grouped  together  as  one  com- 
modity: and  it  is  obvious  that,  if  tea  were  inaccessible,  people  would  increase 
their  consumption  of  coSee,  and  vice  versa.  The  loss  that  people  would  suffer 
from  being  deprived  both  of  tea  and  coffee  would  be  greater  than  the  sum  of 
their  losses  from  being  deprived  of  either  alone :  and  therefore  the  total  ntihty  of 
tea  and  coffee  is  greater  than  the  sum  of  the  total  utility  of  tea  calculated  on  the 
supposition  that  people  can  have  recourse  to  coffee,  and  that  of  coffee  calculated 
on  a  like  supposition  as  to  tea.  This  difficulty  can  be  theoretically  evaded  by 
grouping  the  two  "rival "  commodities  together  under  a  common  demand  schedule. 
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It  is 
seldom 
necessary 
to  take 
Bcconnt  of 
changes  in 
the  pur- 
chasers' 
command 
of  money. 


We  can 
seldom 
obtain  a 
complete 
list  of 
demand 


§  4.  The  substance  of  our  argument  would  not  be 
affected  if  we  took  account  of  the  fact  that,  the  more. a  person 
spends  on  anything  the  less  power  he  retains  of  purchasing 
more  of  it  or  of  other  things,  and  the  greater  is  the  value  of 
money  to  him ;  (in  technical  language  every  fresh  expenditure 
increases  the  marginal  value  of  money  to  him).  But  though 
its  substance  would  not  be  altered,  its  form  would  be  made 
more  intricate  without-  any  corresponding  gain ;  for  there 
are  very  few  practical  problems,  in  which  the  corrections  to 
be  made  under  this  head  would  be  of  any  importance  \ 

There  are  however  some  exceptions.  For  instance,  as  Mr 
Giffen  has  pointed  out,  a  rise  in  the  price  of  bread  makes  so 
large  a  drain  on  the  resources  of  the  poorer  labouring  families 
and  raises  so  much  the  marginal  utility  of  money  to  them,  that 
they  are  forced  to  curtail  their  consumption  of  meat  and  the 
more  expensive  farinaceous  foods :  and,  bread  being  still  the 
cheapest  food  which  they  can  get  and  will  take,  they  consume 
more,  and  not  less  of  it.  But  such  cases  are  rare  ;  when  they 
are  met  with  they  must  be  treated  separately. 

It  has  already  been  remarked  that  we  cannot  guess  at  all 
accurately  how  much  of  anything  people  would  buy  at 
prices  very  different  from  those  which  they  are  accustomed 
to  pay  for  it :  or  in  other  words,  that  the  demand  prices  for 

On  the  other  hand,  if  we  have  calculated  the  total  atility  of  fnel  with  reference 
to  the  fact  that  withont  it  we  could  not  obtain  hot  water  to  obtain  the  beverage  tea 
from  tea  leaves,  we  should  count  something  twice  over  if  we  added  to  that  utility 
the  total  utihty  of  tea  leaves,  reekoned  on  a  similar  plan.  Other  aspects  of  these 
two  difficulties  are  examined  in  Book  V.  ch.  vi. 

Prof.  Patten  has  insisted  on  the  latter  of  them  in  various  writings,  and  in 
particular  in  some  suggestive  articles  in  Vol.  ni.  of  the  Anruds  of  the  American 
Academy.  His  own  attempt  to  express  the  aggregate  utility  of  all  forms  of 
wealth  is  ingenious:  but  does  not  appear  to  take  account  of  all  the  difficulties 
of  the  task. 

1  In  mathematical  language  the  neglected  elements  would  generally  belong  to 
the  second  order  of  small  quantities ;  and  the  legitimacy  of  the  familiar  scientific 
method  by  which  they  are  neglected  would  have  seemed  beyond  question,  had  not 
Prof.  Nicholson  challenged  it.  A  short  reply  to  him  has  been  given  by  Prof. 
Edgeworth  in  the  Economic  Journal  for  March  1894;  and  a  fuller  reply  by  Sig. 
Barone  in  the  OiorTwZe  degli  Economiati  for  Sept.  1884 ;  of  which  some  account  is 
given  by  Mr  Sanger  in  the  Economic  Journal  for  March  1895. 

As  is  indicated  in  Note  vi.  in  the  appendix,  formal  account  could  be  taken  of 
changes  in  the  marginal  utility  of  money,  if  it  were  desired  to  do  so;  and  if  we 
attempted  to  add  together  the  total  utilities  of  all  commodities,  we  should  be  bound 
to  do  so. 
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it  would  be  for  amounts  very  different  from  those  which  are    book  m. 

commonly   sold.     Our   list   of   demand   prices   is    therefore      — ' 

highly  conjectural  except  in  the  neighbourhood  of  the  J"^o  ^e 
customary  price ;  and  the  best  estimates  we  can  form  of  the  o**®"  "e^* 
whole  amount  of  the  utility  of  anything  are  liable  to  large 
error.  But  this  difficulty  is  not  important  practically.  For 
the  chief  applications  of  the  doctrine  of  consumers'  rent  are 
concerned  with  such  changes  in  it  as  would  accompany 
changes  in  the  price  of  the  commodity  in  question  ia  the 
neighbourhood  of  the  customary  price :  that  is,  they  require 
us  to  use  only  that  information  with  which  we  are  fairly 
well  supplied.  These  remarks  apply  with  special  force  to 
necessaries'. 

§  5.     There  remains  another  class  of  considerations  which  Elements 
are  apt  to  be  overlooked  in  estimating  the  dependence  of fvew^th 
well-being  upon  material  wealth.     Not  only  does  a  person's  ^®o*e' *" 
happiness  often  depend  more  on  his  own  physical,  mental  looked, 
and  moral  health  than  on  his  external  conditions :  but  even 
among  these  conditions  many  that  are  of  chief  importance 

'  The  notion  of  consumers'  rent  ma;  help  ns  a  little  now;  and,  when  onr 
statistical  knowledge  is  further  advanced,  it  may  help  ns  a  great  deal,  to  decide 
how  much  injury  would  be  done  to  the  public  by  an  additional  tax  of  6d.  a  pound 
on  tea,  or  by  an  addition  of  ten  per  cent,  to  the  freight  charges  of  a  railway :  and 
the  value  of  the  notion  is  but  little  diminished  by  the  fact  that  it  would  not  help 
us  much  to  estimate  the  loss  that  would  be  caused  by  a  tax  of  30«.  a  ponnd  on  tea, 
or  a  tenfold  rise  in  freight  charges. 

Beverting  to  our  last  diagram,  we  may  express  this  by  saying  that,  if  .<1  is  the 
point  on  the  curve  corresponding  to  the  amount  that  is  wont  to  be  sold  in  the 
market,  data  can  be  obtained  sufficient  for  drawing  the  curve  with  tolerable 
correctness  for  some  distance  on  either  side  of  A ;  though  the  curve  can  seldom 
be  drawn  with  any  approach  to  accuracy  right  up  to  D.  But  this  is  practically 
unimportant,  because  in  the  chief  practical  applications  of  the  theory  of  value,  we 
should  seldom  make  any  use  of  a  knowledge  of  the  whole  shape  of  the  demand 
curve  if  we  had  it.  We  need  just  what  we  can  get,  that  is  a  fairly  correct  know- 
ledge of  its  shape  in  the  neighbourhood  of  A.  We  seldom  require  to  ascertain  the 
total  area  DC  A;  it  is  sufficient  tor  most  of  onr  purposes  to  know  the  changes  in 
this  area  that  would  be  occasioned  by  moving  A  through  small  distances  along  the 
curve  in  either  direction.  Nevertheless  it  will  save  trouble  to  assume  provision- 
ally, as  in  pure  theory  we  are  at  liberty  to  do,  that  the  curve  is  completely  drawn. 

There  is  however  a  special  difficulty  in  estimating  the  whole  of  the  utility  of 
commodities  some  supply  of  which  is  necessary  for  life.  If  any  attempt  is  made 
to  do  it,  the  best  plan  is  perhaps  to  take  that  necessary  supply  for  granted,  and 
estimate  the  total  utility  only  of  that  part  of  the  commodity  which  is  in  excess  of 
this  amount.  But  we  mnst  recollect  that  the  desire  for  anything  is  much 
dependent  on  the  difficulty  of  getting  substitutes  for  it.  (See  Note  YI.  in 
Appendix.) 
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CH.  VI. 


BOOK  m.    for  his  real  happiness  are  apt  to  be  omitted  from  an  inventory 

of  his  wealth.     Some  are  free  gifts  of  nature ;    and  these 

might  indeed  be  neglected  without  great  harm  if  they  were 

always  the  same  for  everybody ;  but  in  fact  they  vary  much 

from  place  to  place.     More  of  them  however  are  elements  of 

collective  wealth  which  are  often  omitted  from  the  reckoning 

of  individual  wealth;    but  which  become   important  when 

we  compare  different  parts  of  the  modern  civilized  world, 

and  even  more  important  when  we  compare  our  own  age 

with  earlier  times. 

So-caUed  Collective  action  for  the  purposes  of  securing  common 

^sooS'-*'^^  well-being,  as  for  instance  in  lighting  and  watering  the  streets, 

*j°°'    to    ^^"    occupy   us   much   towards   the  end   of  our   inquiries. 

the  subject  Cooperative   associations    for    the   purchase   of   things  for 
of  Pro-  ^  .  *  •      T->      1      J 

dnction.      personal  consumption  have  made  more  progress  in  Mingland 

than  elsewhere :  but  those  for  purchasing  the  things  wanted 
for  trade  purposes  by  farmers  and  others,  have  until  lately 
been  backward  in  England.  Both  kinds  are  sometimes 
described  as  Consumers'  associations;  but  they  are  really 
associations  for  economizing  effort  in  certain  branches  of 
business,  and  belong  to  the  subject  of  Production  rather 
than  Consumption. 
We  are  §  6.     When  we  speak  of  the  dependence  of  well-being  on 

cemed        material  wealth,  we  of  course  refer  to  the  flow  or  stream 
tawmea^^   of  Well-being  as  measured  by  the  flow  or  stream  of  incoming 
rather        wealth  and  the  consequent  power  of  using  and  consuming  it. 
poases-       A  person's  stock  of  wealth  yields  by  its  usance  and  in  other 
ways  an  income  of  happiness :  but  there  is  little  direct  con- 
nection between  the  aggregate  amount  of  that  stock  and  his 
aggregate  happiness.     And  it  is  for  that  reason  that  we  have 
throughout  this  and  preceding  chapters  spoken  of  the  rich, 
the  middle  classes  and  the  poor  as  having  respectively  large, 
medium  and  small  incomes — not  possessions'. 
Ber-  In  accordance  with  a  suggestion  made  by  Daniel  Ber- 

"°      ^      nouilU,  we  may  perhaps  suppose  that  the  satisfaction  which 


'"""•  a    person    derives    from    his   income   may   be   regarded   as 

commencing  when  he  has  enough  to  support  life  and  after- 
wards  as   increasing   by  equal   amounts  with    every  equal 

1  See  Note  Vn.  in  the  Appendix. 
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successive  percentage  that  is  added  to  his  income ;  and  vice  book  m. 
versa  for  loss  of  income'.  -  J. ' 

But  after  a  time  new  riches  often  lose  a  great  part  of  The  edge 
their  charms.     Partly  this  is  the  result  of  familiarity ;  which  meii?!^' 
makes  people  cease  to  derive  much  pleasure  from  accustomed  tjl^^li- 
comforts  and  luxuries,  though  they  suffer  greater  pain  firom  "'*y- 
their  loss.     Partly  it  is  due  to  the  fact  that  with  increased 
riches  there  often  comes  either  the  weariness  of  age,  or  at 
least  an  increase  of  nervous  strain ;  and  perhaps  even  hahits  of 
living  that  lower  physical  vitality,  and  diminish  the  capacity 
for  pleasure. 

In  every  civilized  country  there  have  been  some  followers  The  value 
of  the  Buddhist  doctrine  that  a  placid  serenity  is  the  highest  and*rest.* 

^  That  is  to  say,  if  £30  represent  necessaries,  a  person's  satisfaction  from  his 
income  will  begin  at  that  point ;  and  when  it  has  reached  £40,  an  additional  £1 
will  add  a  tenth  to  the  £10  which  represents  its  happiness-yielding  power.  But  if 
his  income  were  £100,  that  is  £70  above  the  level  of  necessaries,  an  additional  £7 
would  be  required  to  add  as  much  to  his  happiness  as  £1  if  his  income  were  £40 : 
while  if  his  income  were  £10,030,  an  additional  £1000  would  be  needed  to  produce 
an  equal  effect  (compare  Note  Ym.  in  the  Appendix).  Of  course  such  estimates 
are  very  much  at  random,  and  unable  to  adapt  themselves  to  the  varying  circum- 
stances of  individual  life.  As  we  shall  see  later,  the  systems  of  taxation  which  are 
now  most  widely  prevalent  follow  generally  on  the  lines  of  Bemouilli's  suggestion. 
EarUer  systems  took  from  the  poor  very  much  more  than  would  be  in  accordance 
with  that  plan;  while  the  systems  of  graduated  taxation,  which  are  being 
foreshadowed  in  several  countries,  are  in  some  measure  based  on  the  assumption 
that  the  addition  of  one  per  cent,  to  a  very  large  income  adds  less  to  the 
well-being  of  its  owner  than  an  addition  of  one  per  cent,  to  smaller  incomes 
would,  even  after  Benionilli's  correction  for  necessaries  has  been  made. 

It  may  be  mentioned  in  passing  that  from  the  general  law  that  the  utility  to 
anyone  of  an  additional  £1  diminishes  with  the  number  of  pounds  he  already  has, 
there  follow  two  important  practical  principles.  The  tirst  is  that  gambling 
involves  an  economic  loss,  even  when  conducted  on  perfectly  fair  and  even  terms. 
For  instance,  a  man  who  having  £600  makes  a  fair  even  bet  of  £100,  has  now  an 
expectation  of  happiness  equal  to  half  that  derived  from  £700,  and  half  that 
derived  from  £500 ;  and  this  is  less  than  the  certain  expectation  of  the  happiness 
derived  from  £600,  because  by  hypothesis  the  difference  between  the  happiness 
got  from  £600  and  £500  is  greater  than  the  difference  between  the  happiness  got 
from  £700  and  £600.  (Compare  Jevons,  I.  c.  Ch.  iv.  and  see  Note  IX.  in  the 
Appendix.)  The  second  principle,  the  direct  converse  of  the  first,  is  that  a 
theoretically  fair  insurance  against  risks  is  always  an  economic  gain.  But  of 
course  every  insurance  office,  after  calculating  what  is  a  theoretically  fair 
premium,  has  to  charge  in  addition  to  it  enough  to  pay  profits  on  its  own  capital, 
and  to  cover  its  own  expenses  of  working,  among  which  are  often  to  be  reckoned 
very  heavy  items  for  advertising  and  for  losses  by  fraud.  The  question  whether 
it  is  advisable  to  pay  the  premium  which  insurance  officers  practically  do  charge, 
is  one  that  must  be  decided  for  each  case  on  its  own  merits. 
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BOOK  m.   ideal  of  life ;  that  it  is  the  part  of  the  wise  man  to  root  out 
J — '     of  his  nature  as  many  wants  and  desires  as  he  can  ;  that  real 
riches  consist  not  in  the  abundance  of  goods  but  in  the 
paucity  of  wants.     At  the  other   extreme   are   those  who 
maintain  that  the  growth  of  new  wants  and  desires  is  always 
beneficial  because  it  stimulates  people  to  increased  exertions. 
They  seem  to  have  made  the  mistake,  as  Mr  Herbert  Spencer 
says,  of  supposing  that  life  is  for  working,  instead  of  working 
for  life'. 
The  excel-         The  truth  seems  to  be  that  as  human  nature  is  consti- 
moderate    tuted,  man  rapidly  degenerates  unless  he  has  some  hard  work 
teined*by    *"  do,  some  diflSculties  to  overcome ;  and  that  some  strenuous 
moderate    exertion  IS  necessary  for  physical   and  moral   health.     The 
falness  of  life  lies  in  the  development  and  activity  of  as  many 
and  as  high  faculties  as  possible.     There  is  intense  pleasure 
in  the  ardent  pursuit  of  any  aim,  whether  it  be  success  in 
business,  the  advancement  of  art  and  science,  or  the  improve- 
ment of  the  condition  of  one's  fellow-beings.     The  highest 
constructive  work  of  all  kinds  must  often  alternate  between 
periods  of  over-strain  and  periods  of  lassitude  and  stagnation  ; 
but  for  ordinary  people,  for  those  who  have  no  strong  am- 
bitions, whether  of  a  lower  or  a  higher  kind,  a  moderate  income 
earned  by  moderate  and  fairly  steady  work  offers  the  best 
opportunity  for  the  growth  of  those  habits  of  body,  mind, 
and  spirit  in  which  alone  there  is  true  happiness. 
Expendi-  There  is  some  misuse  of  wealth  in  all  ranks  of  society, 

the  sake  And  though.  Speaking  generally,  we  may  say  that  every 
of  display,  increase  in  the  wealth  of  the  working  classes  adds  to  the 
fulness  and  nobility  of  human  life,  because  it  is  used  chiefly 
in  the  satisfaction  of  real  wants ;  yet  even  among  the  artisans 
in  England,  and  perhaps  still  more  in  new  countries,  there 
are  signs  of  the  growth  of  that  unwholesome  desire  for  wealth 
as  a  means  of  display  which  has  been  the  chief  bane  of  the 
well-to-do  classes  in  every  civilized  country.  Laws  against 
luxury  have  been  futile ;  but  it  would  be  a  gain  if  the  moral 
sentiment  of  the  community  could  induce  people  to  avoid 
all  sorts  of  display  of  individual  wealth.     There  are  indeed 

'  See  his  lecture  on  Me  Gospel  of  Relaxation. 
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true  and  worthy  pleasures  to  be  got  from  wisely  ordered   bookhi. 

magnificence :  but  they  are  at  their  best  when  free  from  any     _! ' 

taint  of  personal  vanity  on  the  one  side  and  envy  on  the  ^^^or 
other ;  as  they  are  when  they  centre  round  public  buildings,  nobility  of 
public  parks,  public  collections  of  the  fine  arts,  and  public  lective 
games  and  amusements.     So  long  as  wealth  is  applied  to  private  use 
provide  for  every  family  the  necessaries  of  life  and  culture, "'  wealth, 
and  an  abundance  of  the  higher  forms  of  enjoyment  for  col- 
lective use,  so  long  the  pursuit  of  wealth  is  a  noble  aim ;  and 
the  pleasures  which  it  brings  are  likely  to  increase  with 
the  growth   of   those   higher  activities   which   it  is  used 
to  promote. 

When  the  necessaries  of  life  are  once  provided,  everyone  The 
should  seek  to  increase  the  beauty  of  things  in  his  possession  purchaser 
rather  than  their  number  or  their  magnificence.     An  im-  the  p*o-^ 
provement  in  the  artistic  character  of  furniture  and  clothing  •''"=«'• 
trains  the  higher  faculties  of  those  who  make  them,  and  is  a 
source  of  growing  happiness  to  those  who  use  them.     But  if  We  thna 

,  approach 

instead  of  seeking  for  a  higher  standard  of  beauty,  we  spend  the  fringe 

. ,  1      • .  J    •       of  broad 

our  growing  resources  on  increasing  the  complexity  and  m-  inqniries, 
tricacy  of  our  domestic  goods,  we  gain  thereby  no  true  benefit,  ^g^y^ 
no  lasting  happiness.     The  world  would  go  much  better  if  deferred, 
everyone  would  buy  fewer  and  simpler  things,  and  would 
take  trouble  in  selecting  them  for  their  real  beauty ;   being 
careful  of  course  to  get  good  value  in  return  for  his  outlay, 
but  preferring  to  buy  a  few  things  made  well  by  highly  paid 
labour  rather  than  many  made  badly  by  low  paid  labour. 
But  we  are  exceeding  the  proper  scope  of  the  present  Book ; 
the  discussion  of  the  influence  on  general  well-being  which  is 
exerted  by  the  mode  in  which  each  individual  spends  his 
income  is  one  of  the  more  important  of  those  applications  of 
economic  science  to  the  art  of  living  which  will  find  their 
place  at  the  end  of  this  treatise. 


BOOK  IV. 

THE  AGENTS  OF  PRODUCTION. 
LAND,  LABOUE,  CAPITAL  AND  OKGANIZATION. 

CHAPTER  I. 

INTRODUCTOET. 

BOOK  IV.         §  1.     The  agents  of  production  are  commonly  classed  as 
— ^      Land,  Labour  and  Capital.     By  Land  is  meant  the  material 
of  prodnc-^  and  the  forces  which  Nature  gives  freely  for  man's  aid,  in  land 
be  c£*^d   ^^'^  water,  in  air  and  light  and  heat.     By  Labour  is  meant 
under         all  the  economic  work  of  man,  whether  with  the  hand  or  the 
heads,        head :  but  such  labour  with  the  head  as  does  not  tend  directly 
or  indirectly  to  promote  material  production  is  left  out  of 
account,  so  long  as  we  are  confining  our  attention  to  pro- 
duction in  the  common  and  natural  sense  of  the  term'.     By 
Capital  is  meant  all  stored-up  provision  for  the  production  of 
material  goods,  and  for  the   attainment   of  those  benefits 
which  are  commonly  reckoned  as  part  of  income, 
capital  has         Capital  consists  in  a  great  part  of  knowledge  and  organi- 
fonns ;       zation  :  and  of  this  some  part  is  private  property  and  other 
part  is  not.     The  distinction  between  the  public  and  private 
property   in   knowledge   and   organization   is   of  great   and 
growing  importance:  in  some  respects  of  more  importance 
than  that  between  public  and  private  property  in  material 
things :  it  cannot  be  fully  examined  till  a  much  later  stage 
in  our  inquiry :  but  something  has  to  be  said  of  it  in  the 
present  Book.     And  partly  for  that  reason  it  seems  best 

'  Labour  is  classed  as  economic  when  it  is  "  midergone  partly  or  wholly  with 
a  view  to  some  good  other  than  the  pleasure  directly  derived  from  it."  See  p.  134 
and  footnote. 
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sometimes  to  reckon  Organization  apart  as  a  distinct  Agent    book  iv. 
of  production.  — — 

In  a  sense  there  are  only  two  agents   of  production,  but  for 
Nature  and  Man.     Capital  and  Organization  are  the  result  pnrpoBes 
of  the  work  of  man  aided  by  nature,  and  directed  by  his  ™  ®'     °' 
power  of  forecasting  the  future  and  his  willingness  to  make 
provision  for  it.     If  the  character  and  powers  of  nature  and 
of  man  be  given,  the  growth  of  wealth  and  knowledge  and 
organization  follow  from  them  as  effect  from  cause.     But  on 
the  other  hand  man  is  himself  largely  formed  by  his  surround- 
ings, in  which  nature  plays  a  great  part :    and  thus  from 
every  point  of  view  man  is  the  centre  of  the  problem  of 
Production  as  well  as  that  of  Consumption ;  and  also  of  that 
further  problem  of  the  relations  between  the  two,  which  goes 
by  the  twofold  name  of  Distribution  and  Exchange. 

The   growth   of  mankind   in   numbers,    in    health    and  Man  both 
strength,  in  knowledge,  ability,  and  in  richness  of  character  anl  ^ 
is  the  end   of  all  our  studies :   but  it  is  an  end  to  which  "^ent  of 

production. 

economics  can  do  no  more  than  contribute  some  important 
elements.  In  its  broader  aspects  therefore  the  study  of  this 
growth  belongs  to  the  end,  if  to  any  part  of  a  treatise  on 
economics :  but  does  not  properly  belong  even  there.  Mean- 
while we  cannot  avoid  taking  account  of  the  direct  agency  of 
man  in  production,  and  of  the  conditions  which  govern  his 
efficiency  as  a  producer.  And  on  the  whole  it  is  perhaps 
the  most  convenient  course,  as  it  certainly  is  that  most  in 
accordance  with  English  tradition,  to  include  some  account 
of  the  growth  of  population  in  numbers  and  character  as  a 
part  of  the  general  discussion  of  Production'. 

1  The  objections  to  the  English  practice  are  well  stated  by  Prof.  Wagner 
{Harvard  Journal  of  Ecortomica,  Vol.  v.  pp.  332 — 3)  j  bnt  nothing  ranch  is  gained 
by  a  compact  and  thorongh  treatment  of  Population,  unless  it  is  on  a  scale  which 
would  make  the  treatise  far  too  long  for  English  readers.  In  the  present  work 
the  simpler  aspects  of  agriculture  are  treated  early ;  partly  on  account  of  their 
historical  connection  with  the  doctrine  of  population ;  partly  to  make  way  for  a 
gradual  development  of  the  notion  of  industrial  organization  in  the  remainder  of 
the  Book.  In  the  great  treatise  edited,  and  for  the  greater  part  written  by  Prof. 
Wagner,  Agriculture  {Agrarwesen  und  Agrarj^litik)  by  Prof.  Buchenberger  fills 
a  large  Tolume,  the  second  of  the  whole  treatise.  The  first  volume  is  given 
to  Foundations  (Grundlegung);  the  first  half  of  it  being  occupied  with  Fun- 
damental Notions  and  Method;  the  second  with  Population,  Industrial  Organi- 
zation and  the  economic  aspects  of  the  State. 
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BOOK  IV.  §  2.     It  is  not  possible  at  this  stage"  to  do  more  than 

"         indicate  very  slightly  the  general  relations  between  Demand 

antithesU**  ^^^  Supply,  between  Consumption  and  Production.     But  it 

of  demand  jjjay  be  well,  while  the  discussion  of  utility  and  value  is 

and  supply,         •'  i  i  i  i  i      • 

fresh  in  our  minds,  to  take  a  short  glance  at  the  relations 
between  value  and  the  disutility  or  discommodity  that  has 
to  be  overcome  in  order  to  obtain  those  goods  which  have 
value  because  they  are  at  once  desirable  and  difficult  of 
attainment.  All  that  can  be  said  now  must  be  provisional ; 
and  may  even  seem  rather  to  raise  difficulties  than  to  solve 
them :  but  there  will  be  an  advantage  in  having  before  us  a 
map,  in  however  slight  and  broken  outline,  of  the  ground  to 
be  covered, 
ordinary  While  demand  is  based  on  the  desire  to  obtain  com- 

labonr  .  •  <•     i 

being         modities,  supply  depends  mainly  on  the  overcoming  of  the 
forillnB-     unwillingness  to  undergo  "discommodities."   These  fall  gene- 
tration.       ^jj^.  yjjjjgj.  ^^^  heads : — labour,  and  the  sacrifice  involved  in 
putting  off  consumption.     It  must  suffice    here  to  give  a 
sketch  of  the  part  played  by  ordinary  labour  in  supply.     It 
will  be  seen  hereafter  that  remarks  similar,  though  not  quite 
the  same,  might  have  been  made  about  the  work  of  manage- 
ment and  the  sacrifice  which  is  involved  (sometimes,  but  not 
always)  in  that  waiting  which  is  involved  in  accumulating 
the  means  of  production. 
jOie  The  discommodity  of  labour  m.ay  arise   from  bodily  or 

modities  of  mental  fatigue,  or  from  its  being  carried  on  in  unhealthy 
varions!'*  surroundings,  or  with  unwelcome  associates,  or  from  its 
occupying  time  that  is  wanted  for  pastime,  or  for  social  or 
intellectual  punsuits.  But  whatever  be  the  form  of  the 
discommodity,  its  intensity  nearly  always  increases  with  the 
severity  and  the  duration  of  labour. 
as  are  its  Of  course  much  exertion  is  undergone  for  its  own  sake, 

motives.  e       •      ^  ■  ^---i-  i- 

as  for  instance  m  mountaineering,  m  playing  games  and  in 
the  pursuit  of  literature,  of  art,  and  of  science;  and  much 
hard  work  is  done  under  the  influence  of  a  desire  to  benefit 
others.  But  the  chief  motive  to  most  labour,  in  our  use  of 
the  term,  is  the  desire  to  obtain  some  material  advantage ; 
which  in  the  present  state  of  the  world  appears  generally  in 
the  form  of  the  gain  of  a  certain  amount  of  money.     It  is  , 
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true  that  even  when  a  man  is  working  for  hire  he  often  finds  3ook  iv. 
pleasure  in  his  work:  but  he  generally  gets  so  far  tired  ' 
before  it  is  done  that  he  is  glad  when  the  hour  for  stopping 
arrives.  Perhaps  after  he  has  been  out  of  work  for  some  time, 
he  might,  as  far  as  his  immediate  comfort  is  concerned,  rather 
work  for  nothing  than  not  work  at  all ;  but  he  will  probably 
prefer  to  store  up  his  strength  till  he  can  get  paid  for  his 
work.  In  most  occupations  even  that  part  of  the  work  which 
affords  him  more  pleasure  than  pain  must  as  a  rule  be  paid 
for  at  the  same  rate  as  the  rest ;  the  price  of  the  whole  there- 
fore is  determined  by  that  part  of  the  labour  which  he  gives 
most  unwillingly,  and  is  on  the  verge  of  refusing  to  give ;  or 
as  we  may  say  by  the  Marginal  disutility  of  labour'. 

As  with  every  increase  in  the  amount  of  a  commodity  Marginal 
offered  for  sale,  its  marginal  utility  falls ;  and  as  with  every 
fall  in  the  marginal  utility,  there  is  a  fall  in  the  price  that  can 
be  got  for  the  whole  of  the  commodity,  and  not  for  the  last 
part  only ;  so  it  is  with  regard  to  the  supply  of  labour.     On  Labour's 
the  one  hand  if  a  person  makes  the  whole  of  his  purchases  at  snrpins 
the  price  which  he  would  be  just  willing  to  pay  for  his  ^^"' 
last  purchases,  he  gains  a  Surplus  or  Rent  of  satisfaction  ^g^™^ 
on  his  earlier  purchases ;   since  he  gets  them  for  less  than  smner's 
he  would  have  paid  rather  than  go  without  them.     And  on 
the  other  hand,  if  the  price  paid  to  him  for  doing  any  work 
is  an  adequate  reward  for  that  part  which  he  does  most 
unwillingly  ;  and  if,  as  generally  happens,  the  same  payment 
is  given  for  that  part  of  the  work  which  he  does  less  unwill- 
ingly and  at  less  real  cost  to  himself;  then  from  that  part  he 
obtains  a  Producer's  Surplus  or  Rent. 

The  unwillingness  of  anyone  already  in  an  occupation  to  Though 
increase  his  exertions  depends,  under  ordinary  circumstances,  labour  is 
on  fundamental  principles  of  human  nature  which  economists  aUef 
have  to  accept  as  ultimate  facts.     As  Jevons  remarks*,  there 
is  often  some  re.sistance  to  be  overcome  before  setting  to 
work.    Some  little  painful  effort  is  often  involved  at  starting ; 
but  this  gradually  diminishes  to  zero,  and  is  succeeded  by 

'  See  above  p.  84 ;  also  Note  X.  in  the  Appendix. 

*  Theory  of  Political  Economy,  Ch.  v.    This  doctrine  has  been  emphasized  and 
developed  in  much  detail  by  Austrian  and  American  economists. 
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pleasure ;  which  increases  for  a  while  until  it  attains  a  certain 
low  maximum ;  after  which  it  diminishes  to  zero,  and  is  suc- 
ceeded by  increasing  weariness  and  craving  for  relaxation  and 
change.  In  intellectual  work,  however,  the  pleasure  and  ex- 
citement, after  they  have  once  set  in,  often  go  on  increasing 
till  progress  is  stopped  of  necessity  or  by  prudence.  Every- 
one in  health  has  a  certain  store  of  energy  on  which  he  can 
draw,  but  which  can  only  be  replaced  by  rest;  so  that  if 
his  expenditure  exceed  his  income  for  long,  his  health 
becomes  bankrupt;  and  employers  often  find  that  in  cases 
of  great  need  a  temporary  increase  of  pay  will  induce  their 
workmen  to  do  an  amount  of  work  which  they  cannot  long 
keep  up,  whatever  they  are  paid  for  it.  One  reason  of  this 
is  that  with  every  increase  in  the  hours  of  labour  beyond  a 
certain  limit  the  need  for  relaxation  and  the  craving  for  it 
increase,  at  all  events  among  those  who  are  in  a  healthy 
condition.  The  marginal  disutility  of  labour  increases ;  partly 
because,  as  the  time  left  for  rest  and  other  activities  dimi- 
nishes, the  marginal  utility  of  free  time  increases. 

Subject  to  these  and  some  other  qualifications,  it  is 
broadly  true  that  the  exertions  which  any  set  of  workers 
will  make,  rise  or  fall  with  a  rise  or  fall  in  the  remuneration 
which  is  offered  to  them.  As  the  price  required  to  attract 
purchasers  for  any  given  amount  of  a  commodity,  was  called 
the  Demand  price  for  that  amount ;  so  the  price  required  to 
call  forth  the  exertion  necessary  for  producing  any  given 
amount  of  a  commodity,  may  be  called  the  Supply  price  for 
that  amount.  And  if  for  the  moment  we  assumed  that 
production  depended  solely  upon  the  exertions  of  a  certain 
number  of  workers,  already  in  existence  and  trained  for  their 
work,  we  should  get  a  list  of  supply  prices  (a  Supply  Sche- 
dule) corresponding  to  the  list  of  demand  prices  (or  Demand 
Schedule)  which  we  have  already  considered.  This  list 
would  set  forth  theoretically  in  one  column  of  figures  various 
amounts  of  exertion  and  therefore  of  production;  and  in  a 
parallel  column  the  prices  which  must  be  paid  to  induce  the 
available  workers  to  put  forth  these  amounts  of  exertion. 

But  this  simple  method  of  treating  the  supply  of  labour 
of  any  kind,  and  consequently  the  supply  of  goods  made  by 
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that  labour,   assumes  that   the   number  of  those  who  are    bookiv. 
qualified  for  it  is  fixed;  and  that  assumption  can  be  made      — _' 
only  for  short  periods  of  time.     In  the  long  run  the  supply  ^elit^ns  of 
of  labour  in  any  trade  is  adapted  more  or  less  closely  to  the  demand 

.       ■'  "^  .  .  •'  and  supply. 

demand  for  it :  parents  bring  up  their  children  to  the  most 
advantageous  occupations  to  which  they  have  access ;  that  is 
to  those  that  offer  the  best  reward,  in  wages  and  other 
advantages,  in  return  for  labour  that  is  not  too  severe  in 
quantity  or  character,  and  for  skill  that  is  not  too  hard  to  be 
acquired.  But  this  adjustment  between  demand  and  supply 
can  never  be  perfect;  fluctuations  of  demand  may  make  it 
much  greater  or  much  less  for  a  while,  even  for  many  years, 
than  would  have  been  just  sufficient  to  induce  parents  to 
select  that  trade  rather  than  some  other  of  the  same  class 
for  their  children.  Although  therefore  the  reward  to  be  had 
for  any  kind  of  work  at  any  time  does  stand  in  some  relation 
to  the  difficulty  of  acquiring  the  necessary  skill  combined 
with  the  exertion,  the  disagreeableness,  the  waste  of  leisure, 
etc.  involved  in  the  work  itself;  yet  this  correspondence  is 
liable  to  great  disturbances.  The  study  of  these  disturbances 
is  a  difficult  task ;  and  it  will  occupy  us  much  in  later  stages 
of  our  work,  and  especially  in  the  fifth  and  sixth  Books. 
But  the  present  Book  is  mainly  descriptive  and  raises  few 
difficult  problems*. 

1  It  may  be  observed,  however,  that  this  income  of  labour,  together  with  a 
similar  income  of  capital,  varying  as  it  does  with  changes  in  opportunity  or 
conjuncture,  will  be  called  hereafter  a  Qnasi-rent ;  and  that  it  is  of  a  different 
nature  from  that  permanent  surplus  discussed  earlier  in  this  section  and  corre- 
sponds rather  to  the  income  derived  from  land  in  a  new  country,  which  sometimes 
gives  the  settler  a  better  reward  than  he  had  expected. 
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BOOK  IV.  §  1.     The  requisites  of  production  are  commonly  spoken 

CH^.     ^j  ^  land,  labour  and  capital :  those  material  things  which 

The  notion  q^q  their  usefulness  to  human  labour  bein?  classed  under 

that  land  .      ° 

is  a  free  capital,  and  those  which  owe  nothing  to  it  being  classed  as 
tore  while  land.  The  distinction  is  obviously  a  loose  one:  for  bricks 
toce'o?  are  but  pieces  of  earth  slightly  worked  up ;  and  the  soil  of 
to'mMi's''^  old  settled  countries  has  for  the  greater  part  been  worked 
work  is  a    over  many  times  by  man,  and  owes  to  him  its  present  form. 

loose  one  :„,  .,  .        .„  ••!  ji-         ii_j- 

but  there  There  is  however  a  scientmc  principle  underljang  the  dis- 
mder^  tinction.  While  man  has  no  power  of  creating  matter,  he 
lying  it.  creates  utilities  by  putting  things  into  a  useful  form';  and 
the  utilities  made  by  him  can  be  increased  in  supply  if  there 
is  an  increased  demand  for  them :  they  have  a  supply  price. 
But  there  are  other  utilities  over  the  supply  of  which  he  has 
no  control,  they  are  given  as  a  fixed  quantity  by  nature  and 
have  therefore  no  supply  price.  The  term  "  land  "  has  been 
extended  by  economists  so  as  to  include  the  permanent 
sources  of  these  utilities ' ;  whether  they  are  found  in  land, 
as  the  term  is  commonly  used,  or  in  seas  and  rivers,  in  sun- 
shiue  and  rain,  in  winds  and  waterfalls. 

When  we  have  inquired  what  it  is  that  marks  off  land 
from    those   material  things  which  we  regard  as  products 

1  See  Book  n.  Chapter  iii. 

>  In  Bicardo's  famous  phrase  "  the  original  or  indestmctible  properties  of  the 
soil."  Von  Thiinen,  in  a  noteworthy  discussion  of  the  basis  of  the  theory  of  rent, 
and  of  the  positions  which  Adam  Smith  and  Bicardo  took  with  regard  to  it, 
speaks  of  "Der  Boden  an  sich";  a  phrase  which  unfortunately  cannot  be  trans- 
lated, but  which  means  the  soil  as  it  would  be  by  itself,  if  not  altered  by  the 
action  of  man  {Der  Isolirte  Stoat,  i.  i.  5). 


MECHANICAL   AND    CHEMICAL   CONDITIONS   OF   FERTILITY.  221 


of  the  land,  we  shall  find  that  the  fundamental  attribute  of  book  it. 
land  is  its  extension.  The  right  to  use  a  piece  of  land  gives  " 
command  over  a  certain  space — a  cert;ain  part  of  the  earth's 
surface.  The  area  of  the  earth  is  fixed :  the  geometric  re- 
lations in  which  any  particular  part  of  it  stands  to  other 
parts  are  fixed.  Man  has  no  control  over  them ;  they  are 
wholly  unaffected  by  demand;  they  have  no  cost  of  pro- 
duction, there  is  no  supply  price  at  which  they  can  be 
produced. 

The  use  of  a  certain  area  of  the  earth's  surface  is  a 
primary  condition  of  anything  that  man  can  do;  it  gives 
him  room  for  his  own  actions,  %vith  the  enjojrment  of  the 
heat  and  the  light,  the  air  and  the  rain  which  nature  assigns 
to  that  area ;  and  it  determines  his  distance  from,  and  in  a 
great  measure  his  relations  to,  other  things  and  other  persons. 
We  shall  find  that  it  is  this  property  of  "  land  "  which,  though 
as  yet  insufficient  prominence  has  been  given  to  it,  is  the 
ultimate  cause  of  the  distinction  which  all  writers  on  econo- 
mics are  compelled  to  make  between  land  and  other  things. 
It  is  the  foundation  of  much  that  is  most  interesting  and 
most  difficult  in  economic  science. 

Some  parts  of  the  earth's  surface  contribute  to  production 
chiefly  by  the  services  which  they  render  to  the  navigator : 
others  are  of  chief  value  to  the  miner ;  others — though  this 
selection  is  made  by  man  rather  than  by  nature — to  the 
builder.  But  when  the  productiveness  of  land  is  spoken  of 
our  first  thoughts  turn  to  its  agricultural  use. 

§  2.  To  the  agriculturist  an  area  of  land  is  the  means  of 
supporting  a  certain  amount  of  vegetable,  and  perhaps  ulti- 
mately of  animal,  life.  For  this  purpose  the  soil  must  have 
certain  mechanical  and  chemical  qualities. 

Mechanically,  it  must  be  so  far  yielding  that  the  fine  Mechaoical 
roots  of  plants  can  push  their  way  freely  in  it ;  and  yet  it  of  fertility, 
must  be  firm  enough  to  give  them  a  good  hold.  It  must  not 
err  as  some  sandy  soils  do  by  affording  water  too  free  a  pas- 
sage :  for  then  it  will  often  be  dry,  and  the  plant  food  will  be 
washed  away  almost  as  soon  as  it  is  formed  in  the  soil  or  put 
into  it.  Nor  must  it  err,  as  stiff  clays  do,  by  not  allowing 
the  water  a  fairly  free  passage.     For  constant  supplies  of 
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fresh  water,  and  of  the  air  that  it  brings  with  it  in  its  journey 
through  the  soil,  are  essential :  they  convert  into  plant  food 
the  minerals  and  gases  that  otherwise  would  be  useless  or 
even  poisonous.  The  action  of  fresh  air  and  water  and  of 
frosts  are  nature's  tillage  of  the  soil ;  and  even  unaided  they 
will  in  time  make  almost  any  part  of  the  earth's  surface 
fairly  fertile  if  the  soil  that  they  form  can  rest  where  it  is, 
and  is  not  torn  away  down-hill  by  rain  and  torrents  as  soon 
as  it  is  formed.  But  man  gives  great  aid  in  this  mechanical 
preparation  of  the  soil.  The  chief  purpose  of  his  tillage  is  to 
help  nature  to  enahle  the  soil  to  hold  plant  roots  gently  but 
firmly,  and  to  enable  the  air  and  water  to  move  about  freely 
in  it.  Even  when  he  manures  the  ground  he  has  this  me- 
chanical preparation  in  view.  For  farmyard  manure  benefits 
clay  soils  by  subdividing  them  and  making  them  lighter  and 
more  open,  no  less  than  by  enriching  them  chemically ;  while 
to  sandy  soils  it  gives  a  much  needed  firmness  of  texture,  and 
helps  them,  mechanically  as  well  as  chemically,  to  hold  the 
materials  of  plant  food  which  would  otherwise  be  quickly 
washed  out  of  them. 

Chemically  the  soil  must  have  the  inorganic  elements 
that  the  plant  wants  in  a  form  palatable  to  it.  The  greater 
part  of  the  bulk  of  the  plant  is  made  up  of  so-called  "  organic 
compounds";  that  is,  compounds  of  carbon  chiefly  with 
oxygen,  hydrogen  and  nitrogen';  and  of  these  it  obtains  by 
far  the  greater  part  from  air  and  water.  Only  a  small  frac- 
tion (somewhere  about  a  twentieth  on  an  average)  of  its  dry 
bulk  consists  of  mineral  matter  that  it  cannot  get  except 
from  the  soil.  And  as  most  soils  have  given  them  by  nature 
at  least  some  small  quantities  of  all  the  mineral  substances 
that  are  necessary  for  plant  life,  they  can  support  some  sort 
of  vegetation  without  human  aid.  Often  however  they  have 
but  very  scanty  provision  of  one  or  two  necessary  elements ; 
phosphoric  acid,  potash  and  lime  being  those  of  which  the 

'  They  ore  called  organic,  not  because  they  really  are  organized,  bnt  becanse 
they  are  found  in  vegetable  and  animal  organisms;  and  becanse  at  one  time 
chemists  thought  that  none  of  them  could  be  made  except  as  a  process  of  organic 
growth.  Bat  Liebig  showed  that  it  was  a  mistake  to  suppose  that  plants  can 
absorb  organized  matter.  It  must  become  unorganized  before  it  can  be  plant 
food. 
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supplies  are  most  apt  to  run  short.  It  may  indeed  happen  book  iv. 
that  the  deficient  food  is  one  of  which  some  kinds  of  plants  ' 
require  only  a  little,  and  then  there  may  be  a  fairly  good 
growth  of  just  those  plants ;  but  such  cases  are  rare ;  and  the 
vegetation  generally  is  poor  and  thin  whenever  the  soil  is 
deficient  in  one  of  the  mineral  constituents  of  plant  life.  If 
however  it  be  well  provided  in  other  respects,  and  in  a  good 
condition  mechanically,  there  is  an  opportunity  for  man  to 
make  a  great  change  with  but  little  labour.  He  can  then 
turn  a  barren  into  a  very  fertile  soil  by  adding  a  small  quan- 
tity of  just  those  things  that  are  needed;  using  in  most 
cases  either  lime  in  some  of  its  many  forms,  or  those  artificial 
manures  which  modem  chemical  science  has  provided  in 
great  variety. 

Again,  these  special  manures  are  of  the  highest  import-  Mannres. 
ance  to  supply  particular  mineral  elements  of  plant  food  of 
which  the  soil  is  robbed  by  the  animal  and  vegetable  products 
which  are  sold  away  from  the  land.  It  is  true  that  the  soil 
itself  has  often  large  "dormant"  stores  of  many  of  these 
things.  They  are  dormant  because  they  are  not  in  a  fit 
chemical  and  mechanical  condition  to  be  consumed  by  the 
plant.  To  bring  them  into  that  condition  and  make  them 
"  active "  food,  they  must  be  well  plied  with  oxygen  and 
carbonic  acid  gas.  This  may  be  effected  by  proper  tillage, 
even  the  subsoil  being  forced  to  give  up  its  stores  of  dor- 
mant food,  if  it  has  them ;  and  in  that  case  the  land  may  be 
kept  fertile  with  very  little  aid  from  special  manures,  parti- 
cularly if  it  receives  a  general  return  of  its  lost  constituents 
in  the  form  of  farmyard  manure'. 

1  Farmyard  manore  contains  eveiything  that  plant  life  wants,  bat  in  un- 
equal proportions.  It  has  the  advantage  of  aiding  the  distribntion  over  the 
whole  of  the  soil  of  small  particles  of  everything  that  the  plant  wants:  each 
rootlet  in  contact  with  decaying  vegetable  matter  finds  ready  to  it  all  that  it 
needs;  nothing  is  left  ont.  Bat  the  mineral  elements  form  only  a  small  part  of 
farmyard  manure.  The  great  bulk  of  it,  exclasive  of  water,  consists  of  organic 
compoimds.  The  plant  draws  its  chief  supply  of  these,  and  can  in  case  of  neces- 
sity get  aU,  from  the  atmosphere ;  though  it  prefers  to  obtain  some  through  its 
roots.  The  supply  of  mineral  elements  in  the  soil  is  therefore  of  primary  im- 
portance: its  supply  of  nitrogen  is  the  chief  chemical  factor  of  its  "condition," 
that  is,  of  its  readiness  to  meet  any  immediate  demand  on  it;  while  its  supplies  of 
phosphoric  acid,  potash  and  lime  are  the  chief  chemical  factors  of  its  permanent 
fertility.    But  the  organic  compounds  in  farmyard  manure  and  other  decaying 
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racter of 
the  soil. 


§  3.  By  all  these  means  the  fertility  of  the  soil  can  be 
brought  under  man's  control.  He  can  by  sufiBcient  labour 
make  almost  any  land  bear  large  crops.  He  can  prepare  the 
soil  mechanically  and  chemically  for  whatever  crops  he 
intends  to  grow  next.  He  can  adapt  his  crops  to  the  nature 
of  the  soil  and  to  one  another ;  selecting  such  a  rotation  that 
each  will  leave  the  land  in  such  a  state,  and  at  such  a  time  of 
year,  that  it  can  be  worked  up  easily  and  without  loss  of  time 
into  a  suitable  seed  bed  for  the  coming  crop'.     He  can  even 


vegetable  matter  in  the  soil  are  of  great  use  even  in  this  respect;  for  they  work 
the  dormant  mineral  plant  food  in  the  soil  up  into  an  active  form,  and  hold  stores 
of  it  ready  for  the  plant.  Certain  crops  absorb  an  exceptionally  large  amount  of 
certain  minerals  and  these  may  happen  not  to  come  baclt  in  manmre  to  the 
particular  land  from  which  they  are  taken;  and  of  course  any  such  special 
deficiency  cannot  be  made  good  by  farmyard  manure  without  giving  the  soil  more 
than  it  wants  of  some  other  things.  Lime  for  instance  sometimes  runs  short ; 
and  potash  is  often  in  great  demand  on  sandy  soils,  particularly  when  root  crops 
are  grown  on  them.  But  the  most  important  case  is  that  of  phosphoric  acid. 
Of  this  the  soil  has  scarcely  ever  any  large  quantity;  while  plants,  particularly 
cereals,  require  a  good  deal  of  it.  In  fact  it  is  believed  that  there  is  very  little 
near  the  surface  of  the  ground  which  has  not  already  been  many  times  absorbed 
into  vegetable  and  thence  into  animal  life ;  and  it  has  nearly  always  to  be  sup- 
plied by  special  manures  to  land  that  is  required  to  grow  continuous  heavy 
crops,  particularly  of  cereals.  Farmyard  manure  generally  contains  little  of  it 
unless  the  cattle  have  been  fed  largely  on  grain.  Human  excrements  are  rich  in 
it :  and  are  of  great  assistance  ia  this  way  to  most  peasant  proprietors ;  but  our 
modem  habit  of  washing  sewage  out  to  sea  makes  the  ose  of  artificial  manures 
much  more  necessary  than  it  was.  There  is  however  at  last,  after  many  dis- 
appointments, some  prospect  of  a  remedy  for  this  waste. 

L  The  basis  of  most  of  the  modem  English  rotations  is  the  Norfolk  course, 
which  was  adapted  by  Mr  Coke  (Lord  Leicester)  to  enable  light,  and  so-called 
*'poor,"  soils  to  bear  good  wheat  crops.  The  first  crop  on  his  plan  is  turnips: 
they  do  not  require  to  be  sown  till  May  or  June ;  and  therefore  the  winter  and 
spring  following  the  wheat  crop,  with  wMch  the  preceding  rotation  closes,  can 
be  spent  in  tilling,  cleaning  and  manuring.  In  the  spring  of  the  second  year 
barley  and  clover  are  sown  together :  in  the  third  year  the  clover  is  consumed ; 
the  land  can  be  ploughed  up  in  time  for  antamn-sown  wheat,  which  finds  the 
soil  strengthened  mechanically  by  the  clover  roots  and  improved  chemically  by 
the  nitrogen  which  these  venturesome  explorers  have  brought  up  from  the 
subsoil.  On  these  lines  an  immense  variety  of  rotations  have  been  adapted 
to  various  soils  and  conditions  of  farming,  many  of  them  extending  over  six  or 
seven  years.  (A  list  of  the  chief  of  them  is  given  in  the  Memoir  of  the  Agri- 
culture of  England  and  Wales  prepared  by  the  Royal  Agricultural  Society  of 
England  for  the  International  Agricultural  Congress  1878.  Pages  316 — ^354.) 
At  present  rather  more  than  half  the  cultivated  land  of  the  United  Kingdom  is 
in  permanent  pasture ;  and  of  the  rest,  one-half  is  in  com  crops,  rather  less  than 
a  quarter  in  green  crops,  chiefly  roots,  and  rather  more  than  a  quarter  in  clover 
and  grasses  under  rotation.  In  England  the  permanent  pasture  is  proportion- 
ately less  and  the  com  crops  are  greater  than  in  Ireland  and  Scotland. 
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permanently  alter  the  nature  of  the  soil  by  draining  it,  or    bookiv. 
by  mixing  with  it  other  soil  that  will  supplement  its  defici-     ™" "' 
encies^ 

All  these  changes  are  likely  to  be  carried  out  more  ex- 
tensively and  thoroughly  in  the  future  than  in  the  past.  But 
even  now  the  greater  part  of  the  soil  in  old  countries  owes 
much  of  its  character  to  human  action;  all  that  lies  just 
below  the  surface  has  in  it  a  large  element  of  capital,  the 
produce  of  man's  past  labour :  the  inherent,  or  indestructible, 
properties  of  the  soil,  the  free  gifts  of  nature,  have  been 
largely  modified ;  partly  robbed  and  partly  added  to  by  the 
work  of  many  generations  of  men. 

But  it  is  different  with  that  which  is  above  the  surface. 
Every  acre  has  given  to  it  by  nature  an  annual  income  of 
heat  and  light,  of  air  and  moisture ;  and  over  these  man  has 
but  little  control.  He  may  indeed  alter  the  climate  a  little 
by  extensive  drainage  works  or  by  planting  forests,  or  cutting 
them  down''.  But,  on  the  whole,  the  action  of  the  sun  and 
the  wind  and  the  rain  are  an  annuity  fixed  by  nature  for  each 
plot  of  land.  Ownership  of  the  land  gives  possession  of  this 
annuity  :  and  it  also  gives  the  space  required  for  the  life  and 
action  of  vegetables  and  animals;  the  value  of  this  space 
being  much  affected  by  its  geographical  position. 

We  may  then  continue  to  use  the  ordinary  distinction  original 
between  the  original  or  inherent  properties,  which  the  land  flgfj^ro- 
derives  from  nature,  and  the  artificial  properties  which  it  perties  ot 
owes  to  human  action ;  provided  we  remember  that  the  first 
include  the  space-relations  of  the  plot  in  question,  and  the 
annuity  that  nature  has  given  it  of  sunlight  and  air  and 

1  Hitherto  tliis  has  been  done  only  on  a  small  scale ;  chalk  and  lime,  clay  and 
marl  have  been  bat  thinly  spread  over  the  fields;  a  completely  new  soil  has 
seldom  been  made  except  in  gardens  and  other  favonred  spots.  Bat  it  is 
possible,  and  even  as  some  think  probable,  that  at  some  futore  time  the 
mechanical  agencies  osed  in  making  railways  and  other  great  earthworks  may  be 
applied  ou  a  large  scale  to  creating  a  rich  soil  by  mixing  two  poor  soils  with 
opposite  faults.  (See  Mr  Scott  Bum's  Directory  for  the  Improvement  of  Landed 
Property,  p.  239.)  As  it  is,  when  the  subsoil  is  known  to  contain  important 
elements  which  the  surface  soil  has  lost,  or  perhaps  has  never  had,  the  enter- 
prising owner  will  stir  it  deeply  so  that  the  air  and  fresh  water  may  act  on  it, 
and  after  a  time  bring  some  of  it  up  to  mix  with  the  surface  soil. 

2  See  in  particular  "  The  Influence  of  Trees  on  Climate  and  Productiveness  " 
in  Appendix  I.  to  the  Report  of  the  Indian  Famine  Commission,  1881. 

M.  15 
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rain ;  and  that  in  many  cases  these  are  the  chief  of  the  in- 
herent properties  of  the  soil.  It  is  chiefly  from  them  that  the 
ownership  of  agricultural  land  derives  its  peculiar  signifi- 
cance, and  the  Theory  of  Rent  its  special  character'.     But 

1  There  is  some  interest  in  the  attempt  to  distingnish  that  part  of  the  valae 
of  land  which  is  the  result  of  man's  labour,  from  that  which  is  dne  to  the  original 
bonnt;  of  natiire.  Part  of  its  value  is  caused  by  highways  and  other  general 
improvements  that  were  made  for  the  general  purposes  of  the  country,  and  are 
not  a  special  charge  on  its  agriculture.  Counting  these  in,  List,  Carey,  Bastiat 
and  others  contend  that  the  expense  of  bringing  laud  from  the  state  in  which 
man  found  it  to  its  present  condition  would  exceed  the  whole  value  it  has  now ; 
and  hence  they  argue  that  all  of  its  value  is  due  to  man's  labour.  Their  facts 
may  be  disputed ;  but  they  are  really  not  relevant  to  their  conclusions.  What  is 
wanted  for  their  argument  is  that  the  present  value  of  land  should  not  exceed  the 
expense,  in  so  far  as  it  can  properly  be  charged  to  agricultural  account,  of 
bringing  the  land  from  the  state  in  which  man  found  it  to  a  condition  in  which 
it  would  be  as  fertile  and  generally  useful  for  agricultnral  purposes  as  it  now  is. 
Many  of  the  changes  wrought  in  it  were  made  to  suit  agricultural  methods  that 
are  long  since  obsolete;  and  some  of  them  even  deduct  from,  rather  than  add  to, 
the  value  of  the  land.  And  further,  the  expenses  of  making  the  change  must 
be  the  net  expenses  after  adding  indeed  interest  on  the  gradual  outlay,  but  also 
after  deducting  the  aggregate  value  of  the  extra  produce  which  has,  from  first 
to  last,  been  attributable  to  the  improvement.  The  value  of  land  in  a  well- 
peopled  district  is  generally  much  greater  than  these  expenses,  and  often  many 
times  as  great. 

The  following  table,  taken  from  the  above-quoted  Memoir  of  the  Royal 
AgrCcvUural  Society,  shows  the  investments  of  capital  per  acre  on  four  typical 
English  farms: — 


Cost  of 

farm 

Leaving 

Total 

buildings 

Fencing 

for  value 

Tenant's 

value. 

and 
labourers' 
cottages. 

and  local 
roads. 

Drainage. 

of  land  in 
its  natural 
condition. 

capital. 

Rent 

£.    s. 

£.    s. 

£.  s.  d. 

£.  s. 

£.    $.  d. 

£.  a.  d. 

£.  s. 

Dairy  farm... 

75     0 

12  15 

2  10  0 

5     0 

54  15  0 

12  0  0 

2  10 

Afix^  arable 

and  pasture 

45    0 

8     0 

2     0  0 

0    0 

35    0  0 

12  0  0 

1  10 

Ditto  upland 

30    0 

6     7 

10  0 

0    0 

22  13  0 

10  0  0 

1     0 

Pasture  farm 

94  10 

7     0 

1  13  4 

0    0 

86  16  8 

12  0  0 

3     3 

But  the  fall  in  all  agricultural  values  which  had  begun  before  1878,  when 
the  Memoir  was  written,  has  continued  at  an  increasing  rate  since  then,  and 
there  are  many  who  think  that  the  rise  in  the  value  of  English  land  during  the 
past  generation  is  a  bare  return  to  the  capital  invested  in  permanent  improve- 
ments ;  that  is,  they  think  there  has  been  no  rise  in  the  real  value  of  the  original 
properties  of  the  soil  for  agricultural  purposes.  M.  Leroy  Beaulieu  (Repartition 
de»  Richeasea,  Ch.  n.)  holds  that  this  has  been  the  case  at  all  events  in  Belgium 
and  France ;  and  Mr  Pell  supports  a  similar  opinion  with  regard  to  England  by 
some  instructive  statistical  instances  (see  an  Article  on  The  Making  of  the  Land 
in  England  in  Vol.  xxm.  of  the  Journal  of  the  Boyal  Agricultural  Society).  The 
values  of  the  farms  in  the  United  States  were  $6,645,000,000  in  1860 ;  they  rose  to 
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the  question  how  fax  the  fertility  of  any  soil  is  due  to  the    bookiv. 
original  properties  given  to  it  by  nature,  and  how  far  to  the  ,' 

changes  in  it  made  by  man,  cannot  be  fully  discussed  -svithout 
taking  account  of  the  kind  of  produce  raised  from  it. 

§  4.     Human  agency  can  do  much  more  to  promote  the  The  origi- 
growth  of  some  crops  than  of  others.     At  one  end  of  the  Uea  count 
scale  are  forest  trees ;  an  oak  well  planted  and  with  plenty  and'thrar- 
of  room  has  very  little  to  gain  from  man's  aid :  there  is  no  f^*^'  '""^ 

•'  o  _  less  in  some 

way  of  applying  labour  to  it  so  as  to  obtain  any  considerable  cases  than 

Vt        ,        ,  ,  ■  ,      ^     ,  i"  others. 

return.  JN  early  the  same  may  be  said  of  the  grass  on  some 
rich  river  bottoms  which  are  endowed  with  a  rich  soil  and 
good  natural  drainage ;  wild  animals  feeding  off  this  grass 
without  man's  care  will  farm  it  nearly  as  well  as  he  does ; 
and  much  of  the  richest  farm  land  in  England  (paying 
a  rent  of  £6  an  acre  and  upwards)  would  give  to  unaided 
nature  almost  as  great  a  return  as  is  got  from  it  now'. 
Next  comes  land  which,  though  not  quite  so  rich,  is  still 
kept  in  permanent  pasture ;  and  after  this  comes  arable 
land  on  which  man  does  not  trust  to  nature's  sowing,  but 
prepares  for  each  crop  a  seed  bed  to  suit  its  special  wants, 
sows  the  seed  himself  and  weeds  away  the  rivals  to  it.  The 
seeds  which  he  sows  are  selected  for  their  habit  of  quickly 
maturing  and  fully  developing  just  those  parts  which  are 
most  useful  to  him ;  and  though  the  habit  of  making  this 
selection  carefully  is  only  quite  modern,  and  is  even  now  far 
from  general,  yet  the  continued  work  of  thousands  of  years 
has  given  him  plants  that  have  but  little  resemblance  to 
their  wild  ancestors^     Lastly,  the  kinds  of  produce  which 

$7,500,000,000  (estimated  in  gold)  in  1870,  and  to  $10,197,000,000  in  1880.  But  as 
General  Walker  points  out  {Tenth  Oeiisus,  Vol.  vii.  p.  23),  "  It  is  a  familiar  feature 
of  paper  money  inflations  that  real  estate,  especially  raral  real  estate,  seldom 
begins  to  rise  so  early  or  continnes  to  rise  so  long  as  the  prices  of  commodities." 
Allowing  therefore  for  only  hsJf  the  premium  on  gold  he  gets  the  value  for  1870  at 
$8,250,000,000:  and  thus  arrives  at  an  increase  of  about  24%  in  each  of  the  two 
decades. 

1  Of  course  wherever  the  grass  is  mown,  manure  should  be  returned.  It 
has  moreover  recently  been  found  that  manuring  permanent  pasture  enriches 
it  for  a  long  time  to  come;  for  then  the  richest  and  finest  grasses  find  within 
their  reach  as  much  food  as  they  can  consume,  and  are  thus  able  to  beat  out  of 
the  field  the  poorer  and  coarser  sorts. 

'  Perhaps  it  is  not  unreasonable  to  hope  that  in  time  plants  may  be  obtained 
every  part   of  which  will  serve  an  important  purpose.    Just  as  in  the  Arctic 

15—2 
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"         fruits,  flowers  and  vegetables,  and  of  animals,  particularly 

those  which  are  used  for  improving  their  own  breeds.     For 

while  nature  left  to  herself  would  select  those  that  are  best 

able  to  take  care  of  themselves  and  their  offspring,  man 

selects  those  which  will  provide  him  most  quickly  with  the 

largest  supplies  of  the  things  he  most  wants ;  and  many 

of  the  choicest  products  could  not   hold  their  own  at  all 

without  his  care. 

In  any  Thus  various  then  are  the  parts   which  man  plays  in 

extra  re-     aiding  nature  to  raise  the  different   kinds  of  agricultural 

Stkinal*     produce.     In  each  case  he  works  on  till  the  extra  Return  got 

Ub't?  di°^  by  extra  capital  and  labour  has  so  far  diminished  that  it  will 

minishea     no  longer  remunerate  him  for  applying  them.     Where  this 

later.         limit  is  soon  reached  he  leaves  nature  to  do  nearly  all  the 

work ;  where  his  share  in  the  production  has  been  great,  it 

is  because  he  has  been  able  to  work  far  without  reaching 

this  limit.     We  are  thus  brought  to  consider  the  Law  of 

Diminishing  Return. 

regions  every  fragment  of  the  reindeer's  body  ia  tnmed  to  account,  so  it  may 
become  possible  to  use  as  food,  or  for  some  other  important  purpose,  both  root 
and  leaves,  both  stem  and  fruit  of  our  plants.  At  present  we  eat  the  root  of  the 
potato,  but  the  rest  of  the  plant  is  useless  except  as  food  for  other  plants: 
we  eat  the  leaves  of  the  cabbage,  but  root  and  stalk  are  useless.  The  wood 
of  the  beech  tree,  the  wood  and  the  fruit  of  the  pear  tree  are  turned  to  good 
account:  but  their  leaves  are  left  to  decay.  Possibly  (as  Mr  Moore  Ede  has 
suggested  to  me)  chemical  science  may  enable  us  to  use  as  food  many  of  those 
vegetable  materials  which  we  now  throw  away. 


CHAPTEE  III. 

THE   FERTILITY   OF  LAND,    CONTINUED.      THE   LAW    OF 
DIMINISHING  EETURN. 

§  1.     The  Law  of  Diminishing  Return  may  be  provi-    book  iy. 
sionally  stated  thus  : ' 

An  increase  in  the  capital  and  labour  applied  in  the  cul-  ^a^^^enir' 
tivation  of  land  causes  in  general  a  less  than  proportionate  of  the  Law, 
increase  in  the  amount  of  produce  raised,  unless  it  happens 
to  coincide  with  an  improvement  in  the  arts  of  agriculture. 

We  leam  from  history  and  by  observation  that  every  which  is 

,,..  11-1.  1  ,  founded  on 

agncultunst  m  every  age  and  clime  desires  to  have  the  use  general 
of  a  good  deal  of  land ;  and  that  when  he  cannot  get  it  ^'^P®"™"®- 
freely,  he  will  pay  for  it,  if  he  has  the  means.     If  he  thought 
that  he  would  get  as  good  results  by  applying  all  his  capital 
and  labour  to  a  very  small  piece,  he  would  not  pay  for  any 
but  a  very  small  piece. 

When  land  that  requires  no  clearing  is  to  be  had   for  Land  may 

.  .  .  be  nnder- 

nothing,  everyone  uses  just  that  quantity  which  he  thinks  cnltivated, 
will  give  his  capital  and  labour  the  largest   return.     His  extra  capi- 
cultivation  is  "  extensive,"  not  "  intensive."     He  does  not  aim  ^j^^^m 
at  getting  many  bushels  of  com  from  any  one  acre,  for  then  give  an  in- 

°  °         .  ■'  .  creasing 

he  would  cultivate  only  a  few  acres.     His  purpose  is  to  get  as  Eetum 
large  a  total  crop  as  possible  with  a  given  expenditure  of  seed  maximum 
and  labour ;  and  therefore  he  sows  as  many  acres  as  he  can  bt^i  reach- 
manage  to  bring  under  a  light  cultivation.     Of  course  he  may  ®'?'.*P?r 
go  too  far :  he  may  spread  his  work  over  so  large  an  area  that  will  di- 
he  would  gain  by  concentrating  his  capital  and  labour  on  a  again, 
smaller  space  ;  and  under  these  circumstances  if  he  could  get 
command  over  more  capital  and  labour  so  as  to  apply  more  to 
each  acre,  the  land  would  give  him  an  Increasing  Return; 
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"Were  it 
otherwise 
every  farm- 
er would 
save  most 
of  his  rent 
by  apply- 
ing all  his 
capital  and 
labour  to  a 
small  part 
of  his  land. 


that  is,  an  extra  return  larger  in  proportion  than  it  gives  to 
his  present  expenditure.  But  if  he  has  made  his  calculations 
rightly,  he  is  using  just  so  much  ground  as  will  give  him  the 
highest  return ;  and  he  would  lose  by  concentrating  his  capital 
and  labour  on  a  smaller  area.  If  he  had  command  over  more 
capital  and  labour  and  were  to  apply  more  to  his  present 
land,  he  would  gain  less  than  he  would  by  taking  up  more 
land ;  he  would  get  a  Diminishing  Return,  that  is,  an  extra 
return  smaller  in  proportion  than  he  gets  for  the  last  applica- 
tions of  capital  and  labour  that  he  now  makes,  provided  of 
course  that  there  is  meanwhile  no  perceptible  improvement 
in  his  agricultural  skill.  As  his  sons  grow  up  they  will  have 
more  capital  and  labour  to  apply  to  land ;  and  in  order  to  avoid 
obtaining  a  Diminishing  Return,  they  will  want  to  cultivate 
more  land.  But  perhaps  by  this  time  all  the  neighbouring 
land  is  already  taken  up,  and  in  order  to  get  more  they  must 
buy  it  or  pay  a  rent  for  the  use  of  it,  or  migrate  where  they 
can  get  it  for  nothing. 

This  tendency  to  a  Diminishing  Return  was  the  cause  of 
Abraham's  parting  from  Lot*,  and  of  most  of  the  migrations 
of  which  history  tells.  .Ajid  wherever  the  right  to  cultivate 
land  is  much  in  request,  we  may  be  sure  that  the  tendency 
to  a  Diminishing  Return  is  in  full  operation.  Were  it  not 
for  this  tendency  every  farmer  could  save  nearly  the  whole  of 
his  rent  by  giving  up  all  but  a  small  piece  of  his  land,  and 
bestowing  all  his  capital  and  labour  on  that.  If  all  the 
capital  and  labour  which  he  would  in  that  case  apply  to  it, 
gave  as  good  a  return  in  proportion  as  that  which  he  now 
applies  to  it,  he  would  get  from  that  plot  as  large  a  produce 
as  he  now  gets  from  his  whole  farm  ;  and  he  would  make  a 
net  gain  of  all  his  rent  save  that  of  the  little  plot  that  he 
retained. 

It  may  be  conceded  that  the  ambition  of  farmers  often 
leads  them  to  take  more  land  than  they  can  properly  manage  : 
and  indeed  almost  every  great  authority  on  agriculture  from 
Arthur  Young  downwards,  has  inveighed  against  this  mis- 
take.    But  when  they  tell  a  farmer  that  he  would  gain  by 

»  "The  land  was  not  able  to  bear  them,  that  they  might  dwell  together:  for 
their  substance  was  great,  so  that  they  could  not  dwell  together."    Genesis  xiii.  6. 
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applying  his  capital  and  labour  to  a  smaller  area,  they  do  not    book  iv. 

necessarily  mean  that  he  would  get  a  larger  gross  produce. ' 

It  is  sufficient  for  their  argument  that  the  saving  in  rent 
would  more  than  counterbalance  any  probable  diminution  of 
the  total  returns  that  he  got  from  the  land.  If  a  farmer 
pays  a  fourth  of  his  produce  as  rent,  he  would  gain  by  con- 
centrating his  capital  and  labour  on  less  land,  provided  the 
extra  capital  and  labour  applied  to  each  acre  gave  anything 
more  than  three-fourths  as  good  a  return  in  proportion,  as  he 
got  from  his  earlier  expenditure. 

Again,  it  may  be  granted  that  much  land,  even  in   a  improved 
country  as  advanced  as  England,  is  so  unskilfully  cultivated  may  enable 
that  it  could  be  made  to  give  more  than  double  its  present  ™°^ta]  ^nd 
gross  produce  if  twice  the  present  capital  and  labour  were  labour  to  be 
applied  to  it  skilfully.     Very  likely  those   are   right   who  applied, 
maintain  that  if  all  English  farmers  were  as  able,  wise  and 
energetic  as  the  best  are,  they  might  profitably  apply  twice 
the  capital  and  labour  that  is  now  applied.     Assuming  rent 
to  be  one-fourth  of  the  present  produce,  they  might  get  seven 
hundredweight  of  produce  for  every  four  that  they  now  get : 
it  is  conceivable  that  with  still  more  improved  methods  they 
might  get  eight  hundredweight,  or  even  more.     But  this 
*does  not  prove  that,  as  things  are,  further  capital  and  labour 
could  obtain  from   land  an   Increasing   Return.     The   fact 
remains  that,  taking  farmers  as  they  are  with  the  skill  and 
energy  which  they  actually  have,  we  find  as  the  result  of 
universal  observation  that  there  is  not  open  to  them  a  short 
road  to  riches  by  giving  up  a  great  part  of  their  land,  by 
concentrating  all  their  capital  and  labour  on  the  remainder, 
and  saving  for  their  own  pockets  the  rent  of  all  but  that 
remainder.     The  reason  why  they  cannot  do  this  is  told  in 
the  Law  of  Diminishing  Return. 

It  is  important  to  remember  that  the  Return  to  capital  The  Law 
and  labour  of  which  the  Law  speaks,  is  measured  by  the  to  the 
amount  of  the  produce  raised  independently  of  any  changes  ^°™' °* 
that  may  meanwhile  take  place  in  the  price  of  produce ;  such,  ^"'^'  "<>' 

.    ,  -,.  -1  1      n   -1  its  value. 

for  instance,  as  might  occur  it  a  new  railway  had  been  made 
in  the  neighbourhood,  or  a  new  town  population  had  grown 
up  close  by.     Such  changes  will  be  of  vital  importance  when 
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BOOK  rv.  we  come  to  draw  inferences  from  the  Law  of  Diminishing 
_! — '  Return,  and  particularly  when  we  discuss  the  pressure  of 
increasing  population  on  the  means  of  subsistence.  But 
they  have  no  bearing  on  the  Law  itself,  because  that  has  to 
do  not  with  the  value  of  the  produce  raised,  but  only  with 
its  amount. 

We  may  now  state  distinctly  the  limitations  which  were 
implied  under  the  words  "  in  general "  in  our  provisional 
statement  of  the  Law.  The  Law  is  a  statement  of  a 
tendency  which  may  indeed  be  held  in  check  for  a  time  by 
improvements  in  the  arts  of  production  and  by  the  fitful 
course  of  the  development  of  the  full  powers  of  the  soil ;  but 
which  must  ultimately  become  iiTesistible  if  the  demand  for 
produce  should  increase  without  limit.  Our  final  statement 
of  the  Law  may  then  be  divided  into  two  parts,  thus : — 
Final  Although  an  improvement  in  the  arts  of  agriculture  may 

of  the  Law.  raise  the  rate  of  return  which  land  generally  affords  to  any 
given  amount  of  capital  and  labour;  and  although  the 
capital  and  labour  already  applied  to  any  piece  of  land 
may  have  been  so  inadequate  for  the  development  of  its  full 
powers,  that  some  further  expenditure  on  it  even  with  the 
existing  arts  of  agriculture  would  give  a  more  than  propor- 
tionate return;  yet  these  conditions  are  rare  in  an  olcT 
country :  and,  except  when  they  are  present,  the  application 
of  increased  capital  and  labour  to  land  will  add  a  less  than 
proportionate  amount  to  the  produce  raised,  unless  there  be 
meanwhile  an  increase  in  the  skill  of  the  individual  cultivator. 
Secondly,  whatever  may  be  the  future  developments  of  the 
arts  of  agriculture,  a  continued  increase  in  the  application 
of  capital  and  labour  to  land  must  ultimately  result  in  a 
diminution  of  the  extra  produce  which  can  be  obtained  by  a 
given  extra  amount  of  capital  and  labour. 
XDoseoi  §  2.  Making  use  of  a  term  suggested  by  James  Mill,  we 
laifoM.*"  ™8'y  regard  the  capital  and  labour  applied  to  land  as  con- 
sisting of  equal  successive  Doses^.  As  we  have  seen,  the 
return  to  the  first  few  doses  may  perhaps  be  small  and  a 
greater  number  of  doses  may  get   a   larger  proportionate 

1  Some  difficulties  in  the  interpretation  of  this  term  are  coiffiidered  in  a  Note 
at  the  end  of  the  chapter. 
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return ;    the   return  to  successive  closes  may  even   in  ex-    book  iv. 

ceptional  cases  alternately  rise  and  fall.     But  our  law  states      J ' 

that  sooner  or  later  (it  being  always  supposed  that  there  is 
meanwhile  no  change  in  the  arts  of  cultivation)  a  point  will 
be  reached  after  which  all  further  doses  will  obtain  a  less 
proportionate  return  than  the  preceding  doses. 

The  dose  which  only  just  remunerates  the  cultivator  may  Marginal 
be  said  to  be  the  marginal  dose,  and  the  return  to  it  the  gindl  re- 
marginal  return.     If  there  happens  to  be  in  the  neighbour-  'gi^lfcvi. 
hood  land  that  is  cultivated  but  only  just  pays  its  expenses,  '""t^"- 
and  so  gives  no  surplus  for  rent,  we  may  suppose  this  dose 
applied  to  it.     We  can  then  say  that  the  dose  applied  to  it 
is  applied  to  land  on  the  margin  of  cultivation,  and  this 
way  of  speaking  has  the  advantage  of  simplicity.     But  it  is 
not  necessary  for  the  argument  to  suppose  that  there  is  any 
such  land :  what  we  want  to  fix  our  minds  on  is  the  return 
to  the  marginal   dose :   whether  it  happens  to  be   applied 
to  poor  land  or  to  rich  does  not  matter ;  all  that  is  necessary 
is  that  it  should  be  the  last  dose  which  can  profitably  be 
applied  to  that  land'. 

When  we  speak  of  the  marginal,  or  the  "  last "  dose  ap-  The  margi- 
plied  to  the  land,  we  do  not  mean  the  last  in  time,  we  mean  ^ot  neces- 
that  dose  which  is  on  the  margin  of  profitable  expenditure ;  f^^^^*® 
that  is,  which  is  applied  so  as  just  to  give  the  ordinary  returns  time- 
to  the  capital  and  labour  of  the  cultivator,  without  affording 
any  surplus.     To  take  a  concrete  instance,  we  may  suppose  a 
farmer  to  be  thinking  of  sending  the  hoers  over  a  field  once 
more;   and   after  a  little  hesitation  he  decides  that   it   is 
worth  his  while,  but  only  just  worth  his  while  to  do  it.     The 
dose  of  capital  and  labour  spent  on  doing  it,  is  then  the  last 
dose  in  our  present  sense,  though  there  are  many  doses  still 
to  be  applied  in  reaping  the  crop.     Of  course  the  return  to 
this  last  dose  cannot  be  separated  from  the  others ;  but  we 
ascribe  to  it  all  that  part  of  the  produce  which  we  believe 
would  not  have  been  produced  if  the  farmer  had  decided 
against  the  extra  hoeing^ 

>  Bicardo  was  well  aware  of  this:  though  he  did  not  emphasize  it  enoagh. 
Those  opponents  of  his  doctrine  who  have  supposed  that  it  has  no  application  to 
places  where  all  the  land  pays  a  rent,  have  mistaken  the  natnre  of  his  argument. 

'  An  illustration  from  recorded  experiments  may  help  to  make  clearer  the 
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Surplus 
Produce. 


Since  the  return  to  the  dose  on  the  margin  of  cultivation 
just  remunerates  the  cultivator,  it  follows  that  he  will  be 
just  remunerated  for  the  whole  of  his  capital  and  labour  by 
as  many  times  the  marginal  return  as  he  has  applied  doses 
in  all.  Whatever  he  gets  in  excess  of  this  is  the  Surplus 
Produce  of  the  land.  This  surplus  is  retained  by  the  culti- 
vator if  he  owns  the  land  himself. 


notion  of  the  Betnm  to  a  marginal  dose  of  capital  and  labonr.  The  Arkansas 
Experimental  Station  (see  The  Times,  18  Nov.  1889)  reported  that  four  plots 
of  an  acre  each  were  treated  exactly  alike  except  in  the  matter  of  plonghing  and 
harrowing,  with  the  following  result: — 


i 


Plot. 

Cultirstiou. 

Crop  yields 

bushels  per 

acre. 

1 

2 
3 
4 

Ploughed  once 

16 
18* 
2l| 
23| 

Ploughed  once  and  harrowed  once  .    .    . 
Ploughed  twice  and  harrowed  once .     .    . 
Ploughed  twice  and  harrowed  twice     .    . 

This  would  show  that  the  dose  of  capital  and  labour  applied  in  harrowing 
a  second  time  an  acre  which  had  already  been  ploughed  twice  gave  a  Return 
of  1^  bushels.  And  if  the  value  of  these  bushels,  after  allowing  for  expenses 
of  harvesting,  &c.  just  replaced  that  dose  with  profits,  then  that  dose  was  a 
marginal  one ;  even  though  it  was  not  the  last  in  point  of  time,  since  those  spent 
on  harvesting  must  needs  come  later. 

^  Let  us  seek  a  graphical  illustration.  If  on  any  given  field  there  were 
expended  a  capital  of  £50,  a  certain  amount  of  produce  would  be  raised  from  it : 
a  certain  amount  larger  than  the  former  would  be  raised  if  there  were  expended 
on  it  a  capital  of  £51.  The  difference  between  these  two  amounts  may  be 
regarded  as  the  produce  due  to  the  fifty -first  pound;  and  if  we  suppose  the 
capital  to  be  appUed  in  successive  doses  of  £1  each  we  may  speak  of  this 
difference  as  the  produce  due  to  the  fifty-first  dose.  Let  the  doses  be  represented 
in  order  by  successive  equal  divisions  of  the  line  OD. 
Let  there  now  be  drawn  from  the  division  of  this  Une 
representing  the  fifty-first  dose  M,  a  line  MF  at  right 
angles  to  OD,  in  thickness  equal  to  the  length  of  one 
of  the  divisions,  and  such  that  its  length  represents  the 
amount  of  the  produce  due  to  the  fifty-first  dose. 
Suppose  this  done  for  each  separate  division  up  to  that 
corresponding  to  the  last  dose  which  it  is  found  profit- 
able to  put  on  the  land.   Let  this  last  dose  be  the  110th — ' 

at  D,  and  DO  the  corresponding  return  that  only  just  remunerates  the  farmer. 
The  extremities  of  such  lines  will  Ue  on  a  curve  APC.  The  gross  produce  will 
be  represented  by  the  sum  of  these  lines:  i.e.,  since  the  thickness  of  each  line 
is  equal  to  the  length  of  the  division  on  which  it  stands,  by  the  area  ODGA. 
Let  COH  be  drawn  parallel  to  DO,  cutting  PM in  Q ;  then  MO  is  equal  to  CD ; 
and  since  DO  just  remunerates  the  farmer  for  one  dose,  MQ  will  just  remunerate 
him  for  another:   and  so  for  all  the  portions  of  the  thick  vertical  lines  cnt  oS 
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(This  Surplus  Produce  may,  under  certain   conditions,   bookiv. 

become  the  rent  which  the  owner  of  the  land  can  exact  from      _! ' 

the  tenant  for  its  use.     But,  as  we  shall  see  hereafter,  the  ^\enf''°° 

full  rent  of  a  farm  in  an  old  country  is  made  up  of  three 

elements :  the  first  being  due  to  the  value  of  the  soil  as  it 

was  made  by  Nature ;  the  second  to  improvements  made  in 

it  by  man ;  and  the  third,  which  is  often  the  most  important 

of  all,  to  the  growth  of  a  dense  and  rich  population,  and 

to  facilities  of  communication  by  public  roads,  railroads,  &c.) 

In  an  old  country  it  is  seldom  possible  to  discover  what  Eicardo 
was  the  original  state  of  the  land  before  it  was  first  culti-  his  atten- 
vated.     The  results  of  some  of  man's  work  are  for  good  and  circnm- 
evil  fixed  in  the  land ;  they  cannot  be  distinguished  from  ^^"i|^  °* 
the  results  of  nature's  work,  but   must   be   counted   with  country, 
them.     The   line   of  division   between    nature's   work    and 
man's  work  is  blurred,  and  must  be  drawn  more   or   less 
arbitrarily.     But  for  most  purposes  it  is  best  to  regard  the 
first  difiiculties  of  coping  with  nature  as  pretty  well  con- 
quered before  we  begin  to  reckon  the  farmer's  cultivation. 
Thus  the  returns  that  we  count  as  due  to  the  first  doses  of 
capital  and  labour  are  generally  the  largest  of  all,  and  the 
tendency  of  the  return  to  diminish  shows  itself  at  once. 
Having  English  agriculture  chiefly  in  view,  we  may  fairly 
take,  as  Eicardo  did,  this  as  the  typical  case'. 

between  OD  and  HO.  Therefore  the  sum  of  these,  that  is,  the  area  ODCH, 
represents  the  share  of  the  produce  that  is  required  to  remunerate  him ;  while 
the  remainder,  AHOCPA,  is  the  Surplus  Produce,  which  under  certain  conditions 
becomes  the  rent. 

1  That  is,  we  may  substitute  (fig.  11)  the  dotted  line  BA'  for  BA  and  regard 
A'BFC  as  the  typical  curve  for  the  return  to  capital  and  labour  apphed  in 
English  agriculture.  No  doubt  crops  of  wheat  and  some  other  annuals  cannot  be 
raised  at  all  without  some  considerable  labour.  But  natural  grasses  which  sow 
themselves  will  yield  a  good  return  of  rough  cattle  to  scarcely  any  labour. 

It  has  already  been  noticed  (Book  ni.  ch.  ui.  §  1),  the  law  of  Diminishing 
Return  bears  a  close  analogy  to  the  law  of  Demand.  The  return  which  land  gives 
to  a  dose  of  capital  and  labour  may  be  regarded  as  the  price  which  land  offers  for 
that  dose.  Land's  return  to  capital  and  labour  is,  so  to  speak,  her  effective  demand 
for  them :  her  return  to  any  dose  is  her  demand  price  for  that  dose,  and  the  list 
of  returns  that  she  will  give  to  snccessive  doses  may  thus  be  regarded  as  her 
demand  schedule:  but  to  avoid  confusion  we  shall  call  it  her  "Return  Schedule." 
Corresponding  to  the  case  of  the  land  in  the  text  is  that  of  a  man  who  may  be 
willing  to  pay  a  larger  proportionate  price  for  a  paper  that  would  cover  the  whole 
of  the  walls  of  his  room  than  for  one  that  would  go  only  half  way ;  and  then  his 
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The  sche- 
dule of  na- 
ture's re- 
turn to  in- 
creased ap- 
plications 
of  capital 
and  labour 
shows 
great  va- 
riety of  de- 
tail, ac- 
cording to 
the  char- 
acter of 
the  land 
and  of  the 
crops  rais- 
ed from  it. 

But  the 
order  of  re- 
lative fer- 
tility of 
different 
pieces  of 
land  may 
change 
with 
circum- 
stances. 


§  3.  Let  US  next  inquire  on  what  depends  the  rate  of 
diminution  or  of  increase  of  the  returns  to  successive  doses  of 
capital  and  labour.  We  have  seen  that  there  are  great  varia- 
tions in  the  share  of  the  produce  which  man  may  claim  as 
the  additional  result  of  his  own  work  over  what  unaided 
nature  would  have  produced ;  and  that  man's  share  is  much 
larger  with  some  crops  and  soils  and  methods  of  cultivation 
than  with  others.  Thus  broadly  speaking  it  increases  as  we 
pass  from  forest  to  pasture  land,  from  pasture  to  arable,  and 
from  plough  land  to  spade  land ;  and  this  is  because  the  rate 
of  diminution  of  the  return  is  as  a  rule  greatest  in  forests, 
rather  less  in  pasture,  still  less  in  arable  land,  and  least  of  all 
in  spade  land. 

There  is  no  absolute  measure  of  the  richness  or  fertility 
of  land.  Even  if  there  be  no  change  in  the  arts  of  production, 
a  mere  increase  in  the  demand  for  produce  may  invert  the 
order  in  which  two  adjacent  pieces  of  land  rank  as  regards 
fertility.  The  one  which  gives  the  smaller  produce,  when 
both  are  uncultivated,  or  when  the  cultivation  of  both  is 
equally  slight,  may  rise  above  the  other  and  justly  rank  as 
the  more  fertile  when  both  are  cultivated  with  equal  tho- 
roughness. In  other  words,  many  of  those  lands  which  are 
the  least  fertile  when  cultivation  is  merely  extensive,  become 
among  the  most  fertile  when  cultivation  is  intensive.  For 
instance,  self-drained  pasture  land  may  give  a  return  large 
in  proportion  to  a  very  slight  expenditure  of  capital  and 
labour,  but  a  rapidly  diminishing  return  to  further  expendi- 
ture :  as  population  increases  it  may  gradually  become  pro- 
fitable to  break  up  some  of  the  pasture  and  introduce  a 
mixed  cultivation  of  roots  and  grains  and  grasses ;  and  then 

demand  schedule  would  at  one  stage  show  an  increase  and  not  a  diminution  of 
demand  price  for  an  increased  quantity.  But  in  the  aggregate  demand  of  many 
individuals  these  unevennesses  destroy  one  another;  so  that  the  aggregate 
demand  schedule  of  a  group  of  people  always  shows  the  demand  price  as  falling 
steadily  with  every  increase  in  the  amount  offered.  In  the  same  way,  by  grouping 
together  many  pieces  of  land  we  might  obtain  a  Eetum  Schedule  that  would  show 
a  constant  diminution  for  every  increase  of  capital  and  labour  applied.  But  it  is 
more  easy  to  ascertain,  and  in  some  ways  more  important  to  take  note  of,  the 
variations  of  individual  demand  in  the  case  of  plots  of  land  than  in  the  case  of 
people.  And  therefore  our  typical  return  schedule  is  not  drawn  out  so  as  to  show 
as  even  and  uniform  a  diminution  of  return  as  our  typical  demand  schedule  does 
of  demand  price. 
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the  return  to  farther  doses  of  capital  and  labour  may  diminish   book  iv. 
less  quickly'.  _! " 

Other  land  makes  poor  pasture,  but  will  give  more  or 
less  liberal  returns  to  a  great  deal  of  capital  and  labour 
applied  in  tilling  and  in  manuring  it;  its  returns  to  the 
early  doses  are  not  very  high,  but  they  diminish  slowly'. 

Again,  other  land  is  marshy.  It  may,  as  did  the  fens  of 
East  England,  produce  little  but  osiers  and  wild  fowl.  Or, 
as  is  the  case  in  many  tropical  districts,  especially  on  the 
American  Continent,  it  may  be  prolific  of  vegetation,  but  so 
shrouded  with  malaria  that  it  is  difficult  for  man  to  live 
there,  and  still  more  to  work  there.  In  such  cases  the  re- 
turns to  capital  and  labour  are  at  first  small,  but  as  drainage 
progresses,  they  increase;  afterwards  perhaps  they  again 
fall  off'.     But  when  improvements  of  this  kind  have  once 


^  This  case  is  illustrated  by  fig.  12;  for  when  produce 
has  risen  in  real  value  in  the  ratio  of  OH'  to  OH  (so  that  the 
amount  required  to  remunerate  the  farmer  for  a  dose  of  capital 
and  labour  has  fallen  from  OS  to  OH',)  the  Surplus  Produce 
rises  only  to  AH'C,  which  is  not  very  much  greater  than  its 
old  amount  AHC. 


2  This  case  is  represented  in  fig.  13,  when  a  similar 
change  in  the  price  of  produce  makes  the  new  Surplus 
Produce  AH'C  about  three  times  as  large  as  the  old  Sur- 
plus, AHO. 


Fig.  (12). 


Kg.  (14). 
p 


'  This  case  is  represented  in  fig.  14.  The  earliest 
doses  of  capital  and  labour  apphed  to  the  land  give  so 
poor  a  return,  that  it  would  not  be  worth  while  to 
apply  them  unless  it  were  intended  to  carry  the  culti- 
vation further.  But  later  doses  give  an  increasing 
return  which  culminates  at  P,  and  afterwards  di- 
minishes. If  the  price  to  be  got  for  produce  is  so  low 
that  an  amount  03''  is   required  to  remunerate  the 

cultivator  for  a  dose  of  capital  and  labour,  it  will  then  be  only  just  profitable  ti^" 
cultivate  the  land.  For  then  cultivation -will  be  carried  as  far  as  D";  there  will « 
be  a  deficit  on  the  earlier  doses  represented  by  the  area  H"AB",  and  a  surplus  on 
the  later  doses  represented  by  the  area  E"PG" :  and  as  these  two  are  about  equal, 
the  cultivation  of  the  land  so  far  will  only  just  pay  its  way.  But  if  the  price  of 
produce  rises  till  Off  is  suflicient  to  remunerate  the  cultivator  for  a  dose  of  capital 
and  labour,  the  deficit  on  the  earlier  doses  wUl  sink  to  HAS,  and  the  surplus  on 
the  later  doses  will  rise  to  EPC:  the  net  surplus  (the  true  rent  in  case  the  land  is 
hired  out)  will  be  the  excess  of  EPC  over  HAE.  Should  the  price  rise  further 
till  OH'  is  sufficient  to  remunerate  the  cultivator  for  a  dose  of  capital  and  labour, 
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BOOK  IV.  been  made,  the  capital  invested  in  the  soil  cannot  be  re- 
moved ;  the  early  history  of  the  cultivation  is  not  repeated ; 
and  the  produce  due  to  further  applications  of  capital  and 
labour  conforms  to  the  Law  of  Diminishing  Return'. 

Similar  though  less  conspicuous  changes  may  occur  on 
land  already  well  cultivated.  For  instance,  without  being 
marshy,  it  may  be  in  need  of  a  little  drainage  to  take  off 
the  stagnant  water  from  it,  and  to  enable  fresh  water  and 
air  to  stream  through  it.  Or  the  subsoil  may  happen  to  be 
naturally  richer  than  the  soil  at  the  surface :  or  again,  though 
not  itself  rich,  it  may  have  just  those  properties  in  which 
the  surface  soil  is  deficient,  and  then  a  thorough  system  of 
deep  steam-ploughing  may  permanently  change  the  character 
of  the  land. 

Thus  we  need  not  suppose  that  when  the  return  to  extra 
capital  and  labour  has  begun  to  diminish,  it  will  always 
continue  to  do  so.  Improvements  in  the  arts  of  production 
may,  it  has  always  been  understood,  raise  generally  the 
return  which  can  be  got  by  any  amount  of  capital  and 
labour;  but  this  is  not  what  is  meant  here.  The  point  is 
that,  independently  of  any  increase  in  his  knowledge,  and 
using  only  those  methods  with  which  he  has  long  been 
familiar,  a  farmer  finding  extra  capital  and  labour  at  his 
command,  may  sometimes  obtain  an  increasing  return  even 
at  a  late  stage  in  his  cultivation.  His  return  may  diminish 
and  then  increase  and  then  diminish  again ;  and  yet  again 
increase  when  he  is  in  a  position  to  carry  out  some  further 
extensive  change^. 

It  has  been  well  said  that  as  the  strength  of  a  chain  is 
that  of  its  weakest  link,  so  fertility  is  limited  by  that  element 

this  net  surplus  will  rise  to  the  very  large  amoant  represented  by  the  excess  of 
E'PC  over  H'AE'. 

'  In  snch  a  case  as  this  the  earlier  doses  are  pretty  sore  to  be  sunk  in  the  land ; 
and  the  actual  rent  paid,  if  the  land  is  hired  ont,  will  then  inclnde  profits  on  them 
in  addition  to  the  Surplus  Produce  or  true  rent  thus  shown.  Of  course  provision 
can  be  made  in  the  diagrams  for  the  returns  due  to  the  landlord's  capital. 

Fig.  (15). 
2  This  case  was  represented  by  fig.  11.    But  more  ex-     ^ , 

treme  instances,  of  the  kind  represented  by  fig.  15,  are  not     ^ 

very  rare. 
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in  which  it  is  most  deficient.     Those  who  are  in  a  hurry,  will    book  iv. 

reject  a  chain  which  has  one  or  two  very  weak  links,  however ' 

strong  the  rest  may  be;  and  prefer  to  it  a  much  slighter 
chain  that  has  no  flaw.  But  if  there  is  heavy  work  to  be 
done,  and  they  have  time  to  make  repairs,  they  will  set  the 
larger  chain  in  order,  and  then  its  strength  will  exceed  that 
of  the  other.  In  this  we  find  the  explanation  of  much  that 
is  apparently  strange  in  agricultural  history. 

The  first  settlers  in  a  new  country  generally  avoid  land  Land 
which  does  not  lend  itself  to  immediate  cultivation.     They  the  best  re- 
are  often  repelled  by  the  very  luxuriance  of  natural  vegeta-  th™eariy 
tion,  if  it  happens  to  be  of  a  kind  that  they  do  not  want,  settle™  ^ 

rJ^  •'  not  always 

They  do  not  care  to  plough  land  that  is  at  all  heavy,  how-  that  which 
ever  rich  it  might  become  if  thoroughly  worked.     They  will  best  re- 
have  nothing  to  do  with  water-logged  land.     They  generally  J^em 
select  ligrht  land  which  can  easily  be  worked  with  a  double  farmers, 

o  ^ ''  especially 

plough,  and  then  they  sow  their  seed  broadly,  so  that  the  when  good 
plants  when  they  grow  up  may  have  plenty  of  light  and  air,  have  grown 
and  may  collect  their  food  from  a  wide  area.  them"^ 

When  America  was  first  settled,  many  farming  operations 
that  are  now  done  by  horse  machinery  were  still  done  by 
hand  ;  and  though  now  the  farmers  have  a  strong  preference 
for  flat  prairie  land,  free  from  stumps  and  stones,  where  their 
machines  can  work  easily  and  without  risk,  they  had  then 
no  great  objection  to  a  hill-side.  Their  crops  were  light  in 
proportion  to  their  acreage,  but  heavy  in  proportion  to  the 
capital  and  labour  expended  in  raising  them. 

We  cannot  then  call  one  piece  of  land  more  fertile  than  Thus  any 
another  till  we  know  something  about  the  skill  and  enter-  SltotSity 
prise  of  its  cultivators,  and  the  amount  of  capital  and  labour  ™^tj-J^to 
at  their  disposal ;  and  till  we  know  whether  the  demand  for  *•»«  circnm- 
produce  is  such  as  to  make  intensive  cultivation  profitable  the  place 
with  the  resources  at  their  disposal.     If  it  is,  those  lands  will 
be  the  most  fertile  which  give  the  highest  average  returns  to 
a  large  expenditure  of  capital  and  labour ;  but  if  not,  those 
will  be  the  most  fertile  which  give  the  best  returns  to  the 
first  few  doses.     The  term  fertility  has  no  meaning  except 
with  reference  to  the  special  circumstances  of  a  particular 
time  and  place. 
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BOOK  IV.  But  even  when  so  limited  there  is  some  uncertainty  as 

to  the  usage  of  the  term.  Sometimes  attention  is  directed 
chiefly  to  the  power  which  land  has  of  giving  adequate 
returns  to  intensive  cultivation  and  so  bearing  a  large  total 
produce  per  acre ;  and  sometimes  to  its  power  of  yielding  a 
large  surplus  produce  or  rent,  even  though  its  gross  produce 
is  not  very  large:  thus  in  England  now  rich  arable  land  is 
very  fertile  in  the  former  sense,  rich  meadow  in  the  latter. 
For  many  purposes  it  does  not  matter  which  of  these  senses 
of  the  term  is  understood :  in  the  few  cases  in  which  it  does 
matter,  an  interpretation  clause  must  be  supplied  in  the 
context'. 
Other  §  4     But  further,  the  order  of  fertility  of  different  soils 

C&QSGS  of 

change  in  is  liable  to  be  changed  by  changes  in  the  methods  of  culti- 
vaiiwa^"^  vation  and  in  the  relative  values  of  different  crops.  Thus 
different      when  at  the  end  of  last  century  Mr  Coke  showed  how  to 

pieces  of  •'  ^  ^ 

land.  grow  wheat  well  on  light  soils  by  preparing  the  way  with 

clover,  they  rose  relatively  to  clay  soils;  and  now  though 
they  are  still  sometimes  called  from  old  custom  "  poor, "  some 
of  them  have  a  higher  value,  and  are  really  more  fertile, 
than  much  of  the  land  that  used  to  be  carefully  cultivated 
while  they  were  left  in  a  state  of  nature. 

Again,  the  increasing  demand  in  Central  Europe  for  wood 
to  be  used  as  fuel  and  for  building  purposes,  has  raised 
the  value  of  the  pine-covered  mountain  slopes  relatively  to 
almost  every  other  kind  of  land.  But  in  England  this  rise 
has  been  prevented  by  the  substitution  of  coal  for  wood  as 
fuel,  and  of  iron  for  wood  as  a  material  for  ship-building, 
and  lastly  by  England's  special  facilities  for  importing  wood. 

1  If  the  price  of  produce  is  such  that  an  amount  of  it  OH  (figs.  12,  13,  14) 
is  required  to  pay  the  cultivator  for  one  dose  of  capital  and  lahonr,  the  cultivation 
will  be  carried  as  far  as  D;  and  the  produce  raised,  AODC  will  be  greatest  in 
fig.  12,  next  greatest  in  fig.  13,  and  least  in  fig.  14.  But  if  the  demand  for 
agricultural  produce  so  rises  that  03'  is  enough  to  repay  the  cultivator  for  a 
dose,  the  cultivation  will  be  carried  as  far  as  ZX,  and  the  produce  raised  will 
be  AOiyO',  which  is  greatest  in  fig.  14,  next  in  fig.  13,  and  least  in  fig.  12. 
The  contrast  would  have  been  even  stronger  if  we  had  considered  the  surplus 
produce  which  remains  after  deducting  what  is  sufficient  to  repay  the  cultivator, 
and  which  becomes  under  some  conditions  the  rent  of  the  land.  For  this  is  AHC 
in  figs.  12  and  13  in  the  first  case  and  AH'C  in  the  second ;  while  in  fig.  14  it 
is  in  the  first  case  the  excess  of  AODC  PA  over  ODOH,  i.e.  the  excess  of  PEC 
over  ASE ;  and  in  the  second  case  the  excess  of  PE'C  over  AS'E'. 
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Again,  the  cultivation  of  rice  and  jute  often  gives  a  very    bookiv. 

high  value  to  lands  that  are  too  much  covered  with  water      _! ' 

to  bear  most  other  crops.  And  again,  since  the  repeal  of  the 
Corn  Laws  the  prices  of  meat  and  dairy  produce  have  risen 
in  England  relatively  to  that  of  corn.  Those  arable  soils 
that  would  grow  rich  forage  crops  in  rotation  with  com,  rose 
relatively  to  the  cold  clay  soils;  and  permanent  pasture  re- 
covered part  of  that  great  fall  in  value  relatively  to  arable 
land,  which  had  resulted  from  the  growth  of  population  •. 

Independently  of  any  change  in  the  suitability  of  the  As  a  rule 
prevailing  crops  and  methods  of  cultivation  for  special  soils,  soilsrise 
there  is  a  constant  tendency  towards  equality  in  the  value  J^J^^j"' 
of  different  soils.     In  the  absence  of  any  special  cause  to  *^« ,""''*'' 

-  ,  as  the  pres- 

the  contrary,  the  growth  of  population  and  wealth  will  make  sure  of 
the  poorer  soils  gain  on  the  richer.     Land  that  was  at  one  m^eaaes. 
time  entirely  neglected  is  made  by  much  labour  to  raise 
rich  crops ;  its  annual  income  of  light  and  heat  and  air, 
is  probably  as  good  as  those  of  richer  soils :  while  its  faults 
can  be  much  lessened  by  labour".     Conversely,  the  depression 

1  Mr  Rogers  {Six  Oenturies  oj  Work  aTid  Wages,  p.  73)  calcolates  that  while 
rich  meadow  had  abont  the  same  value,  estimated  in  com  five  or  six  centuries 
ago  as  it  has  now,  the  value  estimated  in  com  of  arable  land  has  increased  about 
fivefold  in  the  same  time.  This  is  partly  due  to  the  great  importance  of  hay  at  a 
time  when  roots  and  other  modem  kinds  of  winter  food  for  cattle  were  unknown. 

2  Thus  we  may  compare  two  pieces  of  land  represented  in  figs.  16  and  17,  with 
regard    to  which    the    Law  of 
Diminishing  Return   acts  in  a 
similar  way,  so  that  their  pro- 
duce curves  have  similar  shapes, 
but  the  former  has  a  higher  fer- 
tility than  the  other  for  all  de- 
grees of  intensity  of  cultivation. 
The  value  of  the  land  may  gene- 
rally be  represented  by  its   surplus  produce  or  rent,  which  is  in  each  case 
represented  by  AffC  when  OH  is  required  to  repay  a  dose  of  capital  and  labour ; 
and  by  AH'C  when  the  growth  of  numbers  and  wealth  have  made  OS'  sufficient. 
It  is  clear  that  AB'C  in  fig.  17  bears  a  more  favourable  comparison  with  AH'C 
in  fig.  16  than  does  AHC  in  fig.  17  with  AHO  in  fig.  16.    In  the  same  way,  though 
not  to  the  same  extent,  the  total  produce  AOL/C  in  fig.  17  bears  a  more  favour- 
able comparison  with  AOiyC  in  fig.  16,  than  does  AODC  in  fig.  17  with  AODC 
in  fig.  16.    (Prof.  Wicksteed  argues  ingeniously  (Coordination  of  Laws  of  Distri- 
bution,  pp.  51-2)  that  rent  may  be  negative.    Of  course  taxes  may  absorb  rent : 
but  land  which  will  not  reward  the  plough  will  grow  trees  or  rough  grass.     See 
above,  p.  235.) 

M.  Leroy  BeauUeu  {Repartition  des  Eichesses,  chap,  n.)  has  collected  several 
facts  illustrating  this  tendency  of  poor  lands  to  rise  in  value  relatively  to  rich.   He 
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tivation. 


Bicardo's 
statement 
of  the  law 
was  inac- 
curately 
worded. 


of  English  agriculture,  through  which  we  are  now  passing 
in  consequence  of  American  competition,  is  lowering  the 
value  of  poor  lands  relatively  to  that  of  rich  lands  of  the 
same  character;  and  especially  it  is  lowering  the  values  of 
those  lands  which  return  good  crops  to  a  very  high  cultiva- 
tion ;  but  which  quickly  relapse  into  a  poor  condition,  unless 
a  gi'eat  deal  of  capital  and  labour  is  constantly  spent  on  them. 

As  there  is  no  absolute  standard  for  fertility,  so  there  is 
none  of  good  cultivation.  The  best  cultivation  in  the  richest 
parts  of  the  Channel  Islands,  for  instance,  involves  a  lavish 
expenditure  of  capital  and  labour  on  each  acre :  for  they  are 
near  good  markets  and  have  a  monopoly  of  an  equable  and 
early  climate.  If  left  to  nature  the  land  would  not  be  very 
fertile,  for  though  it  has  many  virtues,  it  has  two  weak  links 
(being  deficient  in  phosphoric  acid  and  potash).  But,  partly 
by  the  aid  of  the  abundant  seaweed  on  its  shores,  these  links 
can  be  strengthened,  and  the  chain  thus  becomes  exception- 
ally strong.  Intense,  or  as  it  is  ordinarily  called  in  England 
"good"  cultivation,  will  thus  raise  £100  worth  of  early 
potatoes  from  a  single  acre.  But  an  equal  expenditure  per 
acre  by  the  farmer  in  Western  America  would  ruin  him ; 
relatively  to  his  circumstances  it  would  not  be  good,  but 
bad  cultivation. 

§  5.  Ricardo's  statement  of  the  Law  of  Diminishing 
Return  was  inexactly  worded.  It  is  however  probable  that 
the  inaccuracy  was  due  not  to  careless  thinking  but  only  to 
careless  writing.  There  are  strong  reasons  for  holding  that 
he  had  not  overlooked  the  conditions  which  were  necessary 
to  make  the  law  true ;  he  seems  here,  as  elsewhere,  to  have 
made  the  great  error  of  taking  for  granted  that  his  readers 
would  supply  those  conditions  which  were  present  in  his  own 
mind.  In  any  case  he  would  have  been  justified  in  thinking 
that  these  conditions  were  not  of  great  importance  in  the 
peculiar  circumstances  of  England  at  the  time  at  which  he 

quotes  from  M.  H.  Passy  the  following  figures,  showing  the  rental  in  francs  per 
hectare  (2^  acres)  of  five  classes  of  land  in  several  communes  of  the  D^partements 
de  I'Enre  et  de  I'Oise  in  1829  and  1852  respectively: — 

Class  I.        Classic.        Class  m.        Class  IV.        Class  V. 
A.D.  1829  58  48  34  20  8 

A.D.  1852  80  78  60  50  40 
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wrote,  and  for  the  special  purposes  of  the  particular  practical    book  iv. 

problems  he  had  in  view.     Of  course  he  could  not  anticipate     _! — ' 

the  great  series  of  inventions  which  were  about  to  open  up 

new  sources  of  supply,  and,  with  the  aid  of  free  trade,  to 

revolutionize    English    agriculture ;    but     the    agricultural 

history  of  England  and  other  countries  might  have  led  him 

to  lay  greater  stress  on  the  probability  of  a  change'. 

He  stated  that  the  first  settlers  in  a  new  country  invari-  ■^'.<?T?°^ 

.  •'  said  that 

ably  chose  the  richest  lands,  and  that  as  population  increased,  the  richest 
poorer  and  poorer  soils  were  gradually  brought  under  culti-  caltivated 
vation,  speaking  carelessly  as  though  there  were  an  absolute  jg  l^g  jn^ 
standard  of  fertility.     But  as  we  have  already  seen,  where  f*"*  w'h^he 
laud  is  free,  everyone  chooses  that  which  is  best  adapted  for  meant  it: 
his  own  purpose,  and  that  which  will  give  him,  all  things 
considered,  the  best  return  for  his  capital  and  labour.     He 
looks  out,  therefore,  for  land  that  can  be  cultivated  at  onc^ 
and  passes  by  land  that  has  any  weak  links  in  the  chain  of 
its  elements  of  fertility,  however  strong  it  may  be  in  some 
other  links.     But  besides  having  to  avoid  nial^!xj.a,  he  must 
think  of  his  communication  with  his  markets  and  the  base 
of  his  resources;  and  in  some  cases  the  need  for  secjrpity 
against  the  attacks  of  enemies  and  wild  beasts  outweighs  all 

^  Had  he  done  this,  he  would  have  helped  his  readei's  to  snpply  the  premises 
that  were  present  in  his  own  mind:  if  they  do  that  they  will  find  nothing  of 
importance  in  his  statement  of  the  law  of  diminishing  return,  or  in  his  deduc- 
tions from  it,  which  is  not  true  as  far  as  it  goes.  As  Roscher  says  (Political 
Economy,  Sect.  CLV.),  "  In  judging  Ricardo,  it  must  not  be  forgotten  that  it  was 
not  his  intention  to  write  a  text-book  on  the  science  of  Politieal  Economy,  but 
only  to  communicate  to  those  versed  in  it  the  result  of  his  researches  in  as  brief 
a  manner  as  possible.  Hence  he  writes  so  frequently  making  certain  assump- 
tions, and  his  words  are  to  be  extended  to  other  cases  only  after  due  considera- 
tion, or  rather  re-written  to  suit  the  changed  case."  The  followers  of  Rieardo 
have  accepted  John  Stuart  Mill's  re-statement  of  the  law  in  which  the  conditions 
necessary  to  make  it  exact  were  introduced.  Nevertheless  these  conditions  are 
habitually  ignored  even  now  by  some  critical  writers:  they  persist  in  putting 
forward  what  they  call  refutations  of  the  law,  but  what  are  really  either  argu- 
ments that  these  conditions  ought  not  to  be  overlooked  or  else  attacks  on 
inferences  or  deductions  that  have  been  made  rightly  or  wrongly  from  it.  For 
instance,  some  people  have  inferred  from  the  law  of  diminishing  return  that 
the  English  people  now  would  be  better  off  if  their  numbers  did  not  increase  so 
fast.  This  doctrine  is  a  fair  matter  for  argument ;  and  some  of  those  who  have 
denied  it  have  thought  that  they  were  denying  the  law  of  diminishing  return. 
But  really  they  were  denying  something  quite  different  from  it.  The  truth  of  the 
law  has  probably  never  been  questioned  by  any  one  who  has  interpreted  it  right. 

16—2 
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BOOK  IV.    other  considerations.     It  is  therefore  not  to  be  expected  that 
— — '     the  lands  which  were  first  chosen,  should  turn  out  always  to 
be  those  which  ultimately  come  to  be  regarded  as  the  most 
fertile.     Ricardo_did  not  consider  this  point,  and  thus  laid 
C^imself  open  to  attacks  by  Carey  and  ojtbers,  which,  though 
'^~>(orthe  greater  part  based  on  a  misinterpretation  of  his  posi- 
Siion,  have  yet  some  solid  substance  in  them, 
bntitisapt        Of  course  it  often  happens  that  soils  which  an  English 
understood,  farmer  would  regard  as  poor,  are  cultivated  before  neighbour- 
by  Carey,    ing  soils  which  he  would  regard  as  rich.     The  facts  on  which 
the  law  of  diminishing  return  is  based  lead  us  a  priori  to 
expect   such   cases   to    occur   sometimes.     Their    occasional 
occurrence  is  not  inconsistent,  as  some  foreign  writers  have 
supposed,  with  the  general  tenor  of  Ricardo's  doctrines :  on 
the  contrary,  many  of  these  cases  really  afford  instructive 
illustrations   of  those   doctrines   when   rightly   understood; 
though  some  of  them  are  to  be  explained,  as  has  already 
been  said,  by  the  necessity  of  providing  for  military  safety. 
By  insisting  on  such  facts  as  these  Carey  did  nothing  to 
invalidate  the  statement  that  the  returns  which  a  farmer 
will  get  by  applying  extra  doses  of  capital  and  labour  to  land 
already  well  cultivated  will  be  less  than  those  which  he  got 
for  the  earlier  doses,  other  things  being  equal ;  that  is,  there 
being  no  change  in  his  methods  of  cultivation,  in  his  markets, 
or  in  the  other  conditions  by  which  he  is  surrounded.     The 
practical  importance  of  his  doctrine  lies  in  its  bearing  on  the 
conditions  under  which  the  growth  of  population   tends  to 
cause  increased  pressure  on  the  means  of  subsistence'. 

1  Carey  claims  to  have  proved  that  "in  eveiy  quarter  of  the  world  coltiTation 
has  commenced  on  the  sides  of  the  hills  where  the  soil  was  poorest,  and  where  the 
natm^l  advantages  of  sitnation  were  the  least.  With  the  growth  of  wealth  and 
population,  men  have  been  seen  descending  from  the  high  lands  bounding  the 
valley  on  either  side,  and  coming  together  at  its  feet."  (Principles  of  Social 
Science,  Chap.  iv.  §  4.)  He  had  been  brought  up  in  the  tenets  of  Eicardo,  by  a 
father  who  had  emigrated  from  L*eland  to  America,  and  he  began  to  write  as  an 
advocate  of  Free  Trade ;  but  after  a  while  he  was  struck  by  the  facts  that  the  soil 
of  New  England  is  nearly  the  poorest  in  America ;  and  that  whenever  he  saw 
ruined  houses  and  the  traces  of  abandoned  cultivation  he  found  the  soil  exception- 
ally barren.  This  set  him  to  inquire  into  the  history  of  the  occupation  of  the 
earth's  surface ;  and  he  has  collected  a  great  mass  of  evidence  in  support  of  his 
proposition  that  the  general  progress  of  cultivation  has  been  from  lands  which 
would  be  regarded  as  poor  in  an  old  and  settled  country,  to  those  which  would  be 
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§  6.     Ricardo,  and  the  economists  of  his  time  generally,   boox  n. 
were  too  hasty  in  deducing  this  inference  from  the  law  of     J. — ' 
diminishing  return ;  and  they  did  not  allow  enough  for  the  ^^^^^ 
increase  of  strength  that  comes  from  organization.     But  in  **»»'  Eicar- 
fact  every  farmer  is  aided  by  the  presence  of  neighbours  derratea 
whether  agriculturists  or   townspeople'.     Even   if  most   of  advantages 
them  are  engaged  like  himself  in  agriculture,  they  gradually ^^h^ 
supply  him  vfith  good  roads,  and  other  means  of  communi-  lation  offer 
cation :  they  give  him  a  market  in  which  he  can  buy  at  ture, 
reasonable  terms  what  he  wants,  necessaries,  comforts  and 
luxuries  for   himself  and   his   family,   and   all   the   various 
requisites  for  his  farm  work  :  they  surround  him  with  know- 
ledge :  medical  aid,  instruction  and  amusement  are  brought 
to  his  door ;  his  mind  becomes  wider,  and  his  efficiency  is  in 
many  ways  increased.     And  if  the  neighbouring  market  town 
expands  into  a  large  industrial  centre,  his   gain   is   much 

regarded  as  rich.  He  lias  even  argned  that  whenever  a  thickly  peopled  country  is 
laid  waste,  "  whenever  popnlation,  wealth,  and  the  power  of  association  decline,  it 
is  the  rich  soil  that  is  abandoned  by  men  who  fly  again  to  the  poor  ones"  {lb. 
cli.  V.  §  3) ;  the  rich  soils  being  rendered  difficnit  and  dangerous  by  the  rapid 
gi-owth  of  jangles  which  harbour  wild  beasts  and  banditti,  and  perhaps  by 
malaria. 

I  His  facts  are  drawn  chiefly  from  warm  if  not  tropical  regions ;  and  with  regard 
to  them  his  conclusions  are  perhaps  true  in  the  main.  But  much  of  the  apparent 
attractiveness  of  tropical  countries  is  delusive :  they  would  give  a  very  rich  return 
to  hard  work,  but  hard  work  in  them  is  impossible.  A  cool  refreshing  breeze  is  as 
much  a  necessary  of  vigorous  life,  as  food  itself.  Food  can  be  imported  but  fresh 
air  cannot ;  land  that  offers  plenty  of  food  but  whose  climate  destroys  energy,  is 
not  more  productive  of  the  raw  material  of  human  well  being,  than  land  that 
supplies  less  food  but  has  an  invigorating  climate. 

Again,  the  importance  of  many  of  Carey's  facts  diminishes  on  investigation. 
The  choice  of  New  England  by  the  early  settlers  was  an  accident ;  bouses  on  the 
hills  were  often,  in  early  times  as  they  are  now,  the  homes  of  those  who  cultivate 
the  rich  but  unhealthy  valleys  a  few  miles  off.  Passing;  down  the  Missouri  Valley 
to  St  liouis  some  years  ago,  the  present  writer  saw  it  bearing  everywhere  crops  of 
unsurpassed  richness,  but  the"'farmers'  houses  were  on  the  river  bluffs  several 
miles  away.  It  may  be  said  that  this  explanation  may  account  for  the  absence  of 
houses  in  comparatively  narrow  river  valleys,  but  not  in  broad  rich  plains.  H, 
however,  we  follow  the  maps  which  show  the  distribution  of  popnlation  in  the 
United  States  at  each  successive  census,  we  find  that  broad  river  valleys,  such  as 
those  of  the  Lower  Mississippi  and  the  Lower  Bed  Eiver,  were  as  a  rule  peopled 
in  advance  of  the  neighbouring  uplands. 

A  well-balanced  account  of  Mr  Carey's  position  is  given  by  Mr  Levermore  in 
the  Political  Science  Quarterly,  Vol.  v. 

1  In  a  new  country  an  important  form  of  tins  assistance  is  to  enable  him 
to  venture  on  rich  land  that  he  would  have  otherwise  shunned,  through  fear  of 
enemies  or  of  malaria. 
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^°°^^-  greater.  All  his  produce  is  worth  more ;  some  things  which 
he  used  to  throw  away  fetch  a  good  price.  He  finds  new 
openings  in  dairy  farming  and  market  gardening,  and  with  a 
larger  range  of  produce  he  makes  use  of  rotations  that  keep 
his  land  always  active  without  denuding  it  of  any  one  of  the 
elements  that  are  necessary  for  its  fertility. 

Of  the  way  in  which  organization  promotes  production, 
particularly  in  manufactures,  we  shall  have  to  speak  here- 
after. But  we  have  already  seen  enough  to  be  sure  that 
even  as  regards  agriculture  the  law  of  diminishing  return 
does  not  apply  to  the  total  capital  and  labour  spent  in  a 
district  as  sharply  as  to  that  on  a  single  farm.  Even  when 
cultivation  has  reached  a  stage  after  which  each  succes- 
sive dose  applied  to  a  field  would  get  a  less  return  than 
the  preceding  dose,  it  may  be  possible  for  an  increase  in  the 
population  to  cause  a  more  than  proportional  increase  in  the 
means  of  subsistence.  It  is  true  that  the  evil  day  is  only 
and  this      deferred :  but  it  is  deferred.     The  growth  of  population,  if 

has  an  im-  iiiii  i- 

portant       not  checked  by  other  causes,  must  ultimately  be  checked  by 

the'Sf-""  th®  difficulty  of  obtaining  raw  produce ;  but  in  spite  of  the 

™iation^°  law  of  diminishing  return,  the  pressure  of  population  on  the 

means  of  subsistence  may  be  restrained  for  a  long  time  to 

come  by  the  opening  up  of  new  fields  of  supply,  by  the 

cheapening  of  railway  and  steamship  communication,  and  by 

the  growth  of  organization  and  knowledge. 

The  value  In  the  following  chapters  we  shall  have  much  to  say 

of  fresh  air,  ■        /v  i  • 

light,  about  the  evil  effects  of  local  congestions  of  population  in 
beautifni  making  it  difficult  to  get  fresh  air  and  light,  and  in  some 
scenery,  cases  fresh  water.  Again,  natives  of  New  England  who 
have  gone  to  the  fertile  plains  of  the  West,  would  often  be 
willing  to  barter  part  of  their  heavy  crops  for  the  pure  water 
which  the  barren  granite  soil  of  their  old  homes  supplied ; 
and  even  in  England  there  are  many  places,  particularly  at 
the  sea-side  which  are  kept  poor  by  the  want  of  drinking 
water.  Again,  the  natural  beauties  of  a  place  of  fashionable 
resort  have  a  direct  money  value  which  cannot  be  over- 
looked ;  but  it  requires  some  effort  to  realize  the  true  value 
to  men,  women  and  children  of  being  able  to  stroll  amid 
beautiful  and  various  scenery. 
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§  7.     As  has  already  been  said  the  land   in   economic    book  iv. 

phrase  includes  rivers  and  the  sea.     In  river-fisheries,  the      — ' 

extra  return  to  additional  applications  of  capital  and  labour  J^l,*of' 
shows  a  rapid  diminution.  As  to  the  sea,  opinions  differ,  fisheries. 
Its  vohime  is  vast,  and  fish  are  very  prolific;  and  some  think 
that  a  practically  unlimited  supply  can  be  drawn  fi-om  the  sea 
by  man  without  appreciably  affecting  the  numbers  that 
remain  there ;  or  in  other  words,  that  the  law  of  diminishing 
return  scarcely  applies  at  all  to  sea-fisheries,  that  the 
schedule  of  the  sea's  return  to  additional  capital  and 
labour  shows  no  signs  of  any  appreciable  diminution.  On 
the  other  hand  it  is  contended  that  modem  methods  of 
fishing,  especially  trawling,  destroy  much  spawn ;  and  that 
experience  shows  a  falling-off  in  the  productiveness  of  those 
fisheries  that  have  been  vigorously  worked.  The  question  is 
important,  for  there  is  no  doubt  that  the  future  population  of 
the  world  will  be  appreciably  affected  as  regards  both  quan- 
tity and  quality,  by  the  available  supply  of  fish. 

The   produce   of   mines   again,    among    which    may   be  A  mine 
reckoned  quarries  and  brickfields,  is  said  to  conform  to  the  give  a  di- 
law  of  diminishing  return  ;  but  this  statement  is  misleading.  ^^^^ 
It  is  true  that  we  find  continually  increasiner  difficulty  in  *'>«  ^*™^ 

*'  o  J  sense  as  a 

obtaining  a  further  supply  of  minerals,  except  in  so  far  as  we  farm  does, 
obtain  increased  power  of  nature's  stores  through  improve- 
ments in  the  arts  of  mining,  and  through  better  knowledge  of 
the  contents  of  the  earth's  crust ;  and  there  is  no  doubt  that, 
other  things  being  equal,  the  continued  application  of  capital 
and  labour  to  mines  will  result  in  a  diminishing  rate  of  yield. 
But  this  yield  is  not  a  net  jrield,  like  the  return  of  which  we 
speak  in  the  law  of  diminishing  return.  That  return  is  part 
of  a  constantly  recurring  income,  while  the  produce  of  mines 
is  merely  a  giving  up  of  their  stored-up  treasures.  The 
produce  of  the  field  is  something  other  than  the  soil ;  for  the 
field,  properly  cultivated,  retains  its  fertility.  But  the 
produce  of  the  mine  is  part  of  the  mine  itself. 

1  For  the  rate  of  growth  of  minerals  in  the  earth  is  so  slow,  that  it  ma;  almost 
be  neglected.  It  has  indeed  been  asserted  that  the  earth  is  producing  petrolenm 
fast  hj  asing  for  the  purpose  some  of  its  internal  heat.  If  this  were  trae,  it  would 
have  a  great  influence  on  the  future  of  the  world;  but  there  seems  to  be  no  good 
ground  for  hoping  that  it  is. 
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BOOK  IT.  To  put  the  same  thing  in  another  way,  the  supply  of 

".         agricultural    produce  and   of  fish   is  a    perennial    stream; 

mines  are  aa  it  were  nature's  reservoir.     The  more  nearly  a 

reservoir  is  exhausted,  the  greater,  is  the  labour  of  pumping 

from  it ;  but  if  one  man  could  pump  it  out  in  ten  days,  ten, 

men  could  pump  it  out  in  one  day :  and  when  once  empty,  it 

would  yield  no  more.     So  the  mines  that  are  being  opened 

this  year  might  just  as  easily  have  been  opened  many  years 

ago :  if  the  plans  had  been  properly  laid  in  advance,  and  the 

requisite  specialized  capital  and  skill  got  ready  for  the  work, 

ten  years'  supply  of  coal  might  have  been  raised  in  one  year 

without  any  increased  diflficulty ;  and  when  a  vein  had  once 

given   up   its   treasure,   it   could   produce    no    more.     This 

difference  is  illustrated  by  the  fact  that  the  rent  of  a  mine  is 

calculated  on  a  different  principle  from  that  of  a  farm.     The 

fanner  contracts  to  give  back  the  land  as  rich  as  he  found  it : 

a  mining  company  cannot  do  this;  and  while  the  farmer's 

rent  is  reckoned  by  the  year,  mining  rent  consists  chiefly  of 

"  royalties  "  which  are  levied  in  proportion  to  the  stores  that 

are  taken  out  of  nature's  storehouse^ 

ButbnUd-  On  the  other  hand,  services  which  land  renders  to  man 

does  give  a  in   giving  him  space  and  light  and  air  in  which    to   live^ 

tog^taii  ^^'^  work,  do   conform  strictly  to  the  law  of  diminishing 

of  con-       return.     It  is  advantageous  to  apply  a  constantly  increasing 

vemenc©  as  °  c  r  j  j  ^     o 

increased  capital  to  land  that  has  any  special  advantages  of  situation, 
spent  on  it.  natural  or  acquired.  Buildings  tower  up  towards  the  sky ; 
natural  light  and  ventilation  are  supplemented  by  artificial 
means,  and  the  steam  lift  reduces  the  disadvantages  of  the 
highest  floors ;  and  for  this  expenditure  there  is  a  return  of 
extra  convenience,  but  it  is  a  diminishing  return.  However 
great  the  ground  rent  may  be,  a  limit  is  at  last  reached  after 
which  it  is  better  to  pay  more  ground  rent  for  a  larger  area 
than  to  go  on  piling  up  storey  on  storey  any  further ;  just  as 

1  As  Bicardo  says.  Principles,  Chap,  n.,  "The  compensation  given  (by  the 
lessee)  for  the  mine  or  quarry  is  paid  for  the  value  of  the  coal  or  stone  which  can 
be  removed  from  them,  and  has  no  connection  with  the  original  or  indestructible 
powers  of  the  land. "  But  both  he  and  others  seem  sometimes  to  lose  sight  of  these 
distinctions  in  discussing  the  law  of  diminishing  return  in  its  application  to  mines. 
Especially  is  this  the  case  in  Bicardo's  criticism  of  Adam  Smith's  theory  of  rent. 
Principles,  Chap.  xxiv. 
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the  farmer  finds  that  at  last  a  stage  is  reached  at  which  more    book  iv. 

mtiensive  cultivation  will  not  pay  its  expenses,  and  it   is      

better  to  pay  more  rent  for  extra  land,  than  to  face  the 
diminution  in  the  return  which  he  would  get  by  applying 
more  capital  and  labour  to  his  old  land'.  From  this  it  results 
that  the  theory  of  ground  rents  is  substantially  the  same  as 
that  of  farm  rents.  This  and  similar  facts  will  presently 
enable  us  to  simplify  and  extend  the  theory  of  value  as  given 
by  Ricardo  and  MilL 


Note  on  the  Law  op  Diminishing  Return. 

There  has  been  a  long  controversy  as  to  the  authorship  of  the  law  of  Kicardo, 
diminishing  return.  As  has  been  already  observed,  the  fundamental  ^nj*'^" 
idea,  which  it  expresses,  has  been  the  common  property  of  every  one  Tnrgot. 
who  has  had  experience  of  agriculture,  whether  arable  or  pastoral,  since 
the  world  began.  What  economists  did  for  the  law  a  century  ago,  was 
not  to  discover  it ;  but  to  give  it  definiteneas,  and  to  deduce  inferences 
from  it ;  which,  if  sometimes  too  hasty,  yet  contained  important  elements 
of  suggestive  and  constructive  truth.  So  far  as  these  inferences  go  un- 
doubtedly the  first  place  must  be  assigned  to  Ricardo :  while  Mr  Cannan 
has  shown  that  Turgot  can  claim  priority  over  Anderson,  Ricardo  and 
other  Eughsh  writers  in  the  clear  statement  of  the  law.  In  some  ob- 
servations written  about  1768  (Oeuvres,  ed.  Daire,  VoL  I.  pp.  420-1)  he 
says : — "  Granting  that  where  ordinary  good  cultivation  prevails,  the 
annual  advances  bring  in  250  to  the  hundred,  it  is  more  than  probable 
that  if  the  advances  were  increased  by  degrees  from  this  point  up  to  that 
at  which  they  would  bring  in  nothing,  each  increment  would  be  less  and 
less  fruitful.  In  this  case  the  fertility  of  the  earth  would  be  like  a  spring 
which  is  forced  to  bend  by  being  loaded  with  a  number  of  equal  weights 
in  succession... This  comparison  is  not  perfectly  exact;  but  it  is  suffi- 
cient to  show  how,  when  the  soil  approaches  near  to  returning  all  that 
it  can  produce,  a  very  great  expense  may  augment  the  production  very 

1  Of  course  the  return  to  capital  spent  in  boilding  increases  for  the  earlier 
doses.  Even  where  land  can  be  had  for  almost  nothing,  it  is  cheaper  to  build 
houses  two  stories  high  than  one ;  and  hitherto  it  has  been  thought  cheapest  to 
build  factories  about  four  stories  high.  But  a  beUef  is  growing  up  in  America, 
that  where  land  is  not  very  dear  factories  should  be  only  two  stories  high,  partly 
in  order  to  avoid  the  evil  effects  of  vibration,  or  of  the  expensive  foundations  and 
walls  required  to  prevent  it  in  a  high  building :  that  is,  it  is  found  that  the  return 
of  accommodation  diminishes  perceptibly  after  the  capital  and  labour  required  to 
raise  two  stories  have  been  spent  on  the  land. 
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BOOK IV.    little... Seed  thrown  on  a  soil  naturally  fertile  but  totally  unprepared 
°°-™-     would  be  an  advance  almost  entirely  lost.     If  it  were  once  tilled  the 
produce  would  be  greater ;  tilling  it  a  second,  a  third  time,  might  not 
merely  double  and  triple,  but  quadruple  or  decuple  the  produce,  which 
will  thus  augment  in  a  much  larger  proportion  than  the  advances  in- 
crease, and  that  up  to  a  certain  point,  at  which  the  produce  will  be  as 
great  as  possible  compared  with  the  advances.     Past  this  point  if  the 
advances  be  still  increased,  the  produce  will  still  increase,  but  less,  and 
always  less  and  less." 
Difacnlties        Turgot,  like  practical  agriculturists,  implicitly  refers  to  successive 
faeof?^"'    applications  of  capital  and  labour.     He  assumes  things  to  be  measured 
equal  by  their  money  prices,  and  implicitly  regards  a  dose  of  capital  and 

^itel  and  l^ibour  as  the  outlay  of  the  equivalent  of  a  certain  sum  of  money  dis- 
labonr,  tributed,  according  to  the  convenience  of  the  case,  between  the  earnings 
of  labour  of  diflferent  kinds  (including  that  of  management),  the  price 
of  seed  and  other  materials,  the  cost  of  repair  and  replacement  of 
machinery,  etc.,  and  lastly,  interest  on  all  the  capital  employed..  This 
assumption  may  fairly  be  made  when  we  are  confining  our  attention 
to  one  place,  and  time,  and  method  of  cultivation. 

But  this  resource  fails  us  if  we  want  to  bring  to  a  common  standard 
the  productiveness  of  lands  in  distant  times  or  places.  We  shall  then 
have  to  fall  back  on  rough,  and  more  or  less  arbitrary  modes  of  mea- 
surement, which  make  no  aim  at  numerical  precision,  but  will  yet 
suffice  for  the  broader  purposes  of  history.  This  difficulty  is  closely 
connected  with  that  of  finding  a  common  standard  of  purchasing 
power,  which  we  shall  have  to  discuss  later  on.  But  it  has  some 
featxires  peculiar  to  itself.  For  one  thing  there  are  great  variations  in 
the  relative  amounts  of  capital  and  labour  that  enter  into  a  dose. 
Interest  on  capital  is  generally  a  much  less  .important  item  in  back- 
ward than  in  advanced  stages  of  agriculture  ;  in  spite  of  the  fact  that 
the  rate  of  interest  is  generally  much  lower  in  the  latter.  For  most 
purposes  however  it  is  probably  best  to  take  as  a  common  standard  a 
day's  unskilled  labour  of  given  efficiency.  We  thus  regard  the  dose  as 
made  up  of  so  much  labour  of  diffisrent  kinds,  and  such  charges  for  the 
vise  and  replacement  of  capital,  as  will  together  make  up  the  value  of, 
say,  ten  days'  such  labour ;  the  relative  proportions  of  these  elements 
and  their  several  values  in  terms  of  such  laboiir  being  fixed  according 
to  the  special  circumstances  of  each  problem, 
and  of  -A.  similar  difficulty  is  found  in  comparing  the  returns  obtained  by 

redncing  capital  and  labour  applied  vmder  different  circumstances.  So  long  as 
produce  the  crops  are  of  the  same  kind,  the  quantity  of  one  return  can  be 
*°  *  measured  ofi"  against  that  of  another :  but  when  they  are  of  difierent 

nnit.  kinds  they  cannot  be  compared  till  they  are  reduced  to  a  common 

measure  of  value.  When,  for  instance,  it  is  said  that  land  would  give 
better  returns  to  the  capital  and  labour  expended  on  it  with  one  crop 
or  rotation  of  crops  than  with  another,  the  statement  must  be  under- 
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stood  to  hold  only  on  the  basis  of  the  prices  at  the  time  :  much  error    book  it. 
has  arisen  from  losing  sight  of  this  limitation.  "^^  °^- 

In  the  case  of  land  cultivated  on  a  system  of  rotating  crops,  we 
must  take  the  whole  period  of  rotation  together,  reckoning  for  the  land 
being  in  the  same  condition  at  the  beginning  and  the  end  of  the 
rotation,  and  counting  on  the  one  hand  all  the  capital  and  labour 
applied  during  the  whole  period,  and  on  the  other  the  aggregate  returns 
of  all  the  crops. 

It  must  be  remembered  that  the  return  due  to  a  dose  of  capital  Different 
and  labour  is  not  here  taken  to  include  the  value  of  the  capital  itself.  ™^^°^8  of 
For  instance,  if  part  of  the  capital  on  a  farm  consists  of  two  year  old  keeping 
oxen,  then  the  returns  to  a  year's  capital  and  labour  will  include  not  ™*y  "^^^ 
the  full  weight  of  these  oxen  at  the  end  of  the  year,  but  only  the  thing  as 
addition  that  has  been  made  to  it  during  the  year.     Again,  when  a  ''*^**'  °5 
farmer  is  said  to  work  with  a  capital  of  £10  to  the  acre,  this  includes  but  each 
the  value  of  everything  that  he  has  on  the  farm.     As  has  been  already  ™"st  be 
explained,  however,  a  dose  of  capital  and  labour  applied  to  a  farm,  with  itself, 
does  not  include  the  whole  value  of  the  fixed  capital,  such  as  ma- 
chinery and  horses,  but  only  the  value  of  their  use  after  allowing 
for  depreciation  and  repairs  ;  though  it  does  include  the  whole  value 
of  the  circulating  capital,  such  as  seed. 

But  although  this  is  the  method  of  measuring  capital  which  is  most 
generally  adopted  by  economists,  and  the  one  which  is  to  be  taken  for 
granted  if  nothing  is  said  to  the  contrary ;  there  are  yet  some  excep- 
tional cases  in  which  it  is  best  to  adopt  another.  Sometimes  it  is  con- 
venient to  speak  as  though  all  the  capital  applied  were  circulating 
capital  applied  at  the  beginning  of  the  year  or  during  it :  and  in  that 
case  everything  that  is  on  the  farm  at  the  end  of  the  year  is  part  of  the 
produce.  Thus,  young  cattle  are  regarded  as  a  sort  of  raw  material 
which  is  worked  up  in  the  course  of  time  into  fat  cattle  ready  for  the 
butcher.  The  farm  implements  may  even  be  treated  in  the  same  way, 
their  value  at  the  beginning  of  the  year  being  taken  as  so  much  circu- 
lating capital  applied  to  the  farm,  and  at  the  end  of  the  year  as  so 
much  produce.  This  plan  enables  us  to  avoid  a  good  deal  of  repetition 
of  conditioning  clauses  as  to  depreciation,  etc.,  and  to  save  the  use  of 
words  in  many  ways.  It  is  often  the  best  plan  for  general  reasonings 
of  an  abstract  character,  particularly  if  they  are  expressed  in  a  mathe- 
matical form. 


CHAPTER  IV. 


THE   GROWTH   OF   POPULATION. 


BOOK  rv. 

CH.  IT. 


§  1.     The  production  of  wealth  is  but  a  means  to  the 

sustenance  of  man ;  to   the  development   of  his  activities 

and  pro-     physical,  mental,  and  moral ;  and  the  satisfaction  of  his  wants. 

nc  ion.      g^^  y^^^  ^  j^^g  already  been  observed',  man  himself  is  the 

chief  means  of  the  production  of  that  wealth  of  which  he  is 

the  ultimate  aim ;  and  it  seems  best  to  make  at  this  stage 

some  study  of  the  growth  of  population  in  numbers  ahd  in 

strength  and  in  character. 

The  growth        In  the  animal  and  vegetable  world  the  growth  of  numbers 

among        is  governed  by  the  tendency  of  individuals  to  propagate  their 

go^roed'   species  on  the  one  hand,  and  on  the  other  hand  by  the  strug- 

by  present  gle  for  life  which  thins  out  the  youner  before  they  arrive  at 

conditions;  °  .  i  n-  i_ 

among  maturity.  In  the  human  race  alone  the  conflict  of  these  two 
affected  opposing  forces  is  complicated  by  other  influences.  On  the 
tionaof  the  '^^^  hand  regard  for  the  future  induces  many  individuals  to 
past  and     control  their  natural  impulses ;  sometimes  with  the  purpose 

forecasts  ^  _  ...  . 

of  the         of  worthily  discharging  their  duties  as  parents ;  sometimes, 

as  for  instance  at  Rome  under  the  Empire,  for  mean  motives. 

And  on  the  other   hand  society  exercises  pressure  on  the 

individual  by  religious,  moral  and  legal  sanctions,  sometimes 

with  the  object  of  quickening,  and  sometimes  with  that  of 

retarding,  the  growth  of  population. 

The  pro-  The  study  of  the  growth  of  populatior  is  often  spoken  of 

population  as  though  it  were  a  modern  one.     [But  in  a  more  or  less 

than  civiii-  vague  form  it  has  occupied  the  attention  of  thoughtful  men 

zatiou.       -j^  g^ji  ^ggg  QJ-  ^jjg  ^orld.     To  its  influence  often  unavowed, 

1  Book  IV.  Ch.  I.  §  1. 
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sometimes  not  even  clearly  recognized,  we  can  trace  a  great  book  iv. 
part  of  the  rules,  customs  and  ceremonies  that  have  been  " 
enjoined  in  the  Eastern  and  Western  world  by  law-givers,  by 
moi-alists,  and  those  nameless  thinkers,  whose  far-seeing 
wisdom  has  left  its  impress  on  national  habits.  Among 
vigorous  races,  and  in  times  of  great  military  conflict,  they 
aimed  at  increasing  the  supply  of  males  capable  of  bearing 
arms ;  and  in  the  higher  stages  of  progress  they  have 
inculcated  a  great  respect  for  the  sanctity  of  human  life ; 
but  in  the  lower  stages,  they  have  encouraged  and  even 
compelled  the  ruthless  slaughter  of  the  infirm  and  the  aged, 
and  sometimes  of  a  certain  proportion  of  the  female  children. 

In  ancient  Greece  and  Rome,  with  the  safety-valve  of  the  Flnctna- 

/•     1         •  1       -  1-1  r  tions  of 

power  of  planting  colonies,  and  in  the  presence  oi  constant  opinion  on 
war,  an  increase  in  the  number  of  citizens  was  regarded  as  a  conrage- 
source  of  public  strength ;  and  marriage  was  encouraged  by  j^™*  °* 
public  opinion,  and  in  many  cases  even  by  legislation  :  though  families, 
thoughtful  men  were  even  then  aware  that  action  in  the 
contrary  sense  might  be  necessary  if  the  responsibilities  of 
parentage  should  ever  cease  to  be  burdensome*.     In  later 
times  there  may  be  observed,  as  Roscher  says^  a  regular  ebb 
and  flow  of  the  opinion  that  the  State  should  encourage  the 
growth  of  numbers.     It  was  in  full  flow  in  England  under 
the  first  two  Tudors,  but  in  the  course  of  the  sixteenth  cen- 
tury it  slackened  and  turned ;  and  it  began  to  ebb,  when  the 
abolition  of  the  celibacy  of  the  religious  orders,  and  the  more 
settled  state  of  the  country  had  had  time  to  give  a  percept- 
ible impetus  to  population  ;  the  effective  demand  for  labour 
having  meanwhile  been  diminished  by  the  increase  of  sheep 
runs,  and  by  the  collapse  of  that  part  of  the  industrial  system 
which  had  been  organized  by  the  monastic  establishments. 


1  Thus  Aristotle  {Politics,  n.  6)  objects  to  Plato's  scheme  for  equalizing  pro- 
perty and  abolishing  poverty  on  the  ground  that  it  would  be  unworkable  unless 
the  State  exercised  a  firm  control  over  the  growth  of  numbers.  And  as  Professor 
Jowett  points  out,  Plato  himself  was  aware  of  this  (see  Laws  v.  740:  also 
Aristotle,  Politics,  vii.  16).  The  population  of  Greece  is  said  to  have  declined 
from  the  seventh  century  B.C.,  and  that  of  Rome  from  the  third.  (See  Zumpt, 
Bev()lker\mg  im  Altertkum  quoted  by  Kilmelin  in  Schonberg*s  Sandbttch.  Comp. 
also  Hume's  essay  on  The  poptdo^tstiess  of  ancient  nations.) 

2  Political  Ecoiiomy,  §  254. 
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CH.  IV. 


BOOK  IV.  Later  on  the  growth  of  population  was  checked  by  that  rise 
in  the  standard  of  comfort  which  took  effect  in  the  general 
adoption  of  wheat  as  the  staple  food  of  Englishmen  during 
the  first  half  of  the  eighteenth  century.  At  that  time  there 
were  even  fears,  which  later  inquiries  showed  to  be  unfound- 
ed, that  the  population  was  actually  diminishing.  Petty'  had 
forestalled  some  of  Carey's  and  Wakefield's  arguments  as  to 
the  advantages  of  a  dense  population.  Child  had  argued 
that  "  whatever  tends  to  the  depopulating  of  a  country  tends 
to  the  impoverishment  of  it ;"  and  that  "  most  nations  in  the 
civilized  parts  of  the  world,  are  more  or  less  rich  or  poor-pro- 
portionably  to  the  paucity  or  plenty  of  their  people,  and  not 
to  the  sterility  or  fruitfulness  of  their  land'."  And  by  the 
time  that  the  world-struggle  with  France  had  attained  its 
height,  when  the  demands  for  more  and  more  troops  were 
ever  growing,  and  when  manufacturers  were  wanting  more 
men  for  their  new  machinery ;  the  bias  of  the  ruling  classes 
was  strongly  flowing  in  favour  of  an  increase  of  population. 
So  far  did  this  movement  of  opinion  reach  that  in  1796  Pitt 
declared  that  a  man  who  had  enriched  his  country  with  a 
number  of  children  had  a  claim  on  its  assistance.  An  act, 
passed  amid  the  military  anxieties  of  1806,  which  granted 
exemptions  from  taxes  to  the  fathers  of  more  than  two 
children  bom  in  wedlock,  was  repealed  as  ^on  as  Napoleon 
had  been  safely  lodged  in  St  Helena'. 

'  He  argnes  that  Holland  is  richer  than  it  appears  to  be  relatively  to  France, 
becanse  its  people  have  access  to  many  advantages  that  cannot  be  had  by  those  who 
live  on  poorer  land,  and  are  therefore  more  scattered.  "  Bicb  land  is  better  than 
coarse  land  of  the  same  Rent."     Political  Arithmetich,  Ch.  i. 

2  Discourse  on  Trade,  Chap.  x.  Harris,  Essay  on  Coins,  pp.  32 — 3,  argnes  to  a 
similar  effect,  and  proposes  to  "  encourage  matrimony  among  the  lower  classes  by 
giving  some  privileges  to  those  who  have  children  "  &c. 

'  "  Let  us,"  said  Pitt,"  "  make  relief,  in  cases  where  there  are  a  large  number  of 
children,  a  matter  of  right  and  an  honour,  instead  of  a  ground  for  opprobrium  and 
contempt.  This  will  make  a  large  family  a  blessing  and  not  a  curse,  and  this  will 
draw  a  proper  line  of  distinctiou  between  'those  who  are  able  to  provide  for 
themselves  by  labour,  and  those  who  after  having  enriched  their  country  with  a 
number  of  children  have  a  claim  on  its  assistance  for  their  support,"  Of  course  he 
desired  "to  discourage  relief  where  it  was  not  wanted."  Napoleon  the  Fu'st  had 
offered  to  take  under  his  own  charge  one  member  of  any  family  which  contained 
seven  male  children :  and  Louis  XTV.,  his  predecessor  in  the  slaughter  of  men,  had 
exempted  from  public  taxes  all  those  who  married  before  the  age  of  20  or  had 
more  than  ten  legitimatis  children.    A  comparison  of  the  rapid  increase  in  the 
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§  2.     But  during  all  this  time  there  had  been  a  growing    book  iv. 

feeling, among  those  who  thought  most  seriously  on  social      — — ' 

problems,  that  an  inordinate  increase  of  numbers,  whether  ^es'rf 

it  strengthened  the  State   or  not,  must  necessarily  cause  recent  eco- 

P  ,  nomists. 

great  misery :  and  that  the  rulers  of  the  State  had  no  right  The  Phy- 

to  subordinate  individual  happiness  to  the  aggrandizement 

of  the  State.     In  France  in  particular  a  reaction  was  caused, 

as  we  have  seen,  by  the  cynical  selfishness  with  which  the 

Court  and  its   adherents   sacrificed  the  well-being  of  'the 

people  for  the  sake  of  their  own  luxury  and  military  glory. 

If  the  humane  sympathies  of  the  Physiocrats  had  been  able  to 

overcome  the  frivolity  and  harshness  of  the  privileged  classes 

of  France,  the  eighteenth  century  would  probably  not  have 

ended  in  tumult  and  bloodshed,  the  march  of  freedom  in 

England  would  not  have   been   arrested,  and   the   dial   of 

progress  would  have  been  more  forward  than  it  is  by  the 

space  of  at  least  a  generation.    As  it  was,  but  little  attention 

was  paid  to  Quesnay's  guarded  but  forcible  protest : — "  one 

should   aim   less   at   augmenting   the   population    than    at 

increasing  the  national  income,  for  the  condition  of  greater 

comfort  which  is  derived  from  a  good  income,  is  preferable  to 

that  in  which  a  population  exceeds  its  income  and  is  ever  in 

urgent  need  of  the  means  of  subsistence'." 

population  of  Germany  with  that  of  France  was  a  chief  motire  of  the  order  of  the 
French  Chamber  in  1885  that  edncation  and  board  should  be  provided  at  the  public 
expense  for  every  seventh  child  in  all  necessitous  famihea.  In  1890  the  Academic 
des  Sciences  was  much  occupied  with  similar  proposals,  of  which  one  may  be  noted 
as  characteristic  of  our  Age:  it  would  give  to  the  father  of  a  family  two,  three,  or 
four  votes  according  to  its  size. 

1  The  Physiocratic  doctrine  with  regard  to  the  tendency  of  population  to 
increase  up  to  the  margin  of  subsistence  may  be  given  in  Turgot's  words : — the 
employer  "  since  he  always  has  his  choice  of  a  great  number  of  working  men,  will 
choose  that  one  who  will  work  most  cheaply.  Thus  then  the  workers  are  com- 
pelled by  mutual  competition  to  lower  their  price ;  and  with  regard  to  every  kind 
of  labour  the  result  is  bound  to  be  reached — and  it  is  reached  as  a  matter  of  fact — 
that  the  wages  of  the  worker  are  hmited  to  that  which  is  necessary  to  procure  his 
subsistence."     {Sur  la  formation  et  la  distribution  des  richessea,  §  vi.) 

Similarly  Sir  James  Steuart  says.  Inquiry  (Bk.  i.  Ch.  m.),  "The  generative 
faculty  resembles  a  spring  loaded  with  a  weight,  which  always  exerts  itself  in 
proportion  to  the  diminution  of  resistance:  when  food  has  remained  some  time 
without  augmentation  or  diminution,  generation  will  carry  numbers  as  high  as 
possible ;  if  then  food  comes  to  be  diminished  the  spring  is  overpowered ;  the  force 
of  it  becomes  less  than  nothing,  inhabitants  will  diminish  at  least  in  proportion  to 
the  overcharge.    If,  on  the  other  hand,  food  be  increased,  the  spring  which  stood 
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BOOK  IV.  Adam  Smith  said  but  little  on  the  question  of  population, 

_! '     for  indeed  he  wrote  at  one  of  the  culminating  points  of  the 

s^h  prosperity  of  the  English  working  classes ;  but  what,  hp.  doe.s 
say  isjwise  aad  wpill  balance^  a"^  mm^pju^-m-trsmp  Accepting 
the  Physiocratic  doctrine  as  his  basis,  he  corrected  it  by 
insisting  that  the  necessaries  of  life  are  not  a  fixed  and 
determined  quantity,  ^But^have  varied  much  from  place  to 
place  and  time  to  time ;  and  may  vary  more'.  But  he  did 
not  work  out  this  hint  fully.  And  there  was  nothing  to 
lead  him  to  anticipate  the  second  great  limitation  of  the 
Physiocratic  doctrine,  which  has  been  made  prominent  in  our 
time  by  the  carriage  of  wheat  from  the  centre  of  America 
to  Liverpool  for  less  than  what  it  used  to  cost  to  carry  it 
across  England. 

The  eight-         The  eighteenth  century  wore  on  to  its  close  and  the  next 

eenth  cen-  °  .  ,. 

tnry  ended  century  began ;  year  by  year  the  condition  ot  the  working 
nineteenth  classes  in  England  became  more  gloomy.  A.n  astonishing 
gf^m  "*  series  of  bad  harvests^  a  most  exhausting  war",  a  change  in 
the  methods  of  industry  that  dislocated  old  ties  combined 
with  an  injudicious  poor  law  to  bring  the  working  classes 
into  the  greatest  misery  they  have  ever  suffered,  at  all  events 
since  the  beginning  of  trustworthy  records  of  English  social 
history^  And  to  crown  all,  well-meaning  enthusiasts,  chiefly 
under  French  influence,  were  proposing  communistic  schemes 

at  0,  will  begin  to  exert  itseli  in  proportion  as  the  resistance  diminishes ;  people 
will  begin  to  be  better  fed ;  they  will  mnltiplj,  and  in  proportion  as  they  increase 
in  nmnbers  the  food  will  become  scarce  again."  Sir  James  Stenart  was  mnch 
under  the  influence  of  the  Physiocrats,  Eind  was  indeed  in  some  respects  imbued 
with  Continental  rather  than  English  notions  ofgovemment:  and  his  artificial 
schemes  for  regulating  population  seem  very  far  off  from  us  now.  See  his  Inquiry  ^ 
Bk,  I,  Ch.  xn.,  "  Of  the  gi'eat  advantage  of  combining  a  well-digested  Theory  and 
a  perfect  Knowledge  of  Facts  with  the  practical  Part  of  Government  in  order  to 
mahe  a  People  multiply." 

•  See  Wealth  of  Nations,  Bk.  i.  Ch.  vm.  and  Bk.  v.  Ch.  n.  See  also  supra, 
Bk.  n.  Ch.  VT. 

2  The  average  price  of  wheat  in  the  decade  1771-1780  in  which  Adam  Smith 
wrote  was  34s.  ld.\  in  1781-1790  it  was  37s.  Id.;  in  1791-1800  it  was  63«.  6d.;  in 
1801-1810  it  was  83s.  lid. ;  and  in  1811-1820  it  was  87s.  6d. 

'  Early  in  the  present  century  the  Imperial  taxes — for  the  greater  part  war 
taxes — amounted  to  one-fifth  of  the  whole  income  of  the  country ;  whereas  now 
they  are  not  mnch  more  than  a  twentieth,  and  even  of  this  a  great  part  is  spent 
on  education  and  other  benefits  which  Government  did  not  then  afford. 

*  See  below  §  7  and  above  Bk.  i.  Ch.  ni.  §§  5, 6. 
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which  would  enable  people  to  throw  on  society  the  whole    bookiv. 
responsibility  for  rearing  their  children^  —^ ' 

Thus  while  the  recruiting  sergeant  and  the  employer  of 
labour  were  calling  for  measures  tending  to  increase  the 
growth  of  population,  more  far-seeing  men  began  to  inquire 
whether  the  race  could  escape  degradation  if  the  numbers 
continued  long  to  increase  as  they  were  then  doing.  Of 
these  inquirers  the  chief  was  Malthus,  and  his  Essay  on  the  Malthns. 
Principle  of  Population  is  the  starting  point  of  all  modem 
speculations  on  the  subject. 

§  3.     Malthus'  reasoning  consists  of  three  parts,  which  His  argu- 
must  be  kept  distinct.     The  first  relates  to  the  supply  of  three 
labour,-.  By  a  careful  study  of  facts  he  proves  that  every  The  first, 
people,  of  whose  history  we  have  a  trustworthy  record,  has 
been  so  prolific  that  the  growth  of  its  numbers  would  have 
been  rapid  and  continuous  if  it  had  not  been  checked  either 
by  a  scarcity  of  the  necessaries  of  life,  or  some  other  cause, 
that  is,  by  disease,  by  war,  by  infanticide,  or  lastly  by  volun- 
tary restraint.  ^ 

His  second  position  relates  to  the  oemand  for  Jabour.  The 
Like  the  first  it  is  supported  by  facts,  but  by  a  different  set  ° 
of  facts.  He  shows  that  up  to  the  time  at  which  he  wrote 
no  country  (as  distinguished  from  a  city,  such  as  Rome  or 
Venice)  had  been  able  to  obtain  an  abundant  supply  of  the 
necessaries  of  life  after  its  territory  had  become  very  thickly 
pgopledr  The  produce  which  Nature  returns  to  the  work  of 
manTs" her  effective  demand  for  population:  and  he  shows 
that  up  to  this  time  a  rapid  increase  in  population  when 
already  thick  had  not  led  to  a  proportionate  increase  in  this 
demand*. 

1  Especially  Godwin  in  his  Inqaii-y  concerning  Political  Jttstice  (1792).  It  is 
interesting  to  compare  Malthns'  criticism  of  this  Essay  (Bk.  m.  Ch.  u.)  with 
Aristotle's  conmients  on  Plato's  BeptibUc  (see  especially  Politics,  a.  6). 

9  Bnt  many  of  his  critics  suppose  him  to  have  stated  their  position  mnch  less 
unreservedly  than  he  did;  they  have  forgotten  sach  passages  as  this: — "From  a 
review  of  the  state  of  society  in  former  periods  compared  with  the  present  I  should 
certainly  say  that  the  evils  resulting  from  the  principle  of  population  have  rather 
diminished  than  increased,  even  under  the  disadvantage  of  an  almost  totEil  igno- 
rance of  their  real  cause.  And  if  we  can  indulge  the  hope  that  this  ignorance 
will  he  gradually  dissipated,  it  does  not  seem  unreasonable  to  hope  that  they  will 
be  still  further  diminished.    The  increase  of  absolute  population,  which  will  of 
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The  third. 


BOOK  IV.  Thirdly,  he  draws  the  conclusion  that  what  had  been  in 

the  past,  was  likely  to  be  in  the  future ;  and  that  the  growth 
of  pf>pri1a.hinn  wnnld  he  checked  by  poverty  or  some  other 
cause  of  suffering  unless  it  were  checked  by  voluntary  re- 
straint. He  therefore  urges  people  to  use  this  restraint, 
and,  while  leading  lives  of  moral  purity,  to  abstain  from 
very  early  marriages^. 

conrse  take  place,  will  evidently  tend  bat  little  to  weaken  this  expectation,  as 
everjrthing  depends  on  the  relative  proportions  between  popnlation  and  food,  and 
not  on  the  absolute  nnmber  of  the  people.  In  the  former  part  of  this  work  it 
appeared  that  the  conntries  which  possessed  the  fewest  people  often  suffered  the 
most  from  the  effects  of  the  principle  of  popnlation."    Essay,  Bk.  iv.  Ch.  xn. 

^  In  the  first  edition  of  his  essay,  1798,  Malthns  gave  his  argument  without  any 
detailed  statement  of  facts,  though  from  the  first  he  regarded  it  as  needing  to  be 
treated  in  direct  connection  with  a  study  of  facts ;  as  is  shown  by  his  having  told 
Pryme  (who  afterwards  became  the  first  Professor  of  Political  Economy  at 
Cambridge)  "  that  his  theoiy  was  first  suggested  to  his  mind  in  an  argumentative 
conversation  which  he  had  with  his  father  on  the  state  of  some  other  countries  " 
(Pryme's  Secollectiona,  p.  66).  American  experience  showed  that  population  if 
unchecked  would  double  at  least  once  in  twenty-five  years.  He  argued  that  a 
doubled  population  might,  even  in  a  country  as  thickly  peopled  as  England  was 
with  its  seven  million  inhabitants,  conceivably  thongh  not  probably  doable  the 
subsistence  raised  from  the  English  soil:  but  that  labour  doubled  again  would  not 
suffice  to  doable  the  produce  again.  "  Let  as  then  take  this  for  our  rule,  though 
certainly  far  beyond  the  truth ;  and  allow  that  the  whole  produce  of  the  Island 
might  be  increased  every  twenty-five  years  [that  is  with  every  doubling  of  the 
popnlation]  by  a  quantity  of  subsistence  equal  to  that  which  it  at  present 
produces" ;  or  in  other  words,  in  an  arithmetical  progression.  His  desire  to  make 
himself  clearly  understood  made  him,  as  Wagner  says  in  his  excellent  introdnc- 
tion  to  the  study  of  Population  {QrvncUegung,  Ed.  m.  p.  453),  "pat  too  sharp  a 
point  on  his  doctrine,  and  formulate  it  too  absolutely."  Thus  he  got  into  the 
habit  of  speaking  of  population  as  capable  of  increasing  in  an  arithmetical  ratio : 
and  many  writers,  including  even  so  acute  a  critic  as  Mr  Cannan  {Production  and 
Distribution  1776 — 1848,  p.  143),  think  that  he  attached  importtince  to  the  phrase 
itself:  whereas  it  was  really  only  a  short  way  of  stating  the  utmost  that  he 
thought  any  reasonable  person  could  ask  H'tti  to  concede.  What  he  meant,  stated 
in  modem  language,  was  that  the  Law  of  Diminishing  Return,  which  underlies 
the  whole  of  his  argument,  would  begin  to  operate  sharply  after  the  produce  of  the 
island  had  been  doubled.  Doubled  labour  might  give  doubled  produce:  but 
quadrupled  labour  would  hardly  treble  it:  octapled  labour  would  not  quad- 
ruple it. 

In  the  second  edition,  1803,  he  based  himself  on  so  wide  and  careful  a  statement 
of  facts  as  to  claim  a  place  among  the  founders  of  historical  economics ;  he  softened 
and  explained  away  many  of  the  "  sharp  points  "  of  his  old  doctrine,  though  he  did 
not  abandon  (as  was  implied  in  earlier  editions  of  this  work)  the  use  of  the  phrase 
"  arithmetical  ratio."  In  particular  he  took  a  less  despondent  view  of  the  future 
of  the  haman  race;  and  dwelt  on  the  hope  that  moral  restraint  might  hold 
population  in  check,  and  that  "vice  and  misery,"  the  old  checks,  might  thus  be 
kept  in  abeyance.  Francis  Place,  who  was  not  blind  to  his  many  faults,  wrote  in 
1822  an  apology  for  him,  excellent  in  tone  and  jadgment.    Good  accounts  of  his 
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His  jjosition  with  regard  to  the  supply  of  population,    bookiv. 

■with  which  alone  we  are  directly  concerned  in  this  chapter,      ' 

remains  substantially  valid.     The  changes  which  the  course  ^^l^ 
of  events  has  introduced  into  the  doctrine   of  population  "^f^ '!»« 

,  .         valiaity  oi 

relate  chiefly  to  the  second  and  third  steps  of  his  reasoning.  Ms  second 
We  have  already  noticed  that  the  English  economists  of  the  stages,  but 
earlier  half  of  this  century  overrated  the  tendency  of  an  ^j°*  ^^ 
increasing  population  to  press  upon  the  means  of  subsistence ; 
and  it  was  not  Malthi;ig'  fikult  that  he  f^nlrl  nnt  fr.rAgqg  t.liP 
great3jaye.l9.pnaezits  of  steam  transport  by  land  and  by  sea, 
which  have  enabled  Englishmen  of  the  present  generation  to 
obtain  the  products  of  the  richest  lands  of  the   earth    at 
comparatively  smalL  cost. 

But  the  fact  that  he  did  not  foresee  these  changes  makes 
the  second  and  third  steps  of  his  argument  Mtiquated  in 
form;  thbuglT'they  are  "still  "iii  "a  great  measure  valid  in 
substance.  It  remains  tnie  that  unless  the  checks  on  the 
growth  of  population  in  force  at  the  end  of  the  nineteenth 
century  are  on  the  whole  increased  (they  are  certain  to 
change  their  form  in  places  that  are  as  yet  imperfectly 
civilized)  it  will  be  impossible  for  the  habits  of  comfort 
prevailing  in  Western  Europe  to  spread  themselves  over  the 
whole  world  and  maintain  themselves  for  many  hundred 
years.     But  of  this  more  hereafter'. 

§  4.     The  growth  in  numbers  of  a  people  depends  firstly 

work  are  given  in  Prof.  Nicholson's  Political  Economy,  Book  i.  Ch.  xn.,  Dr  Bonar's 
MaJthus  and  his  Work,  and  Mr  Cannan's  book  just  mentioned.  Prof.  Ashley  has 
edited  in  a  convenient  form  leading  passages  of  his  first  and  second  editions. 

'  Taking  the  present  population  of  the  world  at  one  and  a  half  thousand 
millions;  and  assoming  that  its  present  rate  of  increase  (about  8  per  1000 
aimnally,  see  Mr  Bavenstein's  paper  before  the  British  Association  in  1890)  will 
continue,  we  find  that  in  less  than  two  hundred  years  it  will  amount  to  six 
thousand  millions ;  or  at  the  rate  of  about  200  to  the  square  mile  of  fairly  fertile 
laud  (Mr  Bavenstein  reckons  28  million  square  miles  of  fairly  fertile  land,  and  14 
millions  of  poor  grass  lands.  The  first  estimate  is  thought  by  many  to  be  too 
high :  but,  allowing  for  this,  if  the  less  fertile  land  be  reckoned  in  for  what  it  is 
worth,  the  result^will  be  about  thirty  million  square  miles  as  assumed  above). 
Meanwhile  there  will  probably  be  great  improvements  in  the  arts  of  agriculture ; 
and,  if  so,  the  pressure  of  population  on  the  means  of  subsistence  may  not  be 
much  felt,  even  in  two  hundred  years.  But  if  the  same  rate  of  increase  be 
continued  till  the  year  2400,  the  population  wiU  then  be  1000  for  every  mile  of 
fairly  fertile  land :  and,  so  far  as  we  can  see  now,  the  diet  of  such  a  population 
must  needs  be  in  the  main  vegetarian, 
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BooKrv.    on  the  Natural  Increase,  that  is,  the  excess  of  their  births 

"    "     over  their  deaths ;  and  secondly  on  migration. 

Naturtd  rpjjg  number  of  births  depends  chiefly  on  habits  relating 

to  marriage,  the  early  history  of  which  is  full  of  instruction ; 

but  we  must  confine  ourselves  here  to  the   conditions   of 

marriage  in  modem  civilized  countries. 

?«  The  age  of  marriage  varies  with  the  climate.     In  warm 


by  the        climates  where  child  bearmg  begins  early,  it  ends  early,  in 

c  ima  e,      (.QJ^jgj.  climates  it  begins  later  and  ends  later' ;  but  in  every 

case  the  longer  marriages  axe  postponed  beyond  the  age  that 

is  natural  to  the  country,  the  smaller  is  the  birth-rate ;  the 

age  of  the  wife  being  of  course  much  more  important  in 

and  the      this  respect  than  that  of  the  husband'.     Given  the  climate, 

aimculty  ^  .  .  ,  .   , 

of  support-  the  average  age  of  marriage  depends  chiefly  on  the  ease  with 

famUy.       which  young  people  can  establish  themselves,  and  support 

a  family  according  to  the  standard  of  comfort  that  prevails 

among  their  friends  and  acquaintances ;  and  therefore  it  is 

difierent  in  different  stations  of  life. 

Middle  In  the  middle  classes  a  man's  income  seldom  reaches  its 

classes  ,  .  . 

many  late  maximum  till  he  is  forty  or  fifty  years  old ;  and  the  expense 
skilled '  of  bringing  up  his  children  is  heavy  and  lasts  for  many  years, 
bhonrers  fpjjg  artisan  earns  nearly  as  much  at  twenty-one  as  he  ever 
does,  unless  he  rises  to  a  responsible  post,  but  he  does  not 
earn  much  before  he  is  twenty-one:  his  children  are  likely 
to  be  a  considerable  expense  to  him  till  about  the  age  of 
fifteen ;  unless  they  are  sent  into  a  factory,  where  they  may 
pay  their  way  at  a  very  early  age ;  and  lastly  the  labourer 
earns  nearly  full  wages  at  eighteen,  while  his  children  begin 

1  Of  coarse  the  length  of  a  generation  has  itself  some  inflneuce  on  the  growth 
of  population.  If  it  is  25  years  in  one  place  and  20  in  another ;  and  if  in  each 
place  popolation  donbles  once  in  two  generations  during  a  thousand  years,  the  in- 
crease will  be  a  million-fold  in  the  first  place,  but  thirty  million-fold  in  the  second. 

^  Dr  Ogle  (Statistical  Journal,  Vol.  53)  calculates  that  if  the  average  age  of 
marriage  of  women  in  England  were  postponed  five  years,  the  number  of  children 
to  a  marriage,  which  is  now  4°2  would  fall  to  31.  Prof.  Eorosi,  basing  himself  on 
the  facts  of  the  relatively  warm  cUmate  of  Suda  Pest,  finds  13—20  the  most 
prolific  age  for  women,  24 — 26  that  for  men.  But  he  concludes  that  a  slight 
postponement  of  weddings  beyond  these  ages  is  advisable  mainly  on  the  ground 
that  the  vitality  of  the  children  of  women  under  20  is  generally  small.  See 
Proceedings  of  Congress  of  Hygiene  and  Demography,  London  1892,  and  Statistical 
Journal,  Vol.  57.  Compare  also  the  International  Statistics  at  the  end  of  this 
chapter. 
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to  pay  their  own  expenses  very  early.     In  consequence,  the    book  iv. 
average  age  at  marriage  is  highest  among  the  middle  classes : 
it  is  low  among  the  artisans  and  lower  still  among  the  un- 
skilled labourers'. 

Unskilled  labourers,  when  not  so  poor  as  to  suffer  actual 
want  and  not  restrained  by  any  external  cause,  have  seldom, 
if  ever,  shown  a  lower  power  of  increase  than  that  of  doubling 
in  thirty  years ;  that  is,  of  multiplying  a  million-fold  in  six 
hundred  years,  a  billion-fold  in  twelve  hundred  :  and  hence  it 
might  be  inferred  a  priori  that  their  increase  has  never  gone 
on  without  restraint  for  any  considerable  time.  This  in- 
ference is  confirmed  by  the  teaching  of  all  history.  Through- 
out Europe  during  the  Middle  Ages,  and  in  some  parts  of 
it  even  up  to  the  present  time,  unmarried  labourers  have 
usually  slept  in  the  farmhouse  or  with  their  parents ;  while 
a  married  pair  have  generally  required  a  house  for  them- 
selves: when  a  village  has  as  many  hands  as  it  can  well 
employ,  the  number  of  houses  is  not  increased,  and  young 
people  have  to  wait  as  best  they  can. 

^  The  term  marriage  in  the  text  must  be  taken  in  a  wide  sense  so  as  to  include 
not  onl7  legal  marriages,  but  all  those  informal  unions  which  are  sufficiently 
permanent  in  character  to  involve  for  several  years  at  least  the  practical  responsi- 
bilities of  married  life.  They  are  often  contracted  at  an  early  age,  and  not  unfre- 
queutly  lead  up  to  legal  marriages  after  the  lapse  of  some  years.  For  this  reason 
the  average  age  at  marriage  in  the  broad  sense  of  the  term,  with  which  alone  we 
are  here  concerned,  is  below  the  average  age  at  legal  marriage.  The  allowance 
to  be  made  on  this  head  for  the  whole  of  the  working  classes  is  probably  con- 
siderable ;  but  it  is  very  much  greater  in  the  case  of  nnskilled  labourers  than  of 
any  other  class.  The  following  statistics  must  be  interpreted  in  the  light  of 
this  remark,  and  of  the  fact  that  all  English  industrial  statistics  are  vitiated 
by  the  want  of  sufficient  care  in  the  classification  of  the  working  classes  in  our 
official  returns.  The  Begistrar-Oeueral's  forty-ninth  Annual  Beport  states  that 
in  certain  selected  districts  the  returns  of  marriages  for  1884 — 5  were  examined 
with  the  following  results ;  the  number  after  each  occupation  being  the  average 
age  of  bachelors  in  it  at  marriage,  and  the  following  number,  in  brackets,  being 
the  average  age  of  spinsters  who  married  men  of  that  occupation : — Miners  24'06 
(22-46);  Textile  hands  24-38  (23-43);  Shoemakers,  TaOors  24-92  (24-31);  Artisans 
25-35  (23-70);  Labourers  25-56  (-23-66);  Commercial  Clerks  26-25  (24-43);  Shop- 
keepers, Shopmen  26-67  (24-22) ;  Farmers  and  sons  29-23  (2691) ;  Professional  and 
Independent  Class  31-22  (26-40). 

Dr  Ogle,  in  the  paper  already  referred  to,  shows  that  the  marriage-rate  is 
greatest  generally  in  those  parts  of  England  in  which  the  percentage  of  those  women 
between  15  and  25  years  of  age  who  are  industrially  occupied  is  the  greatest.  This 
is  no  doubt  due,  as  he  suggests,  partly  to  the  willingness  of  men  to  have  their  money 
incomes  supplemented  by  those  of  their  wives ;  but  it  may  be  partly  due  also  to  an 
excess  of  women  of  a  marriageable  age  in  those  districts. 
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BOOK  IV.  There  are  many  parts  of  Europe  even  now  in  which  custom 

"    '  exercising  the  force  of  law  prevents  more  than  one  son  in 

S^cesto  ^^^^  family  from  marrying;  he  is  generally  the  eldest,  but 

early  mar-  Jn  some  places  the  youngest :  if  any  other  son  marries  he 

nage  in  r  ^  o  •>  ^ 

stationary  must  leave  the  village.  When  great  material  prosperity  and 
tricts.  the  absence  of  all  extreme  poverty  are  found  in  old-fashioned 
corners  of  the  Old  World,  the  explanation  generally  lies  in 
some  such  custom  as  this  with  all  its  evils  and  hardships'. 
It  is  true  that  the  severity  of  this  custom  may  be  tempered 
by  the  power  of  migration ;  but  in  the  Middle  Ages  the  free 
movement  of  the  people  was  hindered  by  stem  regulations. 
The  free  towns  indeed  often  encouraged  immigration  from 
the  country:  but  the  rules  of  the  gilds  were  in  some  respects 
almost  as  cruel  to  people  who  tried  to  escape  from  their 
old  homes  as  were  those  enforced  by  the  feudal  lords  them- 
selves*. 
The  §  5.     In  this  respect  the  position  of  the  hired  agricultural 

is  often  labourer  has  changed  very  much.  The  towns  are  now  always 
present*"^  open  to  him  and  his  children ;  and  if  he  betakes  himself  to 
proprie-  tlje  New  World  he  is  likely  to  succeed  better  than  any  other 
class  of  emigrants.  But  on  the  other  hand  the  gradual  rise 
in  the  value  of  land  and  its  growing  scarcity  is  tending  to 
check  the  increase  of  population  in  some  districts  in  which 
the  system  of  peasant  properties  prevails,  in  which  there 
is  not  much  enteiprise  for  opening  out  new  trades  or  for 
emigration,  and  parents  feel  that  the  social  position  of  their 
children  will  depend  on  the  amount  of  their  land.  They 
incline  to  limit  artificially  the  size  of  their  families  and 
to  treat  marriage  very  much  as  a  business  contract,  seeking 
always  to  marry  their  sons  to  heiresses.  Mr  Francis  Galton 
has  pointed  out  that,  though  the  families  of  English  peers 
are  generally  large,  the  habit  of  mairying  the  eldest  son  to 

'  A  typical  instance  is  that  of  the  valley  Jachenan  in  the  Bavarian  Alps. 
There  the  custom  is  rigidly  enforced :  and  there  are  scarcely  any  small  cottages 
in  the  valley.  Aided  by  a  great  recent  rise  in  the  value  of  their  woods,  with  regard 
to  which  they  have  pursued  a  farseeing  policy,  the  inhabitants  Uve  prosperously 
in  large  houses,  the  younger  brothers  and  sisters  acting  as  servants  in  their  old 
homes  or  elsewhere.  They  are  of  a  different  race  from  the  work-people  in  the 
neighbouring  valleys,  who  Uve  poor  and  hard  hves,  but  seem  to  think  that  the 
Jachenan  purchases  its  material  prosperity  at  too  great  a  cost. 

*  See  e.g.  Sogers,  Six  Centuries,  pp.  106 — 7. 
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an  heiress,  who  is  presumably  not  of  a  fertile  stock,  and    bookiv. 

sometimes  dissuading  the  younger  sons  from  marriage,  has      _J ' 

led  to  the  extinction  of  a  great  many  peerages ;  and  in  like 
manner  among  the  French  peasants  this  habit  combined 
with  their  preference  for  small  families  keeps  their  numbers 
almost  stationary. 

On  the  other  hand  there  seem  to  be  no  conditions  more  bnt  not 
favourable  to  the  rapid  growth  of  numbers  than  those  of^^^gn 
the  agricultural  districts  of  new  countries.     Land  is  to  be  *a™»8r8. 
had  in  abundance,  railways  and  steamships  carry  away  the 
produce  of  the  land  and  bring  back  in  exchange  implements 
of  advanced  types,  and  many  of  the  comforts  and  luxuries  of 
life.     The  "farmer,"  as  the  peasant  proprietor  is  called  in 
America,  finds  therefore  that  a  large  family  is  not  a  burden, 
but  an  assistance  to  him.     He  and  they  live  healthy  out-of- 
door   lives;    there   is   nothing  to  check  but  everything  to 
stimulate  the  growth  of  numbers.     The  natural  increase  is 
aided  by  immigration ;   and  thus,  in  spite  of  the  fact  that 
some  classes  of  the  inhabitants  of  large  cities  in  America  are, 
it  is  said,  reluctant  to  have  many  children,  the  population 
has  increased  sixteen-fold  in  the  last  hundred  years'. 

^  The  extreme  pradence  of  peasant  proprietors  under  stationary  conditions 
was  noticed  by  Malthus ;  see  his  acconnt  of  Switzerland  {Bsaay,  Bk.  xi.  Gh.  v.), 
Adam  Smith  remarked  that  poor  Highland  women  frequently  had  twenty  children 
of  whom  not  more  than  two  reached  maturity  {Wealth  of  Natums,  Bk.  i. 
Ch.  vm.) ;  and  the  notion  that  want  stimulated  fertility  was  insisted  on  by 
Doubleday,  True  Law  of  Popidation.  See  also  Sadler,  Law  of  Fojmlation. 
Malthus'  remark,  that  the  reproductive  power  is  less  in  barbarous  than  in 
civilized  races,  has  been  extended  by  Darwin  to  the  animal  and  vegetable  kingdom 
generally.  Mr  Herbert  Spencer  seems  to  think  it  probable  that  the  progress  of 
civilization  will  of  itself  hold  the  growth  of  population  completely  in  check. 

Mr  Charles  Booth  [Statistical  Journal,  1893)  has  divided  London  into  27 
districts  (chiefly  Kegistration  districts) ;  and  arranged  them  in  order  of  poverty, 
of  overcrowding,  of  high  birth-rate  and  of  high  death-rate.  He  finds  that  the  four 
orders  are  generally  the  same.  The  excess  of  birth-rate  over  death-rate  is  lowest  in 
the  very  rich  and  the  very  poor  districts. 
^  Mt  Brownell  [AnTiala  of  Amei'ican  Academy,  Vol.  v.)  has  shown  that  the  birth- 
rate is  generally  highest  in  those  parts  of  America  in  which  population  is  scanty ; 
that  it  decreases  generally  with  an  increase  of  agricultural  wealth,  and  even  more 
generally  with  an  increase  of  manufacturing  wealth,  and  with  an  increase  in  the 
number  of  deaths  from  nervous  diseases.  There  are  many  exceptions,  some  of 
which  can  be  explained  away  by  the  race  differences,  which  are  so  disturbing  an 
element  in  American  Statistics.  (Possibly  also  the  fashion  of  describing  diseases 
as  nervous  may  not  spread  as  fast  in  the  rural  as  in  the  urban  parts  of  America.) 
But  on  the  whole  the  facts  seem  to  support  Mr  Herbert  Spencer's  position. 
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500KIV.  On  the  whole  it  seems  proved  that  the   birth-rate   is 

— — '     generally  lower  among  the  well-to-do  than  among  those  who 

comJnsion.  BQ^ke  little  expensive  provision  for  the  future  of  themselves 

and  their  families,  and  who  live  an  active  life:   and  that 

fecundity    is    diminished    by   luxurious    habits    of    living. 

Probably   it  is   also   diminished  by   severe   mental   strain ; 

that  is  to  say,  given  the  natural  strength  of  the  parents, 

their  expectation  of  a  large  family  is  diminished  by  a  great 

increase  of  mental  strain.     Of  course  those  who  do  high 

mental  work,  have  as  a  class  more  than   the  average   of 

constitutional  and  nervous  strength ;   and  Dr  Galton  has 

shown  that   they  are  not  as  a  class  unprolific.     But  they 

commonly  maiTy  late. 

Population        §  6.     The  growth  of  population  in  England  has  a  more 

land.  clearly  defined  history  than  that  in  the  United  Kingdom,  and 

we  shall  find  some  interest  in  noticing  its  chief  movements. 

In  Belgium  also  race  differences  are  disturbing :  but  the  figures  arranged  hj 
U.  Leroy  Beauliea  {Statistical  Journal  for  1891,  p.  377)  show  that  the  birth-rate  is 
highest  in  those  proTinces  in  which  wages  and  education  are  lowest. 

The  movements  of  the  population  of  France  have  been  studied  with  exceptional 
care:  and  the  last  great  work  on  the  subject  by  M.  Levasseur,  La  Population 
Franfaise,  is  a  mine  of  valuable  information  as  regards  other  nations  besides 
France.  Montesquieu,  reasoning  perhaps  rather  a  priori^  accused  the  law  of 
primogeniture  which  ruled  in  his  time  in  France  of  reducing  the  number  of 
children  in  a  family:  and  le  Flay  brought  the  same  charge  against  the  law 
of  compulsory  division.  M.  Levassenr  (2.  c.  Vol.  in.  pp.  171 — 7)  calls  attention  to 
the  contrast;  and  remarks  that  Malthus'  expectations  of  the  effect  of  the 
Civil  Code  on  population  were  in  harmony  with  Montesquieu's  rather  than 
le  Play's  diagnosis.  But  in  fact  the  birth-rate  varies  much  from  one  part  of 
France  to  another.  It  is  generally  lower  where  a  large  part  of  the  population 
owns  land  than  where  it  does  not.  If  however  the  Departments  of  France  be 
arranged  in  groups  in  ascending  order  of  the  property  left  at  death  (valeurs 
stcccessorales  par  tete  d* habitant),  the  corresponding  birth-rate  descends  almost 
uniformly,  being  23  per  hundred  married  women  between  15  and  50  years  for  the 
ten  Departments  in  which  the  property  left  is  48 — 57  fr. ;  and  132  for  the  Seine, 
where  it  is  412  fr.  And  in  Paris  itself  the  arrondissements  inhabited  by  the  well- 
to-do  show  a  smaller  percentage  of  families  with  more  than  two  children  than  the 
poorer  arrondissements  show.  There  is  much  interest  in  the  careful  analysis 
which  M.  Levassenr  gives  of  the  connection  between  economic  conditions  and 
birth-rate ;  his  general  conclusion  being  that  it  is  not  direct  but  indirect,  through 
the  mutual  influence  of  the  two  on  manners  and  the  habit  of  life  (mtetira).  He 
appears  to  hold  that,  however  much  the  decline  in  the  numbers  of  the  French 
relatively  to  surrounding  nations  (see  the  tables  at  the  end  of  this  chapter) 
may  be  regretted  from  the  political  and  military  points  of  view,  there  is  much 
good  mixed  with  the  evil  in  its  influences  on  material  comfort  and  even  social 
progress. 
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The  restraints  on  the  increase  of  numbers  during  the   book  it. 
Middle  Ages  were  the  same  in  England  as  elsewhere.     In     — — ' 
England  as  elsewhere  the  religious  orders  were  a  refuge  ^'^jj^^ 
to  those  for  whom  no  establishment  in  marriage  could  be  ^ees- 
provided ;  and  religious  celibacy  while  undoubtedly  acting  iu 
some  measure  as  an  independent  check  on  the  growth  of 
population,  is  in  the  main  to  be  regarded  rather  as  a  method 
in  which  the  broad  natural  forces  tending  to  restrain  popu- 
lation expressed  themselves,  than  as  an  addition  to  them. 
Infectious  and  contagious  diseases,  both  endemic  and  epi- 
demic, were  caused  by  dirty  habits  of  life  which  were  even 
worse  in  England  than  in  the  South  of  Europe ;  and  famines 
by  the  failures  of  good  harvests  and  the  diflSculties  of  com- 
munication ;  though  this  evil  was  less  in  England  than  else- 
where. 

Country  life  was,  as  elsewhere,  rigid  in  its  habits ;  young 
people  found  it  difficult  to  establish  themselves  until  some 
other  married  pair  had  passed  from  the  scene  and  made 
a  vacancy  in  their  own  parish ;  for  migration  to  another 
parish  was  seldom  thought  of  by  an  agricultural  labourer 
under  ordinary  circumstances.  Consequently  whenever  plague 
or  war  or  famine  thinned  the  population,  there  were  always 
many  waiting  to  be  married,  who  filled  the  vacant  places; 
and,  being  perhaps  younger  and  stronger  than  the  average  of 
newly  married  couples,  had  larger  families'. 

There  was  however  some  movement  even  of  agricultui-al 
labourers  towards  districts  which  had  been  struck  more 
heavily  than  their  neighbours  by  pestilence,  by  famine  or  the 
sword.  Moreover  artisans  were  often  more  or  less  on  the 
move,  and  this  was  especially  the  case  with  those  who  were 
engaged  in  the  building  trades,  and  those  who  worked  in 
metal  and  wood ;  though  no  doubt  the  "  wander  years  "  were 
chiefly  those  of  youth,  and  after  these  were  over  the  wanderer 
was  likely  to  settle  down  in  the  place  in  which  he  was  bom. 
Again,  there  seems  to  have  been  a  good  deal  of  migration  on 
the  part  of  the  retainers  of  the  landed  gentry,  especially  of 
the  greater  barons  who  had  seats  in  several  parts  of  the 

1  Thns  we  are  told  that  after  the  Black  Death  of  1.349  most  marriages  were 
very  fertile  (Eogers,  Biatonj  of  Agriculture  and  Prices,  Vol.  i.  p.  301). 
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BOOK  IV.  country.  And  lastly,  in  spite  of  the  selfish  exclusiveness 
°°"'^"  which  the  gilds  developed  as  years  went  on,  the  towns 
offered  in  England  as  elsewhere  a  refuge  to  many  who  could 
get  no  good  openings  for  work  and  for  marriage  in  their  own 
homes.  In  these  various  ways  some  elasticity  was  intro- 
duced into  the  rigid  system  of  mediaeval  economy;  and 
population  was  able  to  avail  itself  in  some  measure  of  the 
increased  demand  for  labour  which  came  gradually  with  the 
growth  of  knowledge,  the  establishment  of  law  and  order,  and 
the  development  of  oceanic  trade'. 
Settlement  In  the  latter  half  of  the  seventeenth  and  the  first  half  of 
the  eighteenth  century  the  central  government  exerted  itself 
to  hinder  the  adjustment  of  the  supply  of  population  in 
different  parts  of  the  country  to  the  demand  for  it  by  Settle- 
ment Laws,  which  made  any  one  chargeable  to  a  parish  who 
had  resided  there  forty  days,  but  ordered  that  he  might  be 
sent  home  by  force  at  any  time  within  that  period '.     Land- 

^  There  is  no  certain  knowledge  to  be  had  as  to  the  density  of  population  in 
England  before  the  eighteenth  century.  Prof.  Bogers  while  agreeing  with  Mr 
Seebohm  that  the  Black  Death  of  1349  destroyed  one-half  of  the  population,  is 
inclined  to  take  considerably  lower  estimates  than  Mr  Seebohm's  for  the  whole  of 
the  Middle  Ages  and  to  think  that  popnlation  doubled  during  the  seventeenth 
century.  {History  of  Agriculture  and  Frices,  i.  pp.  55  &c.,  IV.  pp.  1.S2  &c.,  vi. 
pp.  782  &c.)  Nevertheless  Mr  Seebohm's  estimates  (Fortnightly  Beview,  Vol.  vn. 
N.  S.)  probably  give  ns  a  fairly  tmstworthy  general  view.  The  figures  in  square 
brackets  are  "  merely  conjectural." 

Agricultural.  Non-agricnltnral.  Total. 

1086     IJ    millions     J     million     2     millions 

1348     3  „  1  „  4 

1377     li  „  4  , 2 

1500     [2J]         „  [  |]         , [8] 

1630     [3  ]         [1  ]        „  [4] 

1700     [34]         [2  ]         54 

If  we  are  to  trust  Harrison  {Description  of  England,  Bk.  n.  Ch.  xvi.),  the 
muBter  of  men  able  for  service  in  1574  amounted  to  1,172,674. 

The  Black  Death  was  England's  only  very  great  calamity.  She  was  not,  like 
the  rest  of  Europe,  liable  to  devastating  wars,  such  as  the  Thirty  Years'  War, 
which  destroyed,  more  than  half  the  population  of  Germany,  a  loss  which  it 
required  a  full  century  to  recover.  (See  Bilmelin's  instmctive  article  on  BevSl- 
herungsUhre  in  Schonberg's  Handlmch.) 

a  Adam  Smith  is  justly  indignant  at  this.  (See  Wealth  of  Nations,  Bk.  i. 
Ch.  X.  Part  n.  and  Book  iv.  Ch.  ii.)  The  Act  recites  (14  Charles  DC.  c.  12, 
A.D.  1662)  that  "by  reason  of  some  defects  in  the  law,  poor  people  are  not 
restrained  from  going  from  one  parish  to  another,  and  thereby  do  endeavoor  to 
settle  themselves  in  those  parishes  where  there  is  the  best  stock,  the  largest 
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lords   and  farmers  were  so  eager  to   prevent  people   from    bookiv. 
getting  a  "  settlement "  in  their  parish  that  they  put  great      J. — ' 
difficulties  in  the  way  of  building  cottages,  and  sometimes  ^"^jjj  ^f 
even  razed  them  to  the  ground.     In  consequence  the  agricul-  popuUtioTi 
tural  population  of  England  was  stationary  during  the  hun-  in  the 
dred  years  ending  with  1760 ;  while  the  manufactures  were  of  living  in 
not  yet  sufficiently  developed  to  absorb  large  numbers.     This  ^  J\^^ 
retardation  in  the  growth  of  numbers  was  partly  caused  by,  eighteenth 

o  ^  .    ,  century; 

and  partly  a  cause  of,  a  rise  in  the  standard  of  living ;  a  chief 
element  of  which  was  an  increased  use  of  wheat  in  the  place 
of  inferior  grains  as  the  food  of  the  common  people^. 

From  1760  onwards  those  who  could  not  establish  them-  changes 
selves  at  home  found  little  difficulty  in  getting  employment  second 
in  the  new  manufacturing  or  mining  districts,  where  the  ' 
demand  for  workers  often  kept  the  local  authorities  from 
enforcing  the  removal  clauses  of  the  Settlement  Act.  To 
these  districts  young  people  resorted  freely,  and  the  birth- 
rate in  them  became  exceptionally  high ;  but  so  did  the 
death-rate  also ;  the  net  result  being  a  fairly  rapid  growth 
of  population.  At  the  end  of  the  century,  when  Malthus 
wrote,  the  Poor  Law  again  began  to  influence  the  age  of 
marriage ;  but  this  time  in  the  direction  of  making  it  unduly 
early.  The  sufferings  of  the  working  classes  caused  by  a 
series  of  famines  and  by  the  French  War  made  some  measure 
of  relief  necessary ;  and  the  need  of  large  bodies  of  recruits 
for  the  army  and  navy  was  an  additional  inducement  to 
tender-hearted  people  to  be  somewhat  liberal  in  their  allow- 
ances to  a  large  family,  with  the  practical  effect  of  making 
the  father  of  many  children  often  able  to  procure  more 
indulgences  for  himself  without  working  than  he  could  have 

wastes  or  commons  to  build  cottages,  aud  the  most  woods  for  them  to  bom  and 

destroy:  etc."  and  it  is  therefore  ordered  "that  npon  complaint  made within 

forty  days  after  any  such  person  or  persons  coming,  so  as  to  settle  as  aforesaid, 

in  any  tenement  under  the  yearly  value  of  ten  pounds it  shall  be  lawful  for 

any  two  justices  of  the  Peace to  remove  and  convey  such  person  or  persons  to 

such  parish  where  he  or  they  were  last  legally  settled."  Several  Acts  purporting 
to  soften  its  harshness  had  been  passed  before  Adam  Smith's  time ;  but  they  had 
been  ineffective.  In  1795  however  it  was  ordered  that  no  one  should  be  removed 
until  he  became  actually  chargeable. 

^  Some  interesting  remarks  on  this  subject  are  made  by  Eden,  History  of  the 
Poor,  1.  pp.  560-4. 
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got  by  hard  work  if  he  had  been  unmarried  or  had  only  a 
small  family.  Those  who  availed  themselves  most  of  this 
bounty  were  naturally  the  laziest  and  meanest  of  the  people, 
those  with  least  self-respect  and  enterprise.  So  although 
there  was  in  the  manufacturing  towns  a  fearful  mortality, 
particularly  of  infants,  the  quantity  of  the  people  increased 
fast ;  but  its  quality  improved  little,  if  at  all,  till  the  passing 
of  the  New  Poor  Law  in  1834.  Since  that  time  the  rapid 
growth  of  the  town  population  has,  as  we  shall  see  in  the 
next  chapter,  tended  to  increase  mortality,  but  this  has  been 
tionhas*  counteracted  by  the  growth  of  temperance,  of  medical  know- 
been^fairiy  ledge,  of  Sanitation  and  of  general  cleanliness.  Emigration 
has  increased,  the  age  of  marriage  has  been  slightly  raised 
and  a  somewhat  less  proportion  of  the  whole  population  are 
married;  but,  on  the  other  hand,  the  ratio  of  births  to  a 
marriage  has  risen*;  with  the  result  that  population  has 
been  growing  very  nearly  steadily^.  Let  us  examine  the 
course  of  recent  changes  a  little  more  closely. 


Since  the 
reform  of 
the  poor 
law  the 
growth 


1  Bat  this  increase  in  the  figores  shown  is  partly  dne  to  improved  registration 
of  births.     (Farr,  Vital  Statistics,  p.  97.) 

'  The  following  tables  show  the  growth  of  the  population  of  England  and 
Wales  from  the  beginning  of  last  centnry.  The  figures  for  the  last  century  are 
computed  from  the  registers  of  births  and  deaths,  and  the  poll  and  hearth  tax 
retnms :  those  since  1801  from  Census  returns.  It  will  be  noticed  that  the  numbers 
increased  nearly  as  mnch  in  the  twenty  years  following  1760  as  in  the  preceding 
sixty  years.  The  pressure  of  the  great  war  and  the  high  price  of  com  is  shown 
in  the  slow  growth  between  1790  and  1801 ;  and  the  effects  of  indiscriminate  poor 
law  allowances,  in  spite  of  greater  pressure,  is  shown  by  the  rapid  increase  in  the 
next  ten  years,  and  the  still  greater  increase  when  that  pressure  was  removed  in 
the  decade  ending  1821.  The  thiid  colnnm  shows  the  percentage  which  the  increase 
during  the  preceding  decade  was  of  the  population  at  the  beginning  of  that 
decade. 


Year  Population 

000s  omitted 


1700 
10 
20 
30 
40 
50 
60 
70 
80 
90 


5,475 
5,240 
5,565 
5,796 
6,064 
6,467 
6,736 
7,428 
7,953 
8,675 


Increase 

Year 

per  cent. 

1801 

-4-9* 

11 

6-2 

21 

41 

31 

4-6 

41 

6-6 

51 

41 

61 

10-3 

71 

71 

81 

91 

91 

Population 
000s  emitted 

8,892 
10,164 
12,000 
13,897 
15,909 
17,928 
20,066 
22,712 
25,974 
29,002 


Increase 
per  cent. 

2-5 
14-3 
18-1 
15-8 
14-5 
12-7 
11-9 
13-2 
14-4 
11-7 


•  Decrease. 


The  great  growth  of  emigration  during  recent  years  makes  it  important  to 
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§  7.     Early  in  this  century,  when  wages  were  low  and    book  it. 

wheat  was  dear,  the  working  classes  generally  spent  more      _! ' 

than  half  their  income  on  bread :  and  consequently  a  rise  in  ^J,^*  pg^ 
the  price  of  wheat  diminished  marriages  very  much  among  of  the  cen- 
them :   that  is,   it   diminished   very   much   the   number  of  marriage 
marriages  by   banns.     But  it   raised   the   income  of  many  with  the 
members  of  the  well-to-do  classes,  and  therefore  often  in-  fj^*'^ 
creased  the  number  of  marriages  by  license'.     Since  however  J^arrest. 
these  were  but  a  small  part  of  the  whole,  the  net  eflfect 
was  to  lower  the  marriage-rate".     But  as  time  went  on,  the  Later  on 
price  of  wheat  fell  and  wages  rose,  till  now  the  working  ^^^  ^^' 
classes  spend  on  the  average  less  than  a  quarter  of  their  «>™inercial 
incomes   on  bread ;    and  in  consequence  the   variations  of  tions  pre- 
commercial  prosperity  have  got  to  exercise  a  preponderating 
influence  on  the  marriage-rate'. 

correct  the  figures  for  the  last  three  decades  so  as  to  show  the  "natnral  increase," 
viz.  that  dne  to  the  excess  of  births  over  deaths. 


Decade 
ending 

mean  aDnual 

birthrate  per 

1000 

mean  annual 

deathrate  per 

1000 

average  an- 

noal  natural 

increment  per 

tliouaand 

average  an- 
nua) actiuU 
increment  per 
tliousand 

net  emigi 

tion  in  tn 

sands 

1861 

3415 

2-2-25 

12-61 

11-93 

122 

71 

35-24 

22-50 

13-58 

13-19 

79 

81 

35-35 

21-27 

15-09 

14-36 

164 

91 

13-97 

11-66 

601 

The  last  colnmn  is  obtained  by  comparing  the  census  returns  with  those  of 
births  and  deaths ;  for  there  is  no  independent  record  of  the  net  emigration  from 
England  and  Wales.  The  following  figures  show  the  gross  emigration  (000s 
omitted)  from  the  United  Kingdom  in  the  decades  ending  with  the  years  named 


Decade 

emigration 

Decade 

emigratio 

ending 

ending 

1831 

247, 

1871 

1,967, 

1841 

703, 

1881 

2,228, 

1851 

1,685, 

1891 

3,572, 

1861 

2,287, 

The  net  emigration  from  the  United  Kingdom  during  the  two  last  of  these 
decades  was  1,480,000,  and  1,747,000  respectively. 

^  See  Dr  Farr's  17th  Annual  Report  for  1854  as  Begistrar-Qeneral,  or  the 
abstract  of  it  in  Vital  Statistics  (pp.  72 — 5). 

>  For  instance,  representing  the  price  of  wheat  in  shillings  and  the  number  of 
marriages  in  England  and  Wales  in  thousands,  we  have  for  1801  wheat  at  119  and 
marriages  at  67,  for  1803  wheat  at  59  and  marriages  at  94 ;  for  1805  the  numbers 
are  90  and  80,  for  1807  they  are  75  and  84,  for  1812  they  are  126  and  82,  for  1815 
they  are  66  and  100,  for  1817  they  are  97  and  88,  for  1822  they  are  45  and  99. 

'  Since  1820  the  average  price  of  wheat  has  seldom  exceeded  60s.  and  never 
75«. :  and  the  snccessive  infiations  of  commerce  which  culminated  and  broke  in  1326, 
1836 — 9,  1848,  1856,  1866  and  1873  exercised  an  influence  on  the  marriage-rate 
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The  price 
of  wheat 
and  the 
marriage- 
rate  now 
eometimes 
fall  toge- 
ther. 


Since  1873  though  the  average  real  income  of  the 
population  of  England  has  indeed  been  increasing,  its  rate 
of  increase  has  been  less  than  in  the  preceding  years,  and 
meanwhile  there  has  been  a  continuous  fall  of  prices,  and 
consequently  a  continuous  fall  in  the  money-incomes  of 
many  classes  of  society.  Now  people  are  governed  in  their 
calculations  as  to  whether  they  can  afford  to  marry  or  not, 
more  by  the  money  income  which  they  expect  to  be  able 
to  get,  than  by  elaborate  calculations  of  changes  in  its  pur- 
chasing power.  And  therefore  the  standard  of  living  among 
the  working  classes  has  been  rising  rapidly,  perhaps  more 
rapidly  than  at  any  other  time  in  English  history:  their 
household  expenditure  measured  in  money  has  remained 
about  stationary,  and  measured  in  goods  has  increased  very 
fast.  The  English  marriage-rate  fell  from  88  per  1000  in 
1873,  to  7-1  in  1886 ;  the  lowest  rate  that  has  occurred  since 
civil  registi-ation  began.  It  has  since  risen  to  78  in  1891 
and  fallen  to  74  in  1893. 

Meanwhile  the  price  of  wheat  has  also  fallen  very  much, 
and  a  marked  fall  in  the  marriage-rate  for  the  whole  country 
has  often  accompanied  a  marked  fall  in  the  price  of  wheat. 
The  statistics  even  seem  to  suggest  that  this  is  not  a  merely 
casual  coincidence ;  but  that  the  price  of  bread  is  now  so 
low  that  a  further  fall  in  its  price  does  not  perceptibly  and 
at  once  affect  the  marriage-rate  among  the  population  at 
large ;  and  that  its  more  rapid  influence  in  checking  marriages 
among  the  agricultural  population  and  those  directly  de- 

aboat  equal  with  changes  in  the  price  of  com.  When  the  two  causes  act  together 
the  effects  are  very  striking :  thus  between  1829  and  1834,  there  was  a  recovery  of 
prosperity  accompanied  b;  a  steady  fall  in  the  price  of  wheat  and  marriages  rose 
from  a  hundred  and  font  to  a  hundred  and  twentj-one  thonsand.  The  marriage- 
rate  rose  again  rapidly  between  1842  and  1845  when  the  price  of  wheat  was  a 
little  lower  than  in  the  preceding  years,  and  the  business  of  the  country  was 
reviving;  and  again  under  similar  circumstances  between  1847  and  1853  and 
between  1862  and  1865. 

A  comparison  of  the  marriage-rate  with  the  harvests  in  Sweden  for  the  years 
1749  to  1883  is  given  by  Sir  Bawson  Rawson  in  the  Statistical  Journal  for 
December  1885.  The  harvest  does  not  declare  itself  tiU  part  of  the  year's  tale 
of  marriages  is  made  up;  and  further  the  inequalities  of  harvests  are  to  some 
extent  compensated  for  by  the  storage  of  grain;  and  therefore  the  individual 
harvest  figures  do  not  correspond  closely  with  the  marriage-rate.  But  when 
several  good  or  bad  harvests  come  together,  the  effect  in  increasing  or  diminish- 
ing the  marriage-rate  is  very  clearly  marked. 
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pendent  on  them  is  sufficient  to  lower  the  average  marriage-  book  iv. 
rate  for  the  kingdom'.  Again,  it  must  be  remembered  that  '  ' 
those  alternate  inflations  and  contractions  of  credit  which 
more  chiefly  govern  the  fluctuations  in  the  employment,  and 
therefore  in  the  marriage-rate  of  the  people,  tend  to  raise 
and  lower  respectively  general  prices,  and  the  price  of  wheat 
among  others,  though  less  than  most  others*. 

There  is  much  to  be  learnt  from  the  history  of  population  Scotland. 
in  Scotland  and  in  Ireland.  In  the  lowlands  of  Scotland 
a  high  standard  of  education,  the  development  of  mineral 
resources,  and  close  contact  with  their  richer  English  neigh- 
bours have  combined  to  afford  a  great  increase  of  average 
income  to  a  rapidly  increasing  population.  On  the  other 
hand,  the  inordinate  growth  of  population  in  Ireland  before  Ireland, 
the  potato-famine  in  1847,  and  its  steady  diminution  since 
that  time,  will  remain  for  ever  landmarks  in  economic  history. 


Note  on  International  Vital  Statistics. 

The  adjoining  tables  show  the  main  movements  of  population  in 
some  of  the  chief  countries  of  the  world.  [They  are  compiled  chiefly 
from  figures  arranged  by  Signor  Bodio  in  Movimento  del  Stato  Civile, 
Confronti  Internazionali,  1884,  and  Bulletin  de  FlnstittU  International 
de  Statistique,  Vol.  vn. ;  while  the  last  three  columns  are  taken  mainly 
from  M.  Levasseur's  La  Population  Fran^aise,  III.  240 — 1.  See  also 
his  diagram  on  p.  248.] 

Comparing  the  habits  of  dififerent  nations  with  the  aid  of  the 
adjoining  tables,  we  find  that  in  the  Teutonic  countries  of  Central  and 
Northern  Europe,  the  age  of  marriage  is  kept  late,  partly  in  consequence 
of  the  early  years  of  manhood  being  spent  in  the  army  ;  but  that  it  has 
been  very  early  in  Kussia,  where,  at  all  events  under  the  old  regime, 
the  family  group  insisted  on  the  son's  bringing  a  wife  to  help  in  the 
work  of  the  household  as  early  as  possible,  even  if  he  had  to  leave  her 
for  a  time  and  go  to  earn  his  living  elsewhere.    In  the  United  Kingdom 

1  Bat  the  statistical  problem  suggested  by  a  comparison  of  marriage-rates  and 
prices  of  wheat,  as  for  instance  in  the  Beports  of  the  Begistrar-General,  is  not  so 
simple  as  it  appears;  and  it  may  be  questioned  whether  its  true  solution  has  yet 
been  reached. 

3  Statistics  of  exports  are  among  the  best  indications  of  commercial  prosperity; 
and  in  the  article  already  quoted,  Dr  Ogle  has  shown  a  correspondence  between 
the  marriage-rate  and  the  exports  per  head.  Compare  diagrams  in  Vol.  n.  p.  12 
of  Levasseur's  La  Population  FramjaUe ;  and  with  regard  to  Massachusetts  by 
Mr  Willcox  in  the  Political  Science  Quarterly,  Vol.  vm.  pp.  76 — 82. 
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Countries. 


Enrope 

England  &  Wales 

Scotland 

Ireland 

Sweden    

Holland    

Belgimn  

France 

Frasaia 

Saxony 

Bavaria    

Switzerland 

Anstria 

Hungary 

Spain    

Italy 

Bnssia 

United  States 

Massachnsetts    ... 


Marriages  per 
1000  living 


1865        1887 
to  83.      ta9L 


8-3- 
81- 
7-2- 
4-8- 
6-5  + 
8-0- 
7-2- 
7-8- 
8-6- 
9-2- 
8-5- 
7-4- 
8-4- 
10-3- 
7-3 
7-7  + 
9-4- 


9-4- 


7-5 
6-6 
4-4 
60 
70 
7-2 
7-3 
8-1 
9-3 
70 
7-1 
7-7 
8-6 
56 
7-7 


9-3 


2 

Percentage 
of  bride- 
grooms not 
over  25  years. 

186S      1887 
to  83.    to  91. 


39-3 
51-3 
42-3 
32-6 
23-3 
26-6 
22-6 
27-0 

34-7 
18-9 
26-5 

31-7 
38-4 
260 
68-5 


400 


45-6 
38-2 
33-6 
26-8 
310 
270 
27-3 

39-0 
29-4 
27-3 


41-9 
641 


37-5 


3 

Percentage 
of  brides 
not  over 
20  years. 


1865 
to  83. 


240 
14-4 
13-4 
13-5 
5-6 

6-4 
21-2 
10-3 
10-7 
6-4 
8-8 
181 
36'0 

16-9 
68-0 


18-9 


1887 
to  9L 


111 
11-6 
11-8 

6-4 
10-? 

8-? 
20-5 

81 

7-6 
10-7 

7-2 
17-3 
36-7 

23-4 
56-3 


161 


Births  per 
1000  living. 


1866         1887 
to  83.       to  91. 


38-7- 
351- 
34-7- 
26-4- 
30-2- 
36-9- 
31-5- 
25-4- 
38-8- 
42-4- 
39-5  + 
30-2- 
38-4  + 
430  + 
33-9- 
36-8- 
49-4  + 


25-7- 


Births 

to  a 

marriage. 

1865 
to  83. 


31-3 
311 
22-8 
28-4 
33-4 
29-3 
230 
37-2 
41-8 
35-9 
27-7 
38-0 
42-8 
36-3 
37-6 


25-8 


4-7 
4-3 
4-8 
5-5 
4-6 
4-5 
4-4 
3-3 
45 
4-6 
4-7 
4-1 
4-5 
4-2 
4-6 
4-8 
5-3 


2-7 


and  America  there  is  no  compulsory  service,  and  men  marry  early.  In 
France,  contrary  to  general  opinion,  early  marriages  on  the  part  of  men 
are  not  rare  ;  while  on  the  part  of  women  they  are  more  common  than 
in  any  comitry  for  which  we  have  statistics,  except  the  Sclavonic  coun- 
tries (among  which  we  may  reckon  Hungary),  where  they  are  much  the 
highest. 

The  marriage-rate  is  generally  highest  where  the  number  of  early 
marriages  is  the  greatest ;  and  so  also  is  the  fecundity  of  marriages. 
But  there  are  some  striking  exceptions.  Thiis  the  number  of  children 
to  a  marriage  is  exceptionally  low  in  France,  and  even  lower  in  Massa- 
chusetts, though  the  age  of  marriage  is  not  particularly  high  in  either 
of  these  countries ;  and  it  is  not  very  low  in  Sweden,  where  very  few 
women  marry  under  twenty. 

The  marriage-rate,  the  birth-rate  and  the  death-rate  are  diminishing 
in  almost  every  country ;  in  spite  of  the  unexpected  fact  that  the 
percentage  of  bridegrooms  who  are  not  over  twenty-five  years  of 
age  is  increasing  in  nearly  every  country,  for  which  the  figures  are 
given-  (The  exceptions  are  Great  Britain,  Russia  and  Massachusetts. 
Nearly  the  same  is  true  of  the  percentage  of  bridegrooms  not  over  thirty 
years  of  age ;  see  Bulletin  de  Statistique,  Vol.  vii.  p.  16.)  The  percentage 
of  brides  who  are  not  over  twenty  years  of  age  seems  to  be  on  the  whole 
nearly  stationary,  though  it  is  falling  rapidly  in  some  countries,  and 
notably  in  the  United  Kingdom  :  and  the  same  seems  to  be  true  of 
those  who  are  not  over  twenty -five. 
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« 

7 

8 

9 

Annual 

Deathi 

^/ 

Deaths 

percentage 

Population  in  millions 

1000  li 

percent- 

increase 

G>an 

Ij  estimated). 

age 

1860    o  1880. 

Countries. 

under 

1869 

Hve  years 

to  83. 

1890. 

of  age. 

natural. 

actual. 

1801. 

1840. 

1890. 

28-1- 



32-3 

10-6 

_ 

175-0 

250-6 

360-9 

Europe 

21-4- 

19-5 

24-9 

13-7 

13-2 

8-9 

15-7 

28-8 

England  &  Wales 

21-4- 

19-7 

231 

13-3 

10-2 

1-6 

2-6 

40 

Scotland 

17-8  + 

18-2 

16-5 

8-6 

-6-9* 

? 

80 

4-7 

Ireland 

18-9- 

17-1 

22-2 

11-3 

7-7 

2-8 

81 

4-8 

Sweden 

24-6- 

20-5 

— 

11-3 

10-2 

20 

2-9 

4-5 

Holland 

22-4- 

20-8 

25-3 

91 

8-4 

— 

41 

61 

Belgimn 

23-8- 

22-8 

25-8 

1-6 

25 

331 

341 

38-5 

France 

265- 

242 

32-4 

12-3 

9-4 

8-7 

151 

29-9 

Fras8ia 

290- 

26-9 

— 

13-4 

14-9 

— 

— 

3-5 

Saxon; 

30-6  + 

27-3 

39-3 

8-9 

71 

— 

— 

5-6 

Bavaria 

231- 

20-9 

24-9 

71 

6-2 

1-8 

2-2 

2-9 

Switzerland 

31-0- 
38-2  + 

29-4 
32-0 

390 

7-4 
4-8 

7-7 
4-8 

V25-8 

35-8 

41-0 

Anstria 
Hungary 

291- 

— 

— 

4-8 

3-3 

110 

120 

17-2 

Spain 

29-1- 

26-4 

37-8 

7-7 

6-8 

— 

— 

30-2 

Italy 

35-7- 

— 

42-3 

13-7 

12-9 

35-0 

54-6 

98-6 

Bassia 

— 

— 

— 

— 

23-6 

5-4 

171 

62-6 

United  States 

19-2  + 

— 

27-9 

6-5 

18-7 

•4 

•7 

12-2 

MasBachnsetts 

The  general  mortality  is  high  where  the  birth-rate  is  high.  For 
instance,  both  are  high  in  Bussia  and  Hungary ;  both  are  low  in  Sweden, 
France  and  Massachusetts. 

In  France  and  in  Massachusetts  the  "natural"  increase  is  very 
small ;  but  there  is  an  excess  of  immigration  over  emigration,  which 
raises  the  actual  rate  of  increase.  In  all  other  coimtries  of  Europe 
except  France,  Saxony  and  Austria  proper,  emigration  exceeds  immigra- 
tion :  the  natural  rate  of  increase  is  greater  than  the  actual. 

In  comparing  the  aggregates  of  population  shown  in  the  last  three 
tables,  it  must  be  recollected  that  the  areas  of  Russia  and  the  United 
States  were  much  larger  in  1890  than  in  1801,  those  of  Prussia  and  the 
Austrian  Empire  rather  larger :  while  that  of  France  was  much  smaller ; 
for  in  1801  it  had  included  Belgium,  and  part  of  Germany  and  Italy. 

The  signs  +  and  —  in  the  first  column  of  division  1  indicate  that 
the  corresponding  figures  for  the  last  five  years  of  the  period  were 
respectively  greater  or  less  than  those  for  the  first  five  years  of  the 
period  1865 — 1883 ;  that  is,  that  the  marriage-rate  was  tending  to 
increase  or  to  diminish  ;  and  similarly  for  divisions  4  and  6.  It  will  be 
noted  that  they  generally  point  in  the  same  direction  as  the  subsequent 
changes  shown  by  the  second  columns  of  those  divisions. 

The  groups  of  years  for  which  the  figures  are  collected  differ  slightly  in 
some  cases  from  those  given  at  the  heads  of  the  various  columns. 
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CHAPTER  V. 

THE  HEALTH  AND  STRENGTH  OF  THE  POPULATION. 

BOOK  IV.         §  1.     We  have  next  to  consider  the  conditions  on  which 

°°"^"     depend  health  and  strength,  physical,  mental  and  moral. 

The  basis    They  are  the  basis  of  industrial  efficiency,  on  which  the 

dnstrial      production  of  material  wealth  depends ;  while  conversely  the 

ciency.   ^j^j^j  importance  of  material  wealth  lies  in  the  fact  that, 

when  wisely  used,   it   increases   the   health  and  strength, 

physical,  mental  and  moral  of  the  human  race. 

Physical  In  many  occupations  industrial  efficiency  requires  little 

else  than  physical  vigour ;  that  is,  muscular  strength,  a  good 

constitution  and  energetic  habits.     In  estimating  muscular, 

or  indeed  any  other  kind  of  strength  for  industrial  purposes, 

we  must  take  account  of  the  number  of  hours  in  the  day, 

of  the  number  of  days  in  the  year,  and  the  number  of  years 

in  the  lifetime,  during  which  it  can  be  exerted.     But  with 

this  precaution  we  can  measure  a  man's  muscular  exertion 

by  the  number  of  feet  through  which  his  work  would  raise  a 

pound  weight,  if  it  were  applied  directly  to  this  use ;  or  in 

other  words  by  the  number  of  "  foot  pounds  "  of  work  that 

he  does'. 

1  This  measare  can  be  applied  directly  to  most  kinds  of  navvies'  and  porters' 
work,  and  indirectly  to  many  kinds  of  agricoltoral  work.  In  a  controversy 
that  was  waged  after  the  great  agricultural  lock-out  as  to  the  relative  efficiency 
of  miskilled  labour  in  the  South  and  North  of  England,  the  most  trustworthy 
measare  was  found  in  the  number  of  tons  of  material  that  a  man  would  load  Into 
a  cart  in  a  day.  Other  measures  have  been  found  in  the  number  of  acres  reaped 
or  mown,  or  the  number  of  bushels  of  com  reaped  ice. :  bat  these  are  unsatisfac- 
tory, particularly  for  comparing  different  conditions  of  agriculture:  since  the 
implements  used,  the  nature  of  the  crop  and  the  mode  of  doing  the  work  all  vary 
widely.    Thus  nearly  all  comparisons  between  mediieral  and  modem  work  and 
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Although  the  power  of  sustaining  great  muscular  exertion    book  iv. 

seems  to  rest  on  constitutional  strength  and  other  physical      

conditions,  yet  even  it  depends  also  on  force  of  will,  andj|^^^^ 
strength   of  character.     Energy   of  this   kind,   which    may  "eU  as 
perhaps  be  taken  to  be  the  strength  of  the  man,  as  distin-  strength, 
guished  from  that  of  his  body,  is  moral  rather  than  physical ; 
but  yet   it  depends  on  the  physical  condition  of  nervous 
strength.     This  strength  of  the  man  himself,  this  resolution, 
energy  and  self-mastery,  or  in  short  this  "vigour"  is  the 
source  of  all  progress :  it  shows  itself  in  great  deeds,  in  great 
thoughts  and  in  the  capacity  for  true  religious  feeling'. 

Vigour  works  itself  out  in  so  many  forms,  that  no  simple 
measure  of  it  is  possible.  But  we  are  all  of  us  constantly 
estimating  vigour,  and  thinking  of  one  person  as  having  more 
"  backbone,"  more  "  stuff  in  him,"  or  as  being  "  a  stronger 
man  "  than  another.  Business  men  even  in  dififerent  trades, 
and  University  men  even  when  engaged  in  different  studies, 

wages  based  on  the  wages  of  reaping,  mowing  &c.  are  valneless  until  we  have 
fonnd  means  to  allow  for  the  effects  of  changes  in  the  methods  of  agricnltore.  It 
costs  for  instance  less  labour  than  it  did  to  reap  by  hand  a  crop  that  yields  a 
hundred  bushels  of  com ;  because  the  implements  used  are  better  than  they  were : 
but  it  may  not  cost  less  labour  to  reap  an  acre  of  com ;  because  the  crops  are 
heavier  than  they  were. 

In  backward  countries,  particularly  where  there  is  not  much  use  of  horses  or 
other  draught  animals,  a  great  part  of  men's  and  women's  work  may  be  measured 
fairly  well  by  the  muscular  exertion  involved  in  it.  But  in  England  less  than 
one-sixth  of  the  industrial  classes  are  now  engaged  on  work  of  this  kind ;  while 
the  force  exerted  by  steam-engines  alone  is  more  than  twenty  times  as  much  as 
could  be  exerted  by  the  muscles  of  all  Englishmen. 

1  This  must  be  distinguished  from  nervousness,  which,  as  a  rule,  indicates  a 
general  deficiency  of  nervous  strength;  though  sometimes  it  proceeds  from 
nervous  irritability  or  want  of  balance.  A  man  who  has  great  nervous  strength 
in  some  directions  may  have  but  little  in  others ;  the  artistic  temperament  in  par- 
ticular often  develops  one  set  of  nerves  at  the  expense  of  others:  but  it  is  the 
weakness  of  some  of  the  nerves,  not  the  strength  of  the  others,  that  leads  to 
nervousness.  The  most  perfect  artistic  natures  seem  not  to  have  been  nervous : 
Leonardo  da  Vinci  and  Shakespeare  for  example.  The  term  "  nervous  strength  " 
corresponds  in  some  measure  to  Htart  in  Dr  Engel's  great  division  of  the  elements 
of  efficiency  into  (a)  Body,  (6)  Reason,  and  (c)  Heart  {Leib,  Verstand  und  Sen), 
and  he  classifies  activities  according  to  the  permutations  a,  ab,  ae,  aic,  acb ;  b,  ba, 
be,  bca,  bac ;  c,  ca,  cb,  cab,  cba :  the  order  in  each  case  being  that  of  relative  im- 
portance, and  a  letter  being  omitted  where  the  corresponding  element  plays  only  a 
very  small  part. 

In  the  war  of  1870  Berlin  University  students,  who  seemed  to  be  weaker 
than  the  average  soldier,  were  fonnd  to  be  able  to  bear  fatigue  better. 
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BOOK  IV.    get  to  estimate  one  another's  strength  very  closely.     It  soon 

!_'     becomes  known  if  less  strength  is  required  to  get  a  "first 

class  "  in  one  study  than  another. 

The  infln-         R  2.     In  discussinof  the  growth  of  numbers  a  little  has 

ence  of  •'  .      .  GO 

climate,      been  said  incidentally  of  the  causes  which  determine  length 

of  life:  but  they  are  in  the  main  the  same  as  those  which 
determine  constitutional  strength  and  vigour,  and  they  will 
occupy  our  attention  again  in  the  present  chapter. 

The  first  of  these  causes  is  the  climate.  In  warm  countries 
we  find  early  marriages  and  high  birth-rates,  and  in  conse- 
quence a  low  respect  for  human  life :  this  has  probably  been 
the  cause  of  a  great  part  of  the  high  mortality  that  is  gener- 
ally attributed  to  the  insalubrity  of  the  climate '. 

Vigour  depends  partly  on  race  qualities:  but  these,  so 
far  as  they  can  be  explained  at  all,  seem  to  be  chiefly  due  to 
climate ". 

The  neces-         §  3.     Climate  has  also  a  large  share  in  determining  the 
life.^  necessaries  of  life ;  the  first  of  which  is  food.     Much  depends 

on  the  proper  preparation  of  food;  and  a  skilled  housewife 

>  A  warm  climate  impairs  Tigonr.  It  is  not  altogether  hostile  to  high 
intellectual  and  artistic  work :  bat  it  prevents  people  from  being  able  to  endvire 
very  hard  exertion  of  any  kind  for  a  long  time.  More  snstained  hard  work  can  be 
done  in  the  cooler  half  of  the  temperate  zone  than  anywhere  else ;  and  most  of  all 
in  places  snch  as  England  and  her  counterpart  New  Zealand,  where  sea-breezes 
keep  the  temperatnre  nearly  uniform.  The  summer  heats  and  winter  colds  of 
many  parts  of  Enrope  and  America,  where  the  mean  temperature  is  moderate, 
have  the  effect  of  shortening  the  year  for  working  pnrposes  by  about  two  months. 
Extreme  and  sustained  cold  is  found  to  dull  the  energies,  partly  perhaps  it  causes 
people  to  spend  much  of  their  time  in  close  and  confined  quarters :  inhabitants  of 
the  Arctic  regions  are  generally  incapable  of  long -continued  severe  exertion. 
In  England  popular  opinion  has  insisted  that  a  "  warm  Yule-tide  makes  a  fat 
churchyard;"  but  statistics  prove  beyond  question  that  it  has  the.  opposite 
effect:  the  average  mortality  is  highest  in  the  coldest  quarter  of  the  year,  and 
higher  in  cold  winters  than  in  warm.  But  in  warm  climates  the  autumn  is 
generally  the  most  unhealthy  part  of  the  year.  In  India  moisture  is  more  hurtful 
to  health  and  strength  than  either  heat  or  cold :  while  the  dry  cold  of  Colorado, 
Canada  and  the  Alps  is  often  beneficial  to  those  who  are  well  fed,  clothed  and 
housed. 

^  Bace  history  is  a  fascinating  but  disappointing  study  for  the  economist :  for 
conquering  races  generally  incorporated  the  women  of  the  conquered ;  they  often 
carried  with  them  many  slaves  of  both  sexes  during  their  migrations,  and  slaves 
were  less  likely  than  freemen  to  be  killed  in  battle  or  to  adopt  a  monastic  life.  In 
consequence  nearly  every  race  bad  much  servile,  that  is  mixed  blood  in  it :  and  as 
the  share  of  servile  blood  was  largest  in  the  industrial  classes,  a  race  history  of 
industrial  habits  seems  impossible. 
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with  ten  shillings  a  week  to  spend  on  food  will  often  do  more  book  iv. 
for  the  health  and  strength  of  her  family  than  an  unskilled  °°"^" 
one  with  twenty.  The  great  mortality  of  infants  among  the 
poor  is  largely  due  to  the  want  of  care  and  judgment  in 
preparing  their  food ;  and  those  who  do  not  entirely  succumb 
to  this  want  of  motherly  care  often  grow  up  with  enfeebled 
constitutions. 

In  all  ages  of  the  world  except  the  present,  want  of  food  Scarcity- 
has  caused  wholesale  destruction  of  the  people.     Even   in  creases 
London  in  the  seventeenth  and   eighteenth   centuries   the™"'*^'^' 
mortality  was  eight  per  cent,  greater  in  years  of  dear  com 
than  in  years  of  cheap  com'.     But  gradually  the  effects  of 
increased   wealth   and   improved   means   of  communication 
are  making  themselves  felt  nearly  all  over  the  world ;  the 
severity  of  famines   is   mitigated  even  in  such  a  country 
as   India ;   and   they   are   unknown   in  Europe  and  in  the 
New    World.     In  England  now   want   of  food   is   scarcely 
ever  the  direct  cause  of  death :  but  it  is  a  frequent  cause 
of  that  general  weakening  of  the  system  which  renders  it 
unable  to  resist  disease ;  and  it  is  a  chief  cause  of  industrial 
inefficiency. 

We  have  already  seen  that  the  necessaries  for  efficiency 
vary  with  the  nature  of  the  work  to  be  done,  but  we  must 
now  examine  this  subject  a  little  more  closely. 

As  regards  muscular  work  in  particular  there  is  a  close 
connection   between   the   supply   of  food   that  a  man   has,  and 
and  his  available  strength.     If  the  work  is  intermittent,  as  thatTowers 
that  of  some  dock  labourers,  a  cheap  but  nutritious  grain  ■"8°'"- 
diet  is  sufficient.     But  for  very  heavy  continuous  strain  such 
as   is  involved  in  puddlers'  and  the  hardest  navvies'  work, 
food  is  required  which  can  be  digested  and  assimilated  even 
when  the  body  is  tired.     This  quality  is  still  more  essential 
in  the  food  of  the  higher   grades   of  labour,  whose   work 
involves  great  nervous  strain ;  though  the  quantity  required 
by  them  is  generally  small. 

After  food,  the  next  necessaries  of  life  and  labour,  are  Clothing, 
clothing,  house-room  and  firing.     When  they  are  deficient,  and  firing. 

1  This  was  proved  by  Fair,  who  eliminated  disturbing  canses  by  an  instmctive 
statistical  device  ( Vital  Statistics,  p.  139). 
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the  mind  becomes  torpid,  and  ultimately  the  physical  con- 
stitution is  undermined.  When  clothing  is  very  scanty,  it  is 
generally  worn  night  and  day;  and  the  skin  is  allowed  to 
be  enclosed  in  a  crust  of  dirt.  A  deficiency  of  house-room, 
or  of  fuel,  causes  people  to  live  in  a  vitiated  atmosphere 
which  is  injurious  to  health  and  vigour;  and  not  the  least 
of  the  benefits  which  English  people  derive  firom  the  cheap- 
ness of  coal,  is  the  habit,  peculiar  to  them,  of  having  well- 
ventilated  rooms  even  in  cold  weather.  Badly-built  houses 
with  imperfect  drainage  cause  diseases  which  even  in  their 
slighter  forms  weaken  vitality  in  a  wonderful  way ;  and  over- 
crowding leads  to  moral  evils  which  diminish  the  numbers 
and  lower  the  character  of  the  people. 

Rest  is  as  essential  for  the  growth  of  a  vigorous  popu- 
lation as  the  more  material  necessaries  of  food,  clothing,  &c. 
Overwork  of  every  form  lowers  vitality,  but  anxiety,  worry, 
and  excessive  mental  strain  have  a  fatal  influence  in  under- 
mining the  constitution,  in  impairing  fecundity  and  diminish- 
ing the  vigour  of  the  race. 

§  4.  Next  come  three  closely  allied  conditions  of  vigour, 
namely,  hopefulness,  fireedom,  and  change.  All  history  is 
full  of  the  record  of  inefficiency  caused  in  varying  degrees 
by  slavery,  serfdom,  and  other  forms  of  civil  and  political 
oppression  and  repression.  Freedom  and  hope  increase  not 
only  man's  willingness  but  also  his  power  for  work ;  physi- 
ologists tell  us  that  a  given  exertion  consumes  less  of  the 
store  of  nervous  energy  if  done  under  the  stimulus  of  plea- 
sure than  of  pain :  and  without  hope  there  is  no  enterprise. 
Security  of  person  and  property  are  two  conditions  of  this 
hopefulness  and  freedom ;  but  security  always  involves  re- 
straints on  fireedom,  and  it  is  one  of  the  most  difficult  prob- 
lems of  civilisation  to  discover  how  to  obtain  the  security 
which  is  a  condition  of  freedom  without  too  great  a  sacrifice 
of  fireedom  itself  Changes  of  work,  of  scene,  and  of  personal 
associations  bring  new  thoughts,  call  attention  to  the  im- 
perfections of  old  methods,  stimulate  a  "  divine  discontent," 
and  in  every  way  develop  creative  energy. 

In  all  ages  colonies  have  been  apt  to  outstrip  their 
mother  countries  in  vigour  and  energy.     This  has  been  due 
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partly  to  the  abundance  of  land  and  the  cheapness  of  neces-   book  iv. 
saries  at  their  command ;  partly  to  that  natural  selection  of     _!_' 
the  strongest  characters  for  a  life  of  adventure,  and  partly  to 
physiological  causes  connected  with  the  mixture  of  races: 
but  perhaps  the  most  important  cause  of  all  is  to  be  found 
in  the  hope,  the  freedom  and  the  changefulness  of  their  lives'. 

Freedom  so  far  has  been  regarded  as  freedom  from  The  ii^u- 
extemal  bonds.  But  that  higher  freedom,  which  comes  of  mothers, 
self-mastery,  is  an  even  more  important  condition  for  the 
highest  work.  The  elevation  of  the  ideals  of  life  on  which 
this  depends,  is  due  on  the  one  side  to  political  and  economic 
causes,  and  on  the  other  to  personal  and  religious  influences ; 
among  which  the  influence  of  the  mother  in  early  childhood 
is  supreme. 

§  5.     Bodily  and  mental  health  and  strength  are  much  and  of 
influenced  by  occupation'.     At  the  beginning  of  this  century 

'  By  converse  with  others  who  come  from  different  places,  and  have  different 
customs,  travellers  learn  to  pnt  on  its  trial  many  a  habit  of  thought  or  action 
which  otherwise  they  would  have  always  acquiesced  in  as  though  it  were  a  law  of 
nature.  Moreover,  a  shifting  of  places  enables  the  more  powerful  and  original 
minds  to  find  full  scope  for  their  energies  and  to  rise  to  important  positions : 
whereas  those  who  stay  at  home  are  often  over  much  kept  in  their  places.  Few 
men  are  prophets  in  their  own  land ;  neighbours  and  relations  are  generally  the 
last  to  pardon  the  faults  and  to  recognize  the  merits  of  those  who  are  less  docile 
and  more  enterprising  than  those  around  them.  It  is  doubtless  chiefly  for  this 
reason  that  in  almost  every  part  of  England  a  disproportionately  large  share  of 
the  best  energy  and  enterprise  is  to  be  found  among  those  who  were  bom 
elsewhere. 

But  change  may  be  carried  to  excess ;  and  when  population  shifts  so  rapidly, 
that  a  man  is  always  shaking  himself  loose  from  his  reputation,  he  loses  some  of 
the  best  external  aids  to  the  formation  of  a  high  moral  character.  The  extreme 
hopefulness  and  restlessness  of  those  who  wander  to  new  coontries  lead  to  much 
waste  of  effort  in  half  acquiring  technical  skill,  and  half  finishing  tasks  which  are 
speedily  abandoned  in  favour  of  some  new  occupation. 

>  The  rate  of  mortality  is  low  among  ministers  of  religion  and  schoolmasters ; 
among  the  agricultural  classes,  and  in  some  other  industries  such  as  those  of 
wheelwrights,  shipwrights  and  coal-miners.  It  is  high  in  lead  and  tin  mining,  in 
file-making  and  earthenware  manufacture.  But  neither  these  nor  any  other 
regular  trade  show  as  high  a  rate  of  mortality  as  is  found  among  London  general 
labourers  and  costermongers ;  while  the  highest  of  all  is  that  of  servants  in  inns. 
Such  occupations  are  not  directly  injurious  to  health,  but  they  attract  those  who 
are  weak  in  physique  and  in  character  and  they  encourage  irregular  habits.  A 
good  account  of  the  influence  of  occupation  on  death-rates  is  given  in  the  sup- 
plement to  the  forty-fifth  (1885)  Annual  Eeport  of  the  Eegistrar-General,  pp. 
XXV.  to  Ixiii.  See  also  Farr's  Vital  Statistics,  pp.  392 — 411,  Mr  Humphreys'  paper 
on  Class  Mortality  Statistics  in  the  Statistical  Journal  for  June,  1887,  and  the 
literature  of  the  Factory  Acts  generally. 
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the  conditions  of  factory  work  were  needlessly  unhealthy  and 
oppressive  for  all,  and  especially  for  young  children.  But 
Factory  and  Education  Acts  have  removed  the  worst  of  these 
evils  from  factories ;  though  many  of  them  still  linger  about 
domestic  industries  and  the  smaller  workshops. 

The  higher  wages,  the  greater  intelligence,  and  the  better 
medical  facilities  of  townspeople  should  cause  infant  mortality 
to  be  much  lower  among  them  than  in  the  country.  But  it 
is  generally  higher, "especially  where  there  are  many  mothers 
who  neglect  their  family  duties  in  order  to  earn  money  wages. 

§  6.  In  almost  all  countries  there  is  a  constant  migration 
towards  the  towns'.  The  large  towns  and  especially  London 
absorb  the  very  best  blood  from  all  the  rest  of  England ;  the 
most  enterprising,  the  most  highly  gifted,  those  with  the 
highest  physique  and  the  strongest  characters  go  there  to 
find  scope  for  their  abilities.  But  by  the  time  their  children 
and  children's  children  have  grown  up  without  healthy  play, 
and  without  fresh  air,  there  is  often  little  trace  left  of  their 
original  vigour. 


1  Davenant  (Ballanee  of  Trade,  a.d.  1699,  p.  20),  following  Gregory  King,  proves 
that  according  to  official  figures  London  has  an  excess  of  deaths  over  births  of 
2000  a  year,  bnt  an  immigration  of  5000;  which  is  more  than  half  of  what  he 
calcnlates,  by  a  rather  risky  method,  to  be  the  tme  net  increase  of  the  population 
of  the  country.  He  reckons  that  530,000  people  live  in  London,  870,000  ro  the 
other  cities  and  market  towns,  and  4,100,000  in  villages  and  hamlets.  Compare 
.  these  figures  with  the  census  of  1891 ;  where  we  find  London  with  a  population 
of  over  4,000,000,  five  more  towns  with  an  average  of  over  400,000  and  fifty-six 
more  ranging  from  250,000  down  to  50,000  with  an  average  of  100,000.  Nor  is 
this  all :  for  many  suburbs  whose  population  is  not  counted  in,  are  often  really 
parts  of  the  big  towns ;  and  in  some  cases  the  suburbs  of  several  adjacent  towns 
run  into  one  another,  making  them  all  into  one  gigantic,  though  rather  scattered 
town.  The  suburbs  of  Liverpool  are  growing  so  fast  at  the  expense  of  the  city, 
that  its  actual  increase  is  less  than  its  excess  of  births  over  deaths ;  those  who  go 
out  from  it  exceed  in  numbers  those  who  emigrate  into  it,  as  was  shown  by 
Mr  Cannan  in  the  Economic  Journal,  vol.  iv.  A  suburb  of  Manchester  is  counted 
as  a  large  town  with  200,000  inhabitants ;  and  the  same  is  true  of  West  Ham,  a 
suburb  of  London. 

Similar  changes  are  taking  place  elsewhere.  Thus  the  population  of  Paris  has 
grown  twelve  times  as  fast  during  the  present  century  as  that  of  France.  The 
towns  of  Germany  are  increasing  at  the  expense  of  the  country  by  one  half  per 
cent,  of  the  population  yearly.  Li  the  United  States  there  was  in  1800  no  town 
with  more  than  75,000  inhabitants;  and  now  there  are  three  with  more  than 
1,000,000  each,  and  thirteen  more  with  above  200,000  each.  More  than  a  third 
of  the  population  of  Victoria  are  collected  in  Melbourne. 

We  shall  presently  need  to  discuss  the  causes  of  the  growth  of  great  cities, 
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It  is  sometimes  urged  that  the  death-rate  in  some  large  book  iv. 
towns,  and  especially  in  London,  is  not  as  high  as  might  have  —' 
been  anticipated  if  town  life  is  really  injurious  to  health  and 
vigour.  But  this  argument  seems  untrustworthy,  partly 
because  many  of  the  town  influences  which  lower  vigour,  do 
not  much  affect  mortality ;  and  partly  because  the  majority 
of  immigrants  into  the  towns  are  in  the  full  strength  of 
youth,  and  of  more  than  average  energy  and  courage ;  while 
young  people  whose  parents  live  in  the  country  generally  go 
home  when  they  become  seriously  ill*. 

It  is  not  to  be  concluded  from  this  that  the  race  is 
degenerating  physically,  nor  even  that  its  nervous  strength 
is  on  the  whole  decaying.  On  the  contrary  the  opposite  is 
plainly  true  of  those  boys  and  girls  who  are  able  to  enter 
freely  into  modem  outdoor  amusements,  who  frequently 
spend  holidays  in  the  country  and  whose  food,  clothing  and 
medical    care    are    abundant,   and   governed    by   the    best 


especially  in  English  speaking  countries.  On  the  growth  of  modem  cities  generally 
see  Longstaff's  Studies  in  Statistics  and  LeTassear's  La  Popidation  Fraru^aist^ 
Book  VL.  ch.  XV. 

It  mnst  be  recollected  that  the  characteristics  of  town  life  increase  in  intensity 
for  good  and  for  evil  with  every  increase  in  the  size  of  a  town,  and  its  suburbs. 
Fresh  country  air  has  to  pass  over  many  more  sources  of  noisome  vapour  before 
it  reaches  the  average  Londoner  than  before  it  reaches  the  average  inhabitant  of  a 
small  town.  The  Londoner  has  generally  to  go  far  before  he  can  reach  the  freedom 
and  the  restful  sounds  and  sights  of  the  country.  London  therefore  with  4,000,000 
inhabitants  adds  to  the  urban  character  of  England's  life  far  more  than  a  hundred 
times  as  much  as  a  town  of  40,000  inhabitants. 

^  The  mortality  of  females  in  London  between  the  ages  of  fifteen  and 
thirty-five  is,  chiefly  for  this  reason,  abnormally  low.  If  however  a  town  has  a 
stationary  population  its  vital  statistics  are  more  easily  interpreted ;  and  selecting 
Coventry  as  a  typical  town,  Ur  Galton  has  calculated  that  the  adult  children  of 
artisan  townsfolk  are  Uttle  more  than  half  as  numerous  as  those  of  labouring 
people  who  live  in  healthy  country  districts.  When  a  place  is  decaying,  the  young 
and  strong  and  hearty  drift  away  from  it ;  leaving  the  old  and  the  infirm  behind 
them,  and  consequently  the  birth-rate  is  generally  low.  On  the  other  hand,  a 
centre  of  industry  that  is  attracting  population  is  likely  to  have  a  very  high 
birth-rate,  because  it  has  more  than  its  share  of  people  in  the  full  vigour  of  life. 
This  is  especially  the  case  in  the  coal  and  iron  towns,  partly  because  they  do  not 
suffer,  as  the  textile  towns  do,  from  a  deficiency  of  males ;  and  partly  because 
miners  as  a  class  marry  early.  In  some  of  them,  though  the  death-rate  is  high, 
the  excess  of  the  birth-rate  over  it  exceeds  20  per  thousand  of  the  population. 
The  death-rate  is  generally  highest  in  towns  of  the  second  order,  chiefly  because 
tlieir  sanitary  arrangements  are  not  yet  as  good  as  those  of  the  very  largest 
to^vns. 
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but  man 
has  inter- 
fered. 


modem  knowledge'.  But  until  quite  recently  the  children  of 
the  working  classes  in  large  towns  have  had  a  had  time  : 
and  it  is  doubtful  whether  the  recent  diminution  of  their 
hours  of  labour,  the  advances  of  sanitation  and  medical 
science,  improvement  of  their  food  and  clothing,  of  their 
education  and  even  in  some  cases  their  playgrounds  quite 
makes  up  for  the  evils  inherent  in  town  life". 

§  7.  And  there  are  yet  other  causes  for  anxiety.  For 
there  is  some  partial  arrest  of  that  selective  influence  of 
struggle  and  competition  which  in  the  earlier  stages  of 
civilization  caused  those  who  were  strongest  and  most 
vigorous  to  leave  the  largest  progeny  behind  them;  and 
to  which,  more  than  any  other  single  cause,  the  progress  of 
the  human  race  is  due.  In  the  later  stages  of  civilization 
the  rule  has  indeed  long  been  that  the  upper  classes  marry 
late,  and  in  consequence  have  fewer  children  than  the 
working  classes :  but  this  has  been  compensated  for  by  the 
fact  that  among  the  working  classes  themselves  the  old  rule 
has  held ;  and  the  vigour  of  the  nation  that  is  tending  to  be 
damped  out  among  the  upper  classes  is  thus  replenished  by 
the  fresh  stream  of  strength  that  is  constantly  welling  up 

1  See  an  excellent  article  by  Prof.  Clifford  Allbntt  in  the  Contemporary  Beview, 
Feb.  1895.  Prof.  Haycraft  (Darwitrism  and  Race  Progress)  argues  in  the  opposite 
direction.  He  lays  jast  stress  on  the  dangers  to  the  haman  race  which  wonld 
result  from  a  diminntion  of  those  diseases,  snch  as  phthisis  and  scrofnla,  which 
attack  chiefly  people  of  weak  constitntion,  and  thns  exercise  a  selective  influence 
on  the  race,  unless  it  were  accompanied  by  corresponding  improvements  in 
other  directions.  But  phthisis  does  not  kill  all  its  victims ;  there  is  some  net 
gain  in  a  diminution  of  its  power  of  weakening  them. 

'  There  is  therefore  no  better  use  for  public  and  private  money  than  in 
providing  pubhc  parks  and  playgrounds  in  large  cities,  in  contracting  with 
railways  to  increase  the  number  of  the  workmen's  trains  run  by  them,  and  in 
helping  those  of  the  working  classes  who  are  willing  to  leave  the  large  towns  to  do 
so,  and  to  take  their  industries  with  them;  while  money  spent  on  reducing  the 
cost  of  living  in  large  towns  by  building  workmen's  bouses  at  a  loss  or  in  other 
ways,  is  likely  to  do  almost  as  much  harm  as  good,  and  sometimes  even  more.  If 
the  numbers  of  the  working  classes  in  the  large  towns  are  reduced  to  those  whose 
work  must  be  carried  on  there,  the  scarcity  of  their  labour  will  enable  them  to 
command  high  wages ;  and  therefore  if  sanitary  laws  and  rules  against  overcrowd- 
ing are  rigidly  enforced,  and  space  enough  is  secured  to  provide  opportunities  of 
healthy  play  for  their  children,  those  who  live  in  large  towns  will  have  a  better 
chance  of  leaving  a  healthy  progeny  behind  them;  and  meanwhile  some  check 
will  be  given  to  the  migration  from  the  country  to  the  towns.  See  an  article  on 
Where  to  Souse  the  London  Poor  by  the  present  writer  in  the  Contemporary 
Review,  Feb.  1884. 
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from  below.     But  in  France  for  a  long  time,  and  recently  in    book  iv. 
America,  and  England,  some  of  the  abler  and  more  intelligent 
of  the  working  class  population  have  shown  signs  of  a  dis- 
inclination to  have  large  families ;    and  this  is  a  source  of 
danger. 

Thus  there  are  increasing  reasons  for  fearing,  that  while 
the  progress  of  medical  science  and  sanitation  is  saving 
from  death  a  continually  increasing  number  of  the  children 
of  those  who  are  feeble  physically  and  mentally;  many  of 
those  who  are  most  thoughtful  and  best  endowed  with 
energy,  enterprise  and  self-control  are  tending  to  defer  their 
marriages  and  in  other  ways  to  limit  the  number  of  children 
whom  they  leave  behind  them.  The  motive  is  sometimes 
selfish,  and  perhaps  it  is  best  that  hard  and  frivolous  people 
should  leave  but  few  descendants  of  their  own  type.  But 
more  often  it  is  a  desire  to  secure  a  good  social  position 
for  their  children.  This  desire  contains  many  elements 
that  fall  short  of  the  highest  ideals  of  human  aims,  and 
in  some  cases,  a  few  that  are  distinctly  base ;  but  after 
all  it  has  been  one  of  the  chief  factors  of  progress,  and  those 
who  are  affected  by  it  include  many  of  those  whose  children 
would  probably  be  among  the  best  and  strongest  of  the  race'. 

'  It  has  alreatly  been  noticed  that  the  celibacy  of  the  religions  orders  probably 
did  not  affect  the  growth  of  numbers  very  much :  it  gave  a  particular  direction  to 
the  forces  tending  to  keep  that  growth  in  check,  but  it  probably  did  not  add  much 
to  their  effects.  Its  main  iniluence  was  not  on  the  quantity  but  on  the  quality  of 
the  population.  "  Whenever  a  man  or  woman  was  possessed  of  a  gentle  nature 
that  fitted  him  or  her  to  deeds  of  charity,  to  meditation,  to  literature  or  to  art,  the 
social  condition  of  the  time  was  such  that  they  had  no  refuge  elsewhere  than  in 

the  bosom  of  the  Church.    But  the  Church  chose  to  preach  and  enact  ceUbacy 

She  practised  those  arts  which  breeders  would  use  who  aimed  at  creating  fero- 
cious, churlish,  and  stupid  natures.  No  wonder  that  club  law  prevailed  for 
centuries  in  Europe."  Meanwhile  by  her  persecutions  of  those  who  were  "the 
most  fearless,  truthseeking,  and  intelligent  in  their  modes  of  thought  and  therefore 
the  most  suitable  parents  of  a  high  civilisation,  she  put  a  strong  check,  if  not  a 
direct  stop,  to  their  progeny."     (Galton,  Hereditary  Genius,  p.  356.) 

In  modem  times  the  same  evil  on  a  larger  scale  was  seen  in  the  Southern 
States  of  America,  where  manual  work  became  disgraceful  to  the  white  man ;  so 
that  if  nnable  to  have  slaves  himself  he  led  a  paltry  degenerate  life,  and  seldom 
married.  Again,  on  the  Pacific  Slope,  there  were  at  one  time  just  grounds  for 
fearing  that  all  but  highly  skilled  work  would  be  left  to  the  Chinese ;  and  that  the 
white  men  would  live  in  an  artificial  way  in  which  a  family  became  a  great 
expense.  In  this  case  Chinese  lives  would  have  been  substituted  for  American, 
and  the  average  quality  of  the  hiunan  race  would  have  been  lowered. 
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BOOK  IV.  It  must  be  remembered  that  the  members   of  a  large 

'        family  educate  one  another,  they  are  usually  more  genial 

winfmuch  ^''^'^   bright,  often   more    vigorous   in   every  way   than   the 

from  large  members  of  a  small  family.     Partly,  no  doubt,  this  is  because 

families  of     ,     .  ^  ,      •  ,    /.  i-i 

healthy  theu"  parents  were  of  unusual  vigour ;  and  tor  a  like  reason 
they  in  their  turn  are  likely  to  have  large  and  vigorous 
families.  The  progress  of  the  race  is  due  to  a  much  greater 
extent  than  appears  at  first  sight  to  the  descendants  of  a  few 
exceptionally  large  and  vigorous  families. 

But  on  the  other  hand  there  is  no  doubt  that  the  parents 
can  often  do  better  in  many  ways  for  a  small  family  than  a 

The  evils    large  One.     Other   things  being  equal,  an  increase  in  the 

mortJity.  number  of  children  who  are  bom  causes  an  increase  of  infan- 
tile mortality;  and  that  is  an  unmixed  evil.  The  birth  of 
children  who  die  early  from  want  of  care  and  adequate  means 
is  a  useless  strain  to  the  mother  and  an  injury  to  the  rest  of  the 
family'.  And  though  these  evils  may  be  reduced  within  small 
compass  by  those  parents  who  are  exceptionally  good  man- 
agers ;  yet  example  is  always  more  potent  than  precept,  and 
habits  of  prudence  will  not  spread  among  the  people,  so  long  as 
the  natural  leaders  of  the  people  marry  early  and  have  larger 
families  than  they  can  expect  to  bring  up  well  if  they  should 
meet  with  any  considerable  misfortunes  in  their  own  career^. 

Practical  §  8.     There  are  other  considerations  of  which  account 

'  ought  to  be  taken  ;  but  so  far  as  the  points  discussed  in  this 
chapter  are  concerned,  it  seems  primd  fade  advisable  that 
people  should  not  bring  children  into  the  world  till  they  can 
see  their  way  to  giving  them  at  least  as  good  an  education 
both  physical  and  mental  as  they  themselves  had ;  and  that 

1  The  extent  of  the  infant  mortality  that  arises  from  preventable  causes  may 
be  inferred  from  the  facts  that  whUe  the  annual  death-rate  of  children  under  five 
years  of  age  is  only  about  two  per  cent,  in  the  families  of  peers  and  is  less  than 
three  per  cent,  for  the  whole  of  the  upper  classes,  it  is  between  six  and  seven  per 
cent,  for  the  whole  of  England.  For  the  upper  classes  the  expectation  of  life  at 
birth  is  53  years,  and  at  ten  years  of  age  it  is  52  years:  but  for  the  whole  of 
England  the  expectation  of  lite  at  birth  is  only  41  years,  while  at  ten  years  of  age, 
instead  of  being  lower,  it  rises  to  47  years.  (See  Mr  Humphreys'  paper  in  the 
Statistical  Journal  for  June,  1883.) 

2  On  the  other  hand  M.  Leroy  Beanlien  says  that  in  Prance  the  parents  of  but 
one  or  two  children  are  apt  to  indulge  them,  and  be  over-careful  about  them  to  the 
detriment  of  their  boldness,  enterprise  and  endurance.  (See  Statistical  Journal, 
Vol.  54,  pp.  378—9.) 
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it  is  best  to  marry  moderately  early  provided  there  is  sufficient  book  iv. 
self-control  to  keep  the  family  within  the  requisite  bounds  " 
without  transgressing  moral  laws.  The  general  adoption  of 
these  principles  of  action,  combined  with  an  adequate  provi- 
sion of  fresh  air  and  of  healthy  play  for  our  town  populations, 
could  hardly  fail  to  cause  the  strength  and  vigour  of  the  race 
to  improve.  And  we  shall  presently  find  reasons  for  believing 
that  if  the  strength  and  vigour  of  the  race  improves,  the 
increase  of  numbers  will  not  for  a  long  time  to  come  cause  a 
diminution  of  the  average  real  income  of  the  people. 

Thus  then  the  progress  of  knowledge,  and  in  particular  Th®  sway- 
of  medical  science,  the  ever-growing  activity  and  wisdom  of  fro  of  the 
Government  in  all  matters  relating  to  health,  and  the  increase  g^  md 
of  material  wealth,  all  tend  to  lessen  mortality  and  to  increase  *"^" 
health  and  strength,  and  to  lengthen  life.    On  the  other  hand, 
vitality  is  lowered  and  the  death-rate  raised  by  the  rapid 
increase  of  town  life,  and  by  the  tendency  of  the  higher 
strains  of  the  population  to  marry  later  and  to  have  fewer 
children  than  the  lower.     If  the  former  set  of  causes  were 
alone  in  action,  but  so  regulated  as  to  avoid  the  danger  of 
over-population,  it  is  probable  that  man  would  quickly  rise 
to  a  physical  and  mental  excellence  superior  to  any  that 
the  world  has  yet  known ;  while  if  the  latter  set  acted  un- 
checked, he  would  speedily  degenerate. 

As  it  is,  the  two  sets  hold  one  another  very  nearly  in  The  former 
balance,   the   former   slightly   preponderating.      While   the  prfpo^e- 
population  of  England  is  g^rowing  nearly  as  fast  as  ever,  ™*'®" 
those  who  are  out  of  health  in  body  or  mind  are  certainly 
not  an  increasing  part  of  the  whole  ;  and  the  rest  are  much 
better   fed   and   clothed,   and    with   a    few   exceptions    are 
stronger  than  they  were'. 

^  The  old  English  Life  Table,  based  on  the  figures  of  the  years  1838 — 54,  shoirs 
one-half  of  the  males  dying  before  they  are  45,  and  of  the  females  before  they  are 
47,  while  the  New  Table,  based  on  the  fignres  of  1871 — 80,  raises  these  ages  to  47 
and  52  respectively.  The  death-rate  is  mnch  lower  than  it  was  in  the  earlier 
years  of  life,  thongh  higher  in  the  later  years :  and  of  the  total  number  of  years 
added  to  life  by  the  greater  longevity,  two-thirds  fall  within  the  most  important 
period  of  25  to  65  years  of  age.  See  Supplement  to  the  45th  Annual  Beport  of  the 
Begistrar-General ;  and  Mr  Humphreys'  paper  in  the  Statistical  Journal  for  June, 
1883.  On  the  comparative  length  of  life  in  different  countries,  see  Dr  Bodio's 
work  already  referred  to,  and  Dr  Perozzo's  Sulla  Olassificaaone  pa-  Eta,  &c. 
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§  1.  Having  discussed  the  causes  which  determine  the 
growth  of  a  numerous  and  vigorous  population,  we  have  next 
to  consider  the  training  that  is  required  to  develop  its  indus- 
trial efficiency. 

The  natural  vigour  that  enables  a  man  to  attain  great 
success  in  any  one  pursuit  would  generally  have  served  him 
in  good  stead  in  almost  any  other.  But  there  are  exceptions. 
Some  people,  for  instance,  seem  to  be  fitted  from  birth  for  an 
artistic  career,  and  for  no  other ;  and  occasionally  a  man  of 
great  practical  genius  is  found  to  be  almost  devoid  of  artistic 
sensibility.  But  a  race  that  has  great  nervous  strength 
seems  generally  able,  under  favourable  conditions,  to  develop 
in  the  course  of  a  few  generations  ability  of  almost  any  kind 
that  it  holds  in  specially  high  esteem.  A  race  that  has 
acquired  vigour  in  war  or  in  the  ruder  forms  of  industry 
sometimes  gains  intellectual  and  artistic  power  of  a  high 
order  very  quickly;  and  nearly  every  literary  and  artistic 
epoch  of  classical  and  mediaeval  times  has  been  due  to  a 
people  of  great  nervous  strength,  who  have  been  brought 
into  contact  with  noble  thoughts  before  they  have  acquired 
much  taste  for  artificial  comforts  and' luxuries. 

The  growth  of  this  taste  in  our  own  age  has  prevented 
us  from  taking  full  advantage  of  the  opportunities  our  largely 
increased  resources  give  us  of  consecrating  the  greater  part 
of  the  highest  abilities  of  the  race  to  the  highest  aims.  But 
perhaps  the  intellectual  vigour  of  the  age  appears  less  than 
it  really  is,  in  consequence  of  the  growth  of  scientific  pursuits. 
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For  in  art  and  literature  success  is  often  achieved  while  genius  book  iv. 
still  wears  the  fascinating  aspect  of  youth ;  but  in  modem  -1 — " 
science  so  much  knowledge  is  required  for  originality,  that 
before  a  student  can  make  his  mark  in  the  world,  his  mind 
has  often  lost  the  first  bloom  of  its  freshness ;  and  further  the 
real  value  of  his  work  is  not  often  patent  to  the  multitude  as 
that  of  a  picture  or  poem  generally  is'.  In  the  srjue  way 
the  solid  qualities  of  the  modem  machine-tending  artisan 
are  rated  more  cheaply  than  the  lighter  virtues  of  the  medi- 
aeval handicraftsman.  This  is  partly  because  we  are  apt  to 
regard  as  commonplace  those  excellences  which  are  common 
in  our  own  time ;  and  to  overlook  the  fact  that  the  term 
"  unskilled  labourer  "  is  constantly  changing  its  meaning. 

5  2.     Very  backward  races  are  unable  to  keep  on  at  any  Skaied  and 

.  r  J   unakilled 

kind  of  work  for  a  long  time ;  and  even  the  simplest  forms  of  ubonr. 
what  we  regard  as  unskilled  work  is  skilled  work  relatively 
to  them ;   for  they  have  not   the   requisite  assiduity,  and 
they   can   acquire   it   only   by   a   long   course    of  training. 
But  where  education  is  universal,  an  occupation  may  fairly 
be  classed  as  unskilled,  though  it  requires  a  knowledge  of 
reading  and  writing.     Again,  in  districts  in  which  manufac-  Skill  with 
tures  have  long  been  domiciled,  a  habit  of  responsibility,  of  arefami- 
carefulness  and  promptitude  in  handling  expensive  machinery  oftendo 
and  materials  becomes  the  common  property  of  all ;  and  then  °^*/^®' 
much  of  the  work  of  tending  machinery  is  said  to  be  entirely  ^'^■ 
mechanical  and  unskilled,  and  to  call  forth  no  human  faculty 
that  is  worthy  of  esteem.     But  in  fact  it  is  probable  that  not 
one-tenth  of  the  present  populations  of  the  world  have  the 
mental  and  moral  faculties,  the  intelligence,  and  the  self- 
control  that  are  required  for  it :  perhaps  not  one-half  could 

^  In  this  connection  it  is  worth  while  to  notice  that  the  full  importance  of  an 
epoch-making  idea  is  often  not  perceived  in  the  generation  in  which  it  is 
made:  it  starts  the  thoughts  of  the  world  on  a  new  track,  but  the  change  of 
direction  is  not  obvious  until  the  turning-point  has  been  left  some  way  behind. 
In  the  same  way  the  mechanical  inventions  of  every  age  are  apt  to  be  underrated 
relatively  to  those  of  earlier  times.  For  a  new  discovery  is  seldom  fnlly  effective 
for  practical  purposes  till  many  minor  improvements  and  subsidiary  discoveries 
have  gathered  themselves  around  it:  an  invention  that  makes  an  epoch  is  very 
often  a  generation  older  than  the  epoch  which  it  makes.  Thus  it  is  that  each 
generation  seems  to  be  chiefly  occupied  in  working  ont  the  thonghts  of  the 
preceding  one ;  while  the  f nil  importance  of  its  own  thoughts  is  as  yet  not  clearly 
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be  made  to  do  the  work  well  by  steady  training  for  two 
generations.  Even  of  a  manufacturing  population  only  a  small 
part  are  capable  of  doing  many  of  the  tasks  that  appear  at 
first  sight  to  be  entirely  monotonous.  Machine-weaving,  for 
instance,  simple  as  it  seems,  is  divided  into  higher  and  lower 
grades ;  and  most  of  those  who  work  in  the  lower  grades  have 
not  "the  stuff  in  them"  that  is  required  for  weaving  with 
several  colours.  And  the  differences  are  even  greater  in 
industries  that  deal  with  hard  materials,  wood,  metals,  or 
ceramics. 

Some  kinds  of  manual  work  require  long-continued 
practice  in  one  set  of  operations,  but  these  cases  are  not 
very  common,  and  they  are  becoming  rarer :  for  machinery  is 
constantly  taking  over  work  that  requires  manual  skill  of  this 
kind.  It  is  indeed  true  that  a  general  command  over  the 
use  of  one's  fingers  is  a  very  important  element  of  industrial 
efficiency;  but  this  is  the  result  chiefly  of  nervous  strength, 
and  self-mastery.  It  is  of  course  developed  by  training,  but 
the  greater  part  of  this  may  be  of  a  general  character  and 
not  special  to  the  particular  occupation ;  just  as  a  good 
cricketer  soon  leams  to  play  tennis  well,  so  a  skilled  artisan 
can  often  move  into  other  trades  without  any  great  and 
lasting  loss  of  efficiency. 

Manual  skill  that  is  so  specialized  that  it  is  quite  in- 
capable of  being  transferred  from  one  occupation  to  another 
is  becoming  steadily  a  less  and  less  important  factor  in 
production.  Putting  aside  for  the  present  the  faculties  of 
artistic  perception  and  artistic  creation,  we  may  say  that 
what  makes  one  occupation  higher  than  another,  what  makes 
the  workers  of  one  town  or  country  more  efficient  than  those 
of  another,  is  chiefly  a  superiority  in  general  sagacity  and 
energy  which  is  not  specialized  to  any  one  trade. 

To  be  able  to  bear  in  mind  many  things  at  a  time,  to 
have  everything  ready  when  wanted,  to  act  promptly  and 
show  resource  when  anything  goes  wrong,  to  accommodate 
oneself  quickly  to  changes  in  details  of  the  work  done,  to  be 
steady  and  trustworthy,  to  have  always  a  reserve  of  force 
which  will  come  out  in  emergency,  these  are  the  qualities 
which  make  a  great  industrial  people.    They  are  not  peculiar 
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to  any  occupation,  but  are  wanted  in  all ;  and  if  they  cannot    book  iv. 
always  be  easily  transferred  from  one  trade  to  other  kindred        ' 
trades,  the  chief  reason  is  that  they  require  to  be  supple- 
mented by  some  knowledge  of  materials  and  familiarity  with 
special  processes. 

We  may  then  use  the  term  general  ability  to  denote  General 
those  faculties  and  that  general  knowledge  and  intelligence  fee/j^*"'" 
which  are  in  varying  degrees  the  common  property  of  all  "**^''y- 
the  higher  grades  of  industry :  while  that  manual  dexterity 
and  that  acquaintance  with  particular  materials  and  pro- 
cesses   which    are    required    for    the    special   purposes   of 
individual  trades  may  be  classed  as  specialized  ability. 

§  3.     General  ability  depends  largely  on  the  surroundings  The  causes 
of  childhood  and  youth.     In  this  the  first  and  far  the  most  mine  the 
powerful  influence  is  that  of  the  mother".     Next  comes  the  ^^enii'' 
influence  of  the  father,  of  other  children,  and  in  some  cases  ability, 
of  servants'.     As  years  pass  on  the  child  of  the  working  man  The  home, 
learns  a  great  deal  from  what  he  sees  and  hears  going  on 
around  him ;  and  when  we  inquire  into  the  advantages  for 
starting  in  life  which  children  of  the  well-to-do  classes  have 
over  those  of  artisans,  and  which  these  in  their  turn  have 
over  the  children  of  unskilled  labourers,  we  shall  have  to 
consider  these  influences  of  home  more  in  detail.     But   at 
present  we  may  pass  to  consider  the  more  general  influences 
of  school  education. 

Little  need  be  said  of  general  education ;    though  the  School, 
influence  even  of  that  on  industrial  efficiency  is  greater  than 

^  Accordijig  to  Mr  Galton  the  statement  that  all  great  men  have  had  great 
mothers  goes  too  far :  but  that  shows  only  that  the  mother's  influence  does  not 
outweigh  all  others;  not  that  it  is  not  greater  than  anyone  of  them.  He  says  that 
the  mother's  influence  is  most  easily  traceable  among  theologians  and  men  of 
science,  because  an  earnest  mother  leads  her  child  to  feel  deeply  about  great 
things ;  and  a  thoughtful  mother  does  not  repress,  but  encourages  that  childish 
curiosity  which  is  the  raw  material  of  scientiflc  habits  of  thought. 

^  There  are  many  fine  natures  among  domestic  servants.  But  those  who  live 
in  very  rich  houses  arei  apt  to  get  self-indulgent  habits,  to  overestimate  the  im- 
portance of  wealth,  and  generally  to  put  the  lower  aims  of  life  above  the  higher,  in 
a  way  that  is  not  common  with  independent  working  people.  The  company  in 
which  the  children  of  some  of  our  best  houses  spend  much  of  their  time,  is  less 
ennobling  than  that  of  the  average  cottage.  Yet  in  these  very  houses,  no  servant 
who  is  not  specially  qualified  is  allowed  to  take  charge  of  a  young  pointer  or 
a  young  horse. 
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it  appears.  It  is  true  that  the  children  of  the  working 
classes  must  very  often  leave  school,  when  they  have  but 
learnt  the  elements  of  reading,  writing,  arithmetic  and  draw- 
ing ;  and  it  is  sometimes  argued  that  part  of  the  little  time 
spent  on  these  subjects  would  be  better  given  to  practical 
work.  But  the  advance  made  during  school-time  is  im- 
portant not  so  much  on  its  own  account,  as  for  the  power 
of  future  advance  which  a  school  education  gives.  Reading 
and  writing  aflford  the  means  of  that  wider  intercourse 
which  leads  to  breadth  and  elasticity  of  mind,  and  which  is 
enabling  the  working  man  of  to-day  to  be  as  capable  a 
citizen  as  was  the  country  gentleman  of  last  century  \ 

The  absence  of  a  careful  general  education  for  the 
children  of  the  working  classes,  has  been  hardly  less  detri- 
mental to  industrial  progress  than  the  narrow  range  of 
the  old  grammar-school  education  of  the  middle  classes. 
Till  recently  indeed  it  was  the  only  one  by  which  the 
average  schoolmaster  could  induce  his  pupils  to  use  their 
minds  in  anything  higher  than  the  absorption  of  knowledge. 
It  was  therefore  rightly  called  liberal,  because  it  was  the 
best  that  was  to  be  had.  But  it  failed  in  its  aim  '  of 
familiarizing  the  citizen  with  the  great  thoughts  of  antiquity ; 
it  was  generally  forgotten  as  soon  as  school-time  was  over ; 
and  it  raised  an  injurious  antagonism  between  business  and 
culture.  Now  however  the  advance  of  knowledge  is  enabling 
us  to  use  science  and  art  to  supplement  the  curriculum  of 
the  grammar-school,  and  to  give  to  those  who  can  afford 
it  an  education  that  develops  their  best  faculties,  and  starts 
them  on  the  track  of  thoughts  which  will  most  stimulate  the 
higher  activities  of  their  minds  in  after-life. 

But  while  a  truly  liberal  general  education  adapts  the 
mind  to  use  its  best  faculties  in  business  and  to  use  business 
itself  as  a  means  of  increasing  culture,  it  does  not  concern 
itself  with  the  details  of  particular  trades.  That  task  is  left 
for  technical  education. 

^  It  is  true  that  learning  to  spell  does  not  educate  the  faculties  to  any  consider- 
able extent,  and  that  the  time  spent  on  it  is  nearly  wasted.  If  spelling  and  pro- 
nunciation could  be  brought  into  harmony  in  the  English  language,  as  they  are  in 
most  other  languages,  children  would,  it  has  been  estimated,  be  able  to  read 
fluently  a  year  earlier  than  they  can  now. 
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§  4  Technical  education  has  in  like  manner  raised  its  aims  book  tt. 
in  recent  years.  It  used  to  mean  little  more  than  imparting  — — ' 
that  manual  dexterity  and  that  elementary  knowledge  of  ^^^^^ 
machinery  and  processes  which  an  intelligent  lad  quickly 
picks  up  for  himself  when  his  work  has  begun ;  though  if  he 
has  learnt  it  beforehand,  he  can  perhaps  earn  a  few  shillings 
more  at  starting  than  if  he  had  been  quite  ignorant.  But 
such  so-called  education  does  not  develop  faculties;  it 
rather  hinders  them  from  being  developed.  A  lad,  who  has 
picked  up  the  knowledge  for  himself  has  educated  himself  by 
so  doing;  and  he  is  likely  to  make  better  progress  in  the 
future  than  one  who  has  been  taught  in  a  school  of  this  old- 
fashioned  kind.  Technical  education  is  however  outgi-owing 
its  mistakes;  and  is  aiming,  firstly,  at  giving  a  general 
command  over  the  use  of  eyes  and  fingers'  (though  there 
are  signs  that  this  work  is  being  taken  over  by  general 
education,  to  which  it  properly  belongs);  and  secondly  at 
imparting  artistic  skill  and  knowledge,  and  methods  of  in- 
vestigation, which  are  useful  in  particular  occupations,  but 
are  seldom  properly  acquired  in  the  course  of  practical  work'. 

'  Aa  Mr  Nasmyth  says,  if  a  lad  having  dropped  two  peas  at  random  on  a  table, 
can  readilj  put  a  third  pea  midway  in  a  line  between  them,  he  is  on  the  way  to 
become  a  good  mechanic.  Command  over  eye  and  hand  is  gained  in  the  ordinary 
English  games,  no  less  than  in  the  playful  work  of  the  Kinder-garten.  Drawing 
has  always  been  on  the  border  line  between  work  and  play. 

'  Continental  systems  of  technical  education  give  habits  of  order,  assiduity  and 
docility,  they  store  the  mind  with  useful  information ;  and  the  German  system,  in 
particular,  has  produced  a  race  of  men  who  are  better  fitted  in  some  respects  to 
do  the  work  required  of  the  middle  ranks  of  industry  than  any  that  the  world  has 
ever  seen.  Aided  by  their  knowledge  of  modern  languages  German  clerks,  com- 
mercial agents  and  scientific  advisers  are  gaining  ground  in  many  countries, 
partly  no  doubt  because  they  have  more  energy  than  most  of  their  countrymen 
who  have  stayed  at  home.  They  also  make  excellent  administrators  nnder 
Government,  and  that  is  a  chief  reason  why  business  under  the  control  of  Govern- 
ment compares  so  much  more  favourably  with  that  under  private  management 
in  Germany  than  in  England.  But  the  balance  of  evidence  seems  to  show  that 
the  German  system,  excellent  as  it  is  in  many  ways,  is  not  in  all  respects  well 
suited  for  developing  that  daring  energy  and  restless  enterprise  which  go  to  the 
root  of  the  hardest  difficulties.  For  this  purpose  the  existing  English  system 
is  already  superior  in  some  respects;  and  its  deficiencies,  though  still  great,  are 
rapidly  being  filled  up. 

On  the  whole  we  may  say  that  at  present  England  is  very  much  behindhand 
aa  regards  the  provision  for  the  commercial  as  well  as  the  technical  education 
of  the  proprietors  and  principal  managers  of  industrial  works ;  but  that,  chiefly 
through  the  inflaence  of  the  Science  and  Art  Department  of  South   Kensington, 
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According  to  the  best  English  opinions,  technical  educa- 
tion for  the  higher  ranks  of  industry  should  keep  the  aim  of 
developing  the  faculties  almost  as  constantly  before  it  as 
general  education  does.  It  should  rest  on  the  same  basis 
as  a  thorough  general  education,  but  should  go  on  to  work 
out  in  detail  special  branches  of  knowledge  for  the  benefit  of 
particular  trades'.  Our  aim  should  be  to  add  the  scientific 
training  in  which  the  countries  of  Western  Europe  are  ahead 
of  us  to  that  daring  and  restless  energy  and  those  practical 
instincts,  which  seldom  flourish  unless  the  best  years  of 
youth  are  spent  in  the  workshop;  recollecting  always  that 
whatever  a  youth  learns  for  himself  by  direct  experience  in 
well-conducted  works,  teaches  him  more  and  stimulates  his 
mental  activity  more  than  if  it  were  taught  him  by  a  master 
in  a  technical  school  with  model  instruments'. 

The  old  apprenticeship  system  is  not  exactly  suited  to 
modern  conditions  and  it  has  fallen  into  disuse ;  but  a  sub- 
elementary  (or  lower  secondary)  scientific  and  technical  education  covers  a  wider 
area  in  this  than  in  any  other  country.  Unfortunately,  however,  these  advantages 
are  prevented  from  being  turned  to  the  best  account  by  the  still  backward  condi- 
tion of  our  elementary  schools.  Compare  Sir  Bemhard  Samnelson's  Preface  to 
Mr  Montague's  excellent  summary  of  the  Beport  of  the  Commission  on  Technical 
Education. 

1  See  the  Seport  1884  of  the  Commissionera  on  Technical  Instruction,  Vol.  i. 
pp.  506,  514,  also  the  opinions  of  Sir  Lowthian  Bell,  Prof.  Huxley,  Dr  Siemens 
and  others  in  Vol.  m.  of  the  Beport,  also  Scott  Bussell's  Technical  Education. 
See  also  the  various  pnbhcations  of  the  National  Association  for  the  Promotion  of 
Technical  Education.  One  of  the  weakest  points  of  technical  education  is  that  it 
does  not  educate  the  sense  of  proportion  and  the  desire  for  simplicity  of  detail. 
The  English,  and  to  an  even  greater  extent,  the  Americans,  have  acquired  in 
actual  business  the  faculty  of  rejecting  intricacies  in  machinery  and  processes, 
which  are  not  worth  what  they  cost,  and  practical  instinct  of  this  kind  often 
enables  them  to  succeed  in  competition  with  Continental  rivals  who  are  much 
better  educated. 

>  A  good  plan  is  that  of  spending  the  six  winter  months  of  several  years  after 
leaving  school  in  learning  science  in  College,  tmd  the  six  summer  months  as 
articled  pupils  in  large  workshops.  The  present  writer  introduced  this  plan  several 
years  ago  at  University  College,  Bristol,  and  it  has  also  been  adopted  in  Japan. 
(See  the  Beport  above  quoted.  Vol.  m.  p.  140.)  But  it  has  practical  difficulties 
which  can  be  overcome  only  by  the  cordial  and  generous  co-operation  of  the 
heads  of  large  firms  with  the  College  authorities.  Another  excellent  plan  is  that 
adopted  in  the  school  attached  to  the  works  of  Messrs  Mather  and  Piatt  at 
Manchester.  "  The  drawings  made  in  the  school  are  of  work  actually  in  progress 
in  the  shops.  One  day  the  teacher  gives  the  necessary  explanations  and  calcula- 
tions, and  the  next  day  the  scholars  see,  as  it  were  on  the  anvil,  the  very  thing 
which  has  been  the  subiect  of  his  lecture." 
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stitute  for  it  is  wanted.     Within  the  last  few  years  many  of  book  iv. 

the  ablest  manufacturers  have  begun  to  set  the  fashion  of     _! ' 

making  their  sons  work  through  every  stage  in  succession  of 
the  business  they  will  ultimately  have  to  control ;  but  this 
splendid  education  can  be  had  only  by  a  few.  So  many  and 
various  are  the  branches  of  any  great  modern  industry  that 
it  would  be  impossible  for  the  employers  to  undertake,  as 
they  used  to  do,  that  every  youth  committed  to  their  care 
should  learn  all ;  and  indeed  a  lad  of  ordinary  ability  would 
be  bewildered  by  the  attempt.  But  it  does  not  seem  impracti-  and  their 
cable  to  revive  the  apprenticeship  syistem  in  a  modified  form\  future. 

The    great   epoch-making   inventions   in  industry  came  inventions 
till    recently  almost   exclusively    from   England.     But   now  ™a  otter 
other  nations  are  joining  in  the  race.     The  excellence  of '^™*"*°- 
the  common  schools  of  the  Americans,  the  variety  of  their 
lives,  the  interchange  of  ideas  between  different  races  among 
them,  and  the  peculiar  conditions  of  their  agriculture  have 
developed  a  restless  spirit  of  inquiry ;  while  technical  educa- 
tion is  now  being  pushed  on  with  great  vigour".     On  the 
other  hand,  the  diffusion  of  scientific  knowledge  among  the 
middle  and  even  the  working  classes  of  Germany,  combined 

^  The  employer  binds  himself  to  see  that  the  apprentice  is  thoroughly  taught 
in  the  workshop  all  the  subdivisions  of  one  great  division  of  his  trade,  instead  of 
letting  him  learn  only  one  of  these  subdivisions,  as  too  often  happens  now.  The 
apprentice's  training  would  then  often  be  as  broad  as  if  he  had  been  taught  the 
whole  of  the  trade  as  it  existed  a  few  generations  ago ;  and  it  might  be  supple* 
mented  by  a  theoretical  knowledge  of  all  branches  of  the  trade,  acquired  in  a 
technical  school.  Something  resembling  the  old  apprenticeship  system  has  recently 
come  into  vogue  for  young  Englishmen  who  desire  to  learn  the  business  of  fanning 
under  the  peculiar  conditions  of  a  new  country :  and  there  are  some  signs  that  the 
plan  may  be  extended  to  the  business  of  farming  in  this  country,  for  which  it  is  in 
many  respects  admirably  adapted.  But  there  remains  a  great  deal  of  education 
suitable  to  the  farmer  and  to  the  farm-labourer  which  can  best  be  given  in  agricul- 
tural colleges  and  dairy  schools. 

Meanwhile  many  great  agencies  for  the  technical  education  of  adults  are  being 
rapidly  developed,  such  as  public  exhibitions,  trade  associations  and  congresses, 
and  trade  journals.  Each  of  them  has  its  own  work  to  do ;  in  agriculture  and 
some  other  trades  the  greatest  aid  to  progress  is  perhaps  found  in  public  shows ; 
but  those  industries  which  are  more  advanced  and  in  the  hands  of  persons  of 
studious  habits  owe  more  to  the  diffusion  of  practical  and  scientific  knowledge  by 
trade  journals,  which,  aided  by  changes  in  the  methods  of  industry  and  also  in  its 
social  conditions,  are  breaking  up  trade  secrets  and  helping  men  of  small  means 
in  competition  with  their  richer  rivals. 

2  The  splendid  Massachusetts  Institute  of  Technology  is  nnder  the  direction  of 
the  economist,  General  Walker. 
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with  their  familiarity  with  modem  languages  and  then- 
habits  of  travelling  in  pursuit  of  instruction,  has  enabled 
them  to  keep  up  with  English  and  American  mechanics  and 
to  take  the  lead  in  many  of  the  applications  of  chemistry  to 
business'. 

§  5.  It  is  true  that  there  are  many  kinds  of  work 
which  can  be  done  as  efficiently  by  an  uneducated  as 
by  an  educated  workman:  and  that  the  higher  branches 
of  education  are  of  little  direct  use  except  to  employers 
and  foremen  and  a  comparatively  small  number  of  artisans. 
But  a  good  education  confers  great  indirect  benefits  even 
on  the  ordinary  workman.  It  stimulates  his  mental  activity ; 
it  fosters  in  him  a  habit  of  wise  inquisitiveness ;  it  makes 
him  more  intelligent,  more  ready,  more  trustworthy  in  his 
ordinary  work ;  it  raises  the  tone  of  his  life  in  working  hours 
and  out  of  working  hours;  it  is  thus  an  important  means 
towards  the  production  of  material  wealth ;  at  the  same  time 
that,  regarded  as  an  end  in  itself,  it  is  inferior  to  none  of 
those  which  the  production  of  material  wealth  can  be  made 
to  subserve. 

We  must  however  look  in  another  direction  for  a  part, 
perhaps  the  greater  part,  of  the  immediate  economic  gain 
which  the  nation  may  derive  from  an  improvement  in 
the  general  and  technical  education  of  the  mass  of  the 
people.  We  must  look  not  so  much  at  those  who  stay 
in  the  rank  and  file  of  the  working  classes,  as  at  those 
who  rise  from  a  humble  birth  to  join  the  higher  ranks 
of  skilled  artisans,  to  become  foremen  or  employers,  to 
advance  the  boundaries  of  science,  or  possibly  to  add  to 
the  national  wealth  in  art  and  literature. 

The  laws  which  govern  the  birth  of  genius  are  in- 
scrutable. It  is  probable  that  the  percentage  of  children 
of  the  working  classes  who  are  endowed  with  natural 
abilities  of  the  highest  order  is  not  so  great  as  that  of  the 

1  The  heads  of  almost  every  progressive  firm  on  the  Continent  have  carefully 
studied  processes  and  machinery  in  foreign  lands.  The  Enghsh  are  great 
travellers ;  bnt  partly  perhaps  on  account  of  their  ignorance  of  other  languages 
they  seem  hardly  to  set  enough  store  on  the  technical  education  that  can  be 
gained  by  the  wise  nse  of  travel.  See  the  Report  quoted  above.  Vol.  i.  p.  281  and 
passim. 
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children   of  people   who   have   attained   or   have  inherited    book  it. 
a  higher  position  in  society.     But  since  the  manual  labour      _! — ' 
classes  are   four  or  five   times   as  numerous  as  all   other  ^°^^^ 
classes  put  together,  it  is  not  unlikely  that  more  than  half  «ia8ses,ana 
the  best  natural  genius  that  is  born  into  the  country  belongs  runs  to 
to  them;  and  of  this  a  great  part  is  fruitless  for  want  of 
opportunity.     There   is   no   extravagance   more    prejudicial 
to  the  growth  of  national  wealth  than  that  wasteful  negli- 
gence   which   allows   genius   that   happens   to   be   born    of 
lowly  parentage  to  expend  itself  in  lowly  work.     No  change 
would   conduce   so   much    to  a   rapid  increase  of  material 
wealth  as  an  improvement  in  our  schools,  and  especially  those 
of  the   middle    grades,   provided   it   is   combined   with   an 
extensive  system  of  scholarships,  which  will  enable  the  clever 
son  of  a  working  man  to  rise  gradually  from  school  to  school 
till  he  had  the  best  theoretical  and  practical  education  which 
the  age  can  give. 

To  the  abilities  of  children  of  the  working  classes  may 
be  ascribed  the  greater  part  of  the  success  of  the  free 
towns  in  the  Middle  Ages  and  of  Scotland  in  recent  times. 
Even  within  England  itself  there  is  a  lesson  of  the  same 
kind  to  be  learnt :  progress  is  most  rapid  in  those  parts  of 
the  country  in  which  the  gjreatest  proportion  of  the  leaders 
of  industry  are  the  sons  of  working  men.  For  instance,  the 
beginning  of  the  manufacturing  era  found  social  distinctions 
more  closely  marked  and  more  firmly  established  in  the  South 
than  in  the  North  of  England.  In  the  South  something  of  a 
spirit  of  caste  has  held  back  the  working  men  and  the  sons 
of  working  men  from  rising  to  posts  of  command;  and  the 
old  established  families  have  been  wanting  in  that  elasticity 
and  freshness  of  mind  which  no  social  advantages  can  supply, 
and  which  comes  only  from  natural  gifts.  This  spirit  of 
caste,  and  this  deficiency  of  new  blood  among  the  leaders  of 
industry,  have  mutually  sustained  one  another ;  and  there 
are  not  a  few  towns  in  the  South  of  England  whose  decadence 
within  living  memory  can  be  traced  in  a  great  measure  to 
this  cause. 

§  6.     Education  in  art  stands  on  a  somewhat   dififerent  Education 
footing  from  education  in  hard  thinking :  for  while  the  latter 
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BOOK  IV.  nearly'  always  strengthens  the  character,  the  former  not 
unfrequently  fails  to  do  this.  Nevertheless  the  development 
of  the  artistic  faculties  of  the  people  is  in  itself  an  aim 
of  the  very  highest  importance,  and  is  becoming  a  chief 
factor  of  industrial  efficiency. 

We  are  here  concerned  almost  exclusively  with  those 
branches  of  art  which  appeal  to  the  eye.  For  though 
literature  and  music  contribute  as  much  and  more  to  the 
fulness  of  life,  yet  their  development  does  not  directly  afifect, 
and  does  not  depend  upon,  the  methods  of  business,  the 
processes  of  manufacture  and  the  skill  of  artisans. 
Among  The  artisan  of  Europe  in  the  Middle  Ages,  and  of  eastern 

who  countries  now,  has  perhaps  obtained  credit  for  more  origin- 

theS^bits  ality  than  he  has  really  possessed.  Eastern  carpets,  for 
slowly,  instance,  are  full  of  grand  conceptions :  but  if  we  examine 
guided  a  great  many  examples  of  the  art  of  any  one  place, 
matored  selected  perhaps  from  the  work  of  several  centuries,  we 
mstincts,  Qf(.gj^  fjj^j  ygjy  little  variety  in  their  fundamental  ideas. 
In  fact  every  designer  in  a  primitive  age  is  governed 
by  precedent :  only  very  daring  people  depart  from  it ; 
even  they  do  not  depart  far,  and  their  innovations 
are  subjected  to  the  test  of  experience,  which,  in  the 
long  run,  is  infallible.  For  though  the  crudest  and  most 
ridiculous  fashions  in  art  and  in  literature  will  be  accepted 
by  the  people  for  a  time  at  the  bidding  of  their  social 
superiors,  nothing  but  true  artistic  excellence  has  enabled 
a  ballad  or  a  melody,  a  style  of  dress  or  a  pattern  of 
furniture  to  retain  its  popularity  among  a  whole  nation 
for  many  generations  together.  Those  innovations,  then, 
which  were  inconsistent  with  the  true  spirit  of  art  were 
suppressed,  and  those  that  were  on  the  right  track  were 
retained,  and  became  the  starting-point  for  further  pro- 
gress; and  thus  traditional  instincts  played  a  great  part 
in  preserving  the  purity  of  the  industrial  arts  in  Oriental 
countries,  and  to  a  less  extent  in  mediaeval  Europe.  But 
in  the  modem  era  of  rapid  changes^some  caused  by 
fashion  and  some  by  the  beneficial  movements -of  indus- 
trial and  social  progress — everyone  feels  free  to  make  a 
new  departure,  everyone  has   to  rely  in  the  main  on  his 
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own  resources :  there  is  no  slowly  matured  public  criticism    book  it. 
to  guide  him.  -1 — ' 

But  this  is  not  the  only,  perhaps  not  the  chief  dis-  and  often 
advantage  under  which  artistic  design  labours  in  our  own  a\'™e 
age.  There  is  no  good  reason  for  believing  that  the  children  »•»"*  °* 
of  ordinary  workmen  in  the  Middle  Ages  had  more  power  of  genins. 
artistic  origination  than  those  of  ordinary  village  carpenters 
or  blacksmiths  of  to-day ;  but  if  one  among  ten  thousand 
happened  to  have  genius,  it  found  vent  in  his  work  and 
was  stimulated  by  the  competition  of  the  gilds  and  in 
other  ways.  But  the  modern  artisan  is  apt  to  be  occupied 
in  the  management  of  machinery ;  and  though  the  faculties 
which  he  develops  may  be  more  solid  and  may  help  more 
in  the  long  run  towards  the  highest  progress  of  the  human 
race,  than  did  the  taste  and  fancy  of  his  mediaeval  pre- 
decessor, yet  they  do  not  contribute  directly  towards  the 
prog;ress  of  art.  And  if  he  should  find  in  himself  a  higher 
order  of  ability  than  among  his  fellows,  he  will  probably 
endeavour  to  take  a  leading  part  in  the  management  of  a 
trades-union  or  some  other  society,  or  to  collect  together  a 
little  store  of  capital  and  to  rise  out  of  that  trade  in  which 
he  was  educated.  These  are  not  ignoble  aims;  but  his 
ambition  would  perhaps  have  been  nobler  and  more  fruitful 
of  good  to  the  world,  if  he  had  stayed  in  his  old  trade  and 
striven  to  create  works  of  beauty  which  should  live  after  he 
had  gone. 

It  must  however  be  admitted  that  he  would  have  great  But  in 
difficulties  in  doing  this.      The  shortness  of  the  time  which  ^me™ 
we  allow  ourselves  for  changes  in  the  arts  of  decoration  is  design  is 

°        _  almost 

scarcely  a  greater  evil  than  the  width  of  the  area  of  the  world  limited  to 
over  which  they  are  spread  ;  for  that  causes  a  further  distrac-  profession ; 
tion  of  the  hasty  and  hurried  efforts  of  the  designer,  by  com- 
pelling him  to  be  always  watching  the  world  movements  of 
the  supply  of  and  demand  for  art  products.  This  is  a  task 
for  which  the  artisan,  who  works  with  his  own  hands, 
is  not  well  fitted ;  and  in  consequence  now-a-days  the 
ordinary  artisan  finds  it  best  to  follow  and  not  to  lead. 
Even  the  supreme  skill  of  the  Lyons  weaver  shows  itself 
now  almost   exclusively  in  an  inherited  power  of  delicate 
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_; '     him  to  carry  out  pei-fectly  the  ideas  of  professional  designers. 

which  is  Increasing  wealth  is  enabling  people  to  buy  things  of  all 

pa^ court  kinds  to  suit  the  fancy,  with  but  a  secondary  regard  to  their 
to  fashion,  powers  of  wearing ;  so  that  in  all  kinds  of  clothing  and  furni- 
ture it  is  every  day  more  true  that  it  is  the  pattern  which 
sells  the  things.  And,  so  great  is  the  hold  which  French 
taste  has  on  the  average  consumer,  that  many  English  manu- 
facturers who  hold  their  own  against  the  world  would,  it  is 
said,  be  driven  out  of  the  market  if  they  had  to  depend  on 
English  patterns.  This  is  however  partly  due  to  the  fact  that 
Paris  having  got  the  lead  in  fashions,  a  Parisian  design  is 
likely  to  be  in  harmony  with  the  coming  fashions  and  to  sell 
better  than  a  design  of  equal  intrinsic  worth  from  elsewhere'. 
It  is  probably  true,  though  opinion  is  still  somewhat 
divided  on  the  subject,  that  schools  of  artistic  design  are  not 
so  urgently  needed  in  England,  as  a  more  efficient  and  cheaper 
system  of  popular  education  in  art  proper.  For  in  this  re- 
spect perhaps  more  than  any  other,  the  child  of  the  English 
workman  has  less  opportunities  than  his  continental  rivals, 
and  especially  those  of  France.  If  we  could  secure  that  all 
who  have  a  natural  turn  for  it  should  receive  a  fairly  good 
education  in  art  proper,  the  applications  of  art  to  design  and 
decoration  might  perhaps  be  left  pretty  much  to  take  care  of 
themselves''. 

'  French  designers  find  it  best  to  live  in  Paris :  if  they  stay  for  long  out  of 
contact  with  the  central  movements  of  fashion  they  seem  to  fall  behindhand. 
Most  of  them  have  been  educated  as  artists,  bat  have  faUed  of  their  highest 
ambition.  It  is  only  in  exceptional  cases,  as  for  instance  for  the  Sevres  china, 
that  those  who  have  succeeded  as  artists  find  it  worth  their  while  to  design. 
Englishmen  can,  however,  hold  their  own  in  designing  for  Oriental  markets,  and 
there  is  evidence  that  the  Enghsh  are  at  least  equal  to  the  French  in  originality, 
though  they  are  inferior  in  quickness  in  seeing  how  to  group  forms  and  colours  so 
as  to  obtain  an  effective  result.  (See  the  Report  on  Techmcal  Education,  Vol.  i. 
pp.  256,  261,  324,  325  and  Vol.  in.  pp.  151,  152,  202,  203,  211  and  passim.)  It  is 
probable  that  the  profession  of  the  modem  designer  has  not  yet  risen  to  the  best 
position  which  it  is  capable  of  holding.  For  it  has  been  to  a  disproportionate 
extent  under  the  influence  of  one  nation ;  and  that  nation  is  one  whose  works  in 
the  highest  branches  of  art  have  seldom  borne  to  be  transplanted.  They  have 
indeed  often  been  applauded  and  imitated  at  the  time  by  other  nations,  but 
they  have  as  yet  seldom  struck  a  key-note  for  the  best  work  of  later  generations. 

^  The  highest  branches  of  art  escape  indeed  many  of  the  disadvantages  under 
which  artistic  design  labours  in  our  modem  age.    For  he  who  designs  a  picture 
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directly  to  the  supply  of  genius  m  art,  any  more  than  it  can     

in  science  or  in  business,  can  yet  save  much  natural  artistic 
genius  from  running  to  waste ;  and  it  is  called  on  to  do  this 
all  the  more  because  the  training  that  was  given  by  the  older 
forms  of  handicraft  can  never  be  revived  on  a  large  scale. 

§  7.  We  may  then  conclude  that  the  wisdom  of  ex-  Edncation 
pending  public  and  private  funds  on  education  is  not  to  be  i5,°est-''*' 
measured  by  its  direct  fruits  alone.  It  will  be  profitable  as  ™™*' 
a  mere  investment,  to  give  the  masses  of  the  people  much 
greater  opportunities  than  they  can  generally  avail  them- 
selves of.  For  by  this  means  many,  who  would  have  died 
unknown,  are  enabled  to  get  the  start  needed  for  bringing 
out  their  latent  abilities.  And  the  economic  value  of  one 
great  industrial  genius  is  sufficient  to  cover  the  expenses  of 
the  education  of  a  whole  town ;  for  one  new  idea,  such  as 
Bessemer's  chief  invention,  adds  as  much  to  England's  pro- 
ductive power  as  the  labour  of  a  hundred  thousand  men. 
Less  direct,  but  not  less  in  importance,  is  the  aid  given  to 
production  by  medical  discoveries  such  as  those  of  Jenner 
or  Pasteur,  which  increase  our  health  and  working  power ; 
and  again  by  scientific  work  such  as  that  of  mathematics  or 
biology,  even  though  many  generations  may  pass  away  before 
it  bears  visible  fruit  in  greater  material  well-being.  All  that 
is  spent  during  many  years  in  opening  the  means  of  higher 
education  to  the  masses  would  be  well  paid  for  if  it  called 
out  one  more  Newton  or  Darwin,  Shakespeare  or  Beethoven. 

There  are  few  practical  problems  in  which  the  economist 
has  a  more  direct  interest  than  those  relating  to  the  princi- 
ples on  which  the  expense  of  the  education  of  children  should 
be  divided  between  the  State  and  the  parents.     But  we 

executes  it  with  his  own  hands;  there  is  not  in  painting  nor  even  in  scnlptore 
that  divorce  between  design  and  technical  familiaritj  with  the  material  which  is 
so  great  an  obstacle  to  the  progress  of  oor  metal  and  wood  work. 

But  the  painters  themselves  have  pnt  on  record  in  the  portrait-galleries  the 
fact  that  in  mediseval  times,  and  even  later,  their  art  attracted  a  larger  share  of 
the  best  intellect  than  it  does  now ;  when  the  ambition  of  yontb  is  tempted  by  the 
excitement  of  modem  business,  when  its  zeal  for  imperishable  achievements  finds 
a  noble  field  in  the  romantic  discoveries  of  modem  science,  and,  lastly,  when  a 
great  deal  of  excellent  talent  is  insensibly  diverted  from  high  aims  by  the  ready 
pay  to  be  got  by  hastily  writing  half-thoughts  for  periodical  literatnre. 
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— "     and   the  will   of  the  parents   to  bear   their  share   of  the 

expense,  whatever  it  may  be. 
and  a  duty  Most  parents  are  willing  enough  to  do  for  their  children 
what  their  own  parents  did  for  them ;  and  perhaps  even 
to  go  a  little  beyond  it  if  they  find  themselves  among 
neighbours  who  happen  to  have  a  rather  higher  standard. 
But  to  do  more  than  this  requires,  in  addition  to  the  moral 
qualities  of  unselfishness  and  a  warmth  of  affection  that 
are  perhaps  not  rare,  a  certain  habit  of  mind  which  is  as  yet 
not  very  common.  It  requires  the  habit  of  distinctly  rea- 
lizing the  future,  of  regarding  a  distant  event  as  of  nearly 
the  same  importance  as  if  it  were  close  at  hand  (discounting 
the  future  at  a  low  rate  of  interest) ;  this  habit  is  at  once  a 
chief  product  and  a  chief  cause  of  civilization,  and  is  seldom 
fully  developed  except  among  the  middle  and  upper  classes 
of  the  more  cultivated  nations. 
Mobility  g  Q_     Parents  generally  bring  up  their  children  to  bccu- 

grades  and  pations  in  their  own  grade,  and  therefore  the  total  supply  of 
grades.  labour  in  any  grade  in  one  generation  is  in  a  great  measure 
determined  by  the  numbers  in  that  grade  in  the  preceding 
generation,  yet  within  the  grade  itself  there  is  greater  mobi- 
lity. If  the  advantages  of  any  one  occupation  in  it  rise  above 
the  average,  there  is  a  quick  influx  of  youth  from  other 
occupations  into  the  grade.  The  vertical  movement  from  one 
grade  to  another  is  seldom  very  rapid  or  on  a  very  large 
scale ;  but,  when  the  advantages  of  a  grade  have  risen  rela- 
tively to  the  difficulty  of  the  work  required  of  it,  many  small 
streams  of  labour,  both  youthful  and  adult,  will  begin  to  flow 
towards  it ;  and  though  none  of  them  may  be  very  large,  they 
will  together  have  a  sufficient  volume  to  satisfy  before  long 
the  increased  demand  for  labour  in  that  grade. 
Provisional  We  must  defer  to  a  later  stage  a  fuller  discussion  of  the 
'  obstacles  which  the  conditions  of  any  place  and  time  oppose 
to  the  free  mobility  of  labour,  and  also  of  the  inducements 
which  they  offer  to  anyone  to  change  his  occupation  or  to 
bring  up  his  son  to  an  occupation  different  from  his  own. 
But  we  have  seen  enough  to  conclude  that,  other  things  being 
equal,  an  increase  in  the  earnings  that  are  to  be  got  by  labour 
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increases  its  rate  of  growth ;  or,  in  other  words,  a  rise  in  its  book  iv. 
demand  price  increases  the  supply  of  it.  If  the  state  of 
knowledge,  and  of  social  and  domestic  habits  be  given ;  then 
the  numbers,  if  not  vigour  of  the  people  as  a  whole,  and  in  a 
yet  greater  degree  the  numbers  of  any  trade  in  particular, 
may  be  said  to  have  a  supply  price  in  this  sense,  that  there 
is  a  certain  level  of  the  demand  price  which  will  keep  them 
stationary ;  that  a  higher  price  would  cause  them  to  increase, 
and  that  a  lower  price  would  cause  them  to  decrease'. 

1  Mill  was  so  much  impressed  by  the  difficnlties  that  beset  a  parent  iu  the 
attempt  to  bring  np  his  son  to  an  occupation  widely  different  in  character  from  his 
own,  that  he  said : — "  So  complete,  indeed,  has  hitherto  been  the  separation,  so 
strongly  marked  the  line  of  demarcation,  between  the  different  grades  of  labonrers, 
as  to  be  almost  equivalent  to  an  hereditai*y  distinction  of  caste ;  each  employment 
being  chiefly  reci'uited  from  the  children  of  those  already  employed  in  it,  or  in 
employments  of  the  same  rank  with  it  iu  social  estimation,  or  from  the  children 
of  persons  who,  if  originally  of  a  lower  rank,  have  succeeded  in  raising  themselves 
by  their  exertions.  The  liberal  professions  are  mostly  supplied  by  the  sons  of 
either  the  professional  or  the  idle  classes ;  the  more  highly  skilled  manual 
employments  are  filled  up  from  the  sons  of  skilled  artisans  or  the  class  of 
tradesmen  who  rank  with  them:  the  lower  classes  of  skilled  employments  are 
in  a  similar  case;  and  unskilled  labourers,  with  occasional  exceptions,  remain 
from  father  to  son  iu  their  pristine  condition.  Consequently  the  wages  of  each 
class  have  hitherto  been  regulated  by  the  increase  of  its  own  population,  rather  than 
that  of  the  general  population  of  the  country."  But  he  goes  on,  "  The  changes, 
however,  now  so  rapidly  taking  place  iu  usages  and  ideas  are  nndermining  all 
these  distinctions." 

His  prescience  has  been  vindicated  by  the  progress  of  change  since  he  wrote. 
The  broad  lines  of  division  which  he  pointed  out  have  been  almost  obliterated  by 
the  rapid  action  of  those  causes  which,  as  we  saw  earlier  in  the  chapter,  are 
reducing  the  amount  of  skill  and  ability  required  in  some  occupations  and 
increasing  it  in  others.  We  cannot  any  longer  regard  different  occupations  as 
distributed  among  four  great  planes;  but  we  may  perhaps  think  of  them  as 
resembling  a  long  flight  of  steps  of  unequal  breadth,  some  of  them  being  so  broad 
as  to  act  as  landing  stages.  Or  even  better  still  we  might  picture  to  ourselves  two 
flights  of  stairs,  one  representing  the  "  hard-handed  industries  "  and  the  other 
"  the  soft-handed  industries  " ;  because  the  vertical  division  between  these  two  is 
in  fuct  as  broad  and  as  clearly  marked  as  the  horizontal  division  between  any  two 
grades. 

Mill's  classification  had  lost  a  great  part  of  its  value  when  Caimes  adopted  it 
[Leading  Principles,  p.  72).  A  classification  more  suited  to  oar  existing  conditions 
is  offered  by  Mr  Giddings  [Political  Science  Qvarterly,  Vol.  u.  pp.  69 — 71).  It  is 
open  to  the  objection  that  it  draws  broad  lines  of  division  where  Nature  has  made 
no  broad  lines ;  but  it  is  perhaps  as  good  as  any  division  of  industry  into  four 
grades  can  be.  His  divisions  are  (i)  automatic  manual  lahour,  including  conunon 
labourers  and  machine  tenders ;  (ii)  responsible  manual  lahottr,  including  those  who 
can  be  entrusted  with  some  responsibility  and  labour  of  self-direction ;  (iii)  auto- 
matic brain  workers,  snch  as  bookkeepers,  and  (iv)  responsible  brain  workers, 
including  the  superintendents  and  directors. 
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§  1.  The  earliest  forms  of  wealth  were  probably  imple- 
ments for  hunting  and  fishing,  and  personal  ornaments ;  and, 
in  cold  countries,  clothing  and  huts'.  During  this  stage  the 
domestication  of  animals  began  ;  but  at  first  they  were  pro- 
bably cared  for  chiefly  for  their  own  sake,  because  they  were 
beautiful,  and  it  was  pleasant  to  have  them ;  they  were,  like 
articles  of  personal  ornament,  desired  because  of  the  immedi- 
ate gratification  to  be  derived  from  their  possession  rather 
than  as  a  provision  against  future  needs'.  Gradually  the 
herds  of  domesticated  animals  increased;  and  during  the 
pastoral  stage  they  were  at  once  the  pleasure  and  the  pride 
of  their  possessors,  the  outward  emblems  of  social  rank,  and 
by  far  the  most  important  store  of  wealth  accumulated  as  a 
provision  against  future  needs. 

As  numbers  thickened  and  the  people  settled  down  to 
agriculture,  cultivated  land  took  the  first  place  in  the  inven- 
tory of  wealth  ;  and  that  part  of  the  value  of  the  land  which 
was  due  to  improvements  (among  which  wells  held  a  con- 
spicuous place)  became  the  chief  element  of  capital,  in  the 

1  A  short  but  suggestive  study  of  the  growth  of  wealth  in  its  early  forms,  and 
of  the  arts  of  life,  is  given  in  Tylor's  Anthropology. 

*  Sagehot  (Economic  Studies,  pp.  163 — 5)  after  quoting  the  evidence  which 
Mr  Galton  has  collected  on  the  keeping  of  pet  animals  by  savage  tribes,  points 
out  that  we  find  here  a  good  illustration  of  the  fact  that  however  careless  a  savage 
race  may  be  for  the  future,  it  cannot  avoid  making  some  provision  for  it.  A  bow, 
a  fishing-net,  which  will  do  its  work  well  in  getting  food  for  to-day,  must  be  of 
service  for  many  days  to  come :  a  horse  or  a  canoe  that  will  carry  one  well  to-day, 
must  be  a  stored-up  source  of  many  future  enjoyments.  The  least  provident  of 
barbaric  despots  may  raise  a  massive  pile  of  buildings,  because  it  is  the  most 
palpable  proof  of  his  present  wealth  and  power. 
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domesticated  animals,  and  in  some  places  boats  and  ships ;      " 

but  the  implements  of  production,  whether  for  use  in  agri- 
culture or  in  domestic  manufactures,  remained  for  a  long 
time  of  little  value.    In  some  places,  however,  precious  stones 
and  the  precious  metals  in  various  forms  became   early  a 
leading  object  of  desire  and  a  recognized  means  of  hoarding 
wealth ;  while,  to  say  nothing  of  the  palaces  of  monarchs,  a 
large  part  of  social  wealth  in  many  comparatively  rude  civili- 
zations took  the  form  of  edifices  for  public  purposes,  chiefly 
religious,  and  of  roads  and  bridges,  of  canals  and  irrigation 
works.     For  many  thousands  of  years  these  remained  the  tJnta 
chief  forms  of  accumulated  wealth.     In  towns  indeed  houses  there  waa 
and  household  furniture  took  the  first  place,  and  stocks  ofofexpra- 
the  more  expensive  of  raw  materials  counted  for  a  good  deal ;  ^i™  *?.'?" 

A  _  _  o  '  of  auxiliary 

but  though  the  inhabitants  of  the  towns  had  often  more  capital, 
wealth  per  head  than  those  of  the  country,  their  total  numbers 
were  small ;  and  their  aggregate  wealth  was  very  much  less 
than  that  of  the  country.  During  all  this  time  the  only  trade 
that  used  very  expensive  implements  was  the  trade  of  carry- 
ing goods  by  water:  the  weaver's  looms,  the  husbandman's 
ploughs  and  the  blacksmith's  anvils  were  of  simple  construc- 
tion and  were  of  little  account  beside  the  merchant's  ships. 
But  in  the  eighteenth  century  England  inaugurated  the  era 
of  expensive  implements. 

The  implements  of  the  English  farmer  had  been  rising  Bat  in 
slowly  in  value  for  a  long  time  ;  but  the  progress  was  quick-  l^l^'they 
ened  in  the  eisrhteenth  century.     After  a  while  the  use  first  1^™  •?" 

o  •'  creased 

of  water  power  and  then  of  steam  power  caused  the  rapid  very  fast. 
substitution  of  expensive  machinery  for  inexpensive  hand 
tools  in  one  department  of  production  after  another.  As  in 
earlier  times  the  most  expensive  implements  were  ships  and 
in  some  cases  canals  for  navigation  and  irrigation,  so  now 
they  are  the  means  of  locomotion  in  general ; — railways  and 
tramways,  canals,  docks  and  ships,  telegraph  and  telephone 
systems  and  water- works :  even  gas-works  might  almost  come 
under  this  head,  on  the  ground  that  a  great  part  of  their 
plant  is  devoted  to  distributing  the  gas.  After  these  come 
mines   and    iron   and   chemical  works,  ship-building  yards, 
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BOOK  IV.    printing-presses,  and  other  large  factories  full  of  expensive 
machinery. 

On  whichever  side  we  look  we  find  that  the  progress  and 
diffusion  of  knowledge  are  constantly  leading  to  the  adoption 
of  new  processes  and  new  machinery  which  economize  human 
effort  on  condition  that  some  of  the  effort  is  spent  a  good 
while  before  the  attainment  of  the  ultimate  ends  to  which  it 
is  directed.  It  is  not  easy  to  measure  this  progress  exactly, 
because  many  modern  industries  had  no  counterpart  in  ancient 
times.  But  let  us  compare  the  past  and  present  conditions 
of  the  four  great  industries  the  products  of  which  have  not 
changed  their  general  character:  viz.  agriculture,  the  build- 
ing, the  cloth-making,  and  the  carrying  trades.  In  the  first 
two  of  these  hand  work  still  retains  an  important  place :  but 
even  in  them  there  is  a  great  development  of  expensive 
machinery.  Compare  for  instance  the  rude  implements  of 
an  Indian  Ryot  even  of  to-day  with  the  equipment  of  a  pro- 
gressive Lowland  farmer' ;  and  consider  the  brickmaking, 
mortar-making,  sawing,  planing,  moulding  and  slotting  ma- 
chines of  a  modem  builder,  his  steam  cranes  and  his  electric 
light.  And  if  we  turn  to  the  textile  trades,  or  at  least  to 
those  of  them  which  make  the  simpler  products,  we  find  each 
operative  in  early  times  content  with  implements  the  cost  of 
which  was  equivalent  to  but  a  few  months  of  his  labour; 
while  in  modem  times  it  is  estimated  that  for  each  man, 
woman  and  child  employed  there  is  a  capital  in  plant  alone 
of  about  £200,  or  say  the  equivalent  of  five  years'  labour. 

'  The  farm  implements  for  a  first  class  Byot  family,  inclnding  six  or  seven 
adnlt  males,  are  a  few  light  plonghs  and  hoes  chiefly  of  wood,  of  the  total  value  of 
abont  13  rupees  (Sir  Q.  Phear,  Aryan  Village,  p.  233)  or  the  equivalent  of  their 
work  for  about  a  month;  while  the  value  of  the  machineiy  alone  on  a  well 
equipped  large  modem  arable  farm  amounts  to  £3  an  acre  {Equipment  of  the 
Fai-m,  edited  by  J.  C.  Morton)  or  say  a  year's  work  for  each  person  employed. 
They  include  steam-engines,  trench,  subsoil  and  ordinary  ploughs,  some  to  be 
worked  by  steam  and  some  by  horse  power ;  various  grubbers,  harrows,  rollers, 
clod-crushers,  seed  and  manure  drills,  horse  hoes,  rakes,  hay-making,  mowing  and 
reaping  machines,  steam  or  horse  threshing,  chaff  cutting,  turnip  cutting,  hay- 
pressing  machines  and  a  multitude  of  others.  Meanwhile  there  is  an  increasing 
use  of  silos  and  covered  yards,  and  constant  improvements  in  the  fittings  of  the 
dairy  and  other  farm  buildings,  all  of  which  give  great  economy  of  effort  in  the 
long  run,  but  require  a  larger  share  of  it  to  be  spent  in  preparing  the  way  for  the 
direct  work  of  the  farmer  in  raising  agricultural  produce. 
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Again  the  cost  of  a  steam-ship  is  perhaps  equivalent  to  the    book  iv. 

labour  for  ten  years  or  more  of  those  who  work  her;  while      

a  capital  of  about  £900,000,000  invested  in  railways  in 
England  and  Wales  is  equivalent  to  the  work  for  perhaps 
twenty  years  of  the  300,000  people  employed  on  them. 

S  2.     As  civilization  has  progressed,  man  has  always  been  And  they 

J         1       ■  ^■  A  A  ■  are  likely 

developing  new  wants,  and  new  and  more  expensive  ways  to  continue 
of  g^tifying  them.  The  rate  of  progress  has  sometimes  been 
slow,  and  occasionally  there  has  even  been  a  great  retrograde 
movement ;  but  now  we  are  moving  on  at  a  rapid  pace  that 
grows  quicker  every  year ;  and  we  cannot  guess  where  it  will 
stop.  On  every  side  further  openings  are  sure  to  offer  them- 
selves, all  of  which  will  tend  to  change  the  character  of  our 
social  and  industrial  life,  and  to  enable  us  to  turn  to  account 
vast  stores  of  capital  in  providing  new  gratifications  and  new 
ways  of  economizing  effort  by  expending  it  in  anticipation  of 
distant  wants.  There  seems  to  be  no  good  reason  for  be- 
lieving that  we  are  anywhere  near  a  stationary  state  in 
which  there  will  be  no  new  important  wants  to  be  satisfied ; 
in  which  there  will  be  no  more  room  for  profitably  investing 
present  effort  in  providing  for  the  future,  and  in  which  the 
accumulation  of  wealth  will  cease  to  have  any  reward.  The 
whole  history  of  man  shows  that  his  wants  expand  with  the 
growth  of  his  wealth  and  knowledge  ^ 

1  For  instance,  improvements  which  have  recently  been  made  in  some  American 
cities  indicate  that  by  a  sufficient  outlay  of  capital  each  hoose  could  be  supplied 
with  what  it  does  require,  and  relieved  of  what  It  does  not,  much  more  effectively 
than  now,  so  as  to  enable  a  large  pEU't  of  the  population  to  live  in  towns  and  yet 
be  free  from  many  of  the  present  evils  of  town  lite.  The  first  step  is  to  make 
under  all  the  streets  large  tunnels,  in  which  many  pipes  and  wires  can  be  laid 
side  by  side,  and  repaired  when  they  get  out  of  order,  without  any  interruption 
of  the  genera]  traffic  and  without  great  expense.  Motive  power,  and  possibly 
even  heat,  might  then  be  generated  at  great  distances  from  the  towns  (in  some 
cases  in  coal-mines),  and  laid  on  wherever  wanted.  Soft  water  and  spring  water^ 
and  perhaps  even  sea  water  and  ozonized  air,  might  be  laid  on  in  separate  pipes 
to  nearly  every  house;  while  steam-pipes  might  be  used  for  giving  warmth  in 
winter,  and  compressed  air  for  lowering  the  heat  of  summer ;  or  the  heat  might 
be  supplied  by  gas  of  great  heating  power  laid  on  in  special  pipes,  while  light 
was  derived  from  gas  specially  suited  for  the  purpose  or  from  electricity;  and 
every  house  might  be  in  electric  communication  with  the  rest  of  the  town.  All 
unwholesome  vapours,  including  those  given  off  by  any  domestic  fires  which  were 
still  used,  might  be  carried  away  by  strong  draughts  through  long  conduits,  to 
be  purified  by  passing  through  large  furnaces  and  thence  away  through  huge 

M.  20 
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BOOK  IT.  And  with  the  growth  of  openings  for  the  investment  of 

— — '    capital  there  is  a  constant  increase  in  that  surplus  of  produc- 

^arthSe  *^°^  °^^^  *^®  necessaries  of  life,  which  gives  the  power  to  save. 

has  been      When  the  arts  of  production  were  rude,  there  was  very  little 

and  proba-  ^  _  '  •' 

biy  win  be  Surplus,  except  where  a  strong  ruling  race  kept  the  subject 
increase  in  masses  hard  at  work  on  the  bare  necessaries  of  life,  and 
toaclnmu-  where  the  climate  was  so  mild  that  those  necessaries  were 
****•  small  and  easily  obtained.     But  every  increase  in  the  arts 

of  production,  and  in  the  capital  accumulated  to  assist  and 
support  labour  in  future  production,  increased  the  surplus 
out  of  which  more  wealth  could  be  accumulated.  After  a 
time  civilization  became  possible  in  temperate  and  even  in 
cold  climates;  the  increase  of  material  wealth  was  possible 
under  conditions  which  did  not  enervate  the  worker,  and  did 
not  therefore  destroy  the  foundations  on  which  it  rested*. 
Thus  from  step  to  step  wealth  and  knowledge  have  grown, 
and  with  every  step  the  power  of  saving  wealth  and  extend- 
ing knowledge  has  increased. 
The  slow  §  3.     The  habit  of  distinctly  realizing  the  future  and 

develop-     providing  for  it  has  developed  itself  slowly  and  fitfully  in  the 
habit  rf**  course  of  man's  history.     Travellers  tell  us  of  tribes   who 
providing    might  double  their  resources  and  enjoyments  without  in- 
fnture.        Creasing  their  total  labour,  if  they  would  only  apply  a  little 
in  advance  the  means  that  lie  within  their  power  and  their 
knowledge ;  as,  for  instance,  by  fencing  in  their  little  plots  of 
vegetables  against  the  intrusion  of  wild  animals. 

But  even  this  apathy  is  perhaps  less  strange  than  the 
wastefulness  that  is  found  now  among  some  classes  in  our 
own  country.  Cases  are  not  rare  of  men  who  alternate  be- 
tween earning  two  or  three  pounds  a  week  and  being  reduced 
to  the  verge  of  starvation :  the  utility  of  a  shilling  to  them 
when  they  are  in  employment  is  less  than  that  of  a  penny 
when  they  are  out  of  it,  and  yet  they  never  attempt  to  make 

chimneys  into  the  higher  air.  To  carry  ont  sach  a  scheme  in  the  towns  of 
England  woold  reqaire  the  outlay  of  a  much  larger  capital  than  has  been  absorbed 
by  our  railways.  This  conjecture  as  to  the  ultimate  course  of  town  improvement 
may  be  wide  of  the  truth ;  but  it  serves  to  indicate  one  of  very  many  ways  in 
which  the  experience  of  the  past  foreshadows  broad  openings  for  investing  present 
effort  in  providing  the  means  of  satisfying  our  wants  in  the  future. 
1  Comp.  Bk.  L  Cai.  n. 
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provision  for  the  time  of  need'.     At  the  opposite  extreme    book  it. 

there  are  misers,  in  some  of  whom  the  passion  for  saving      J ' 

borders  on  insanity;  while,  even  among  peasant  proprietors 
and  some  other  classes,  we  meet  not  unfrequently  with  people 
who  carry  thrift  so  far  as  to  stint  themselves  of  necessaries, 
and  to  impair  their  power  of  future  work.  Thus  they  lose 
every  way :  they  never  really  enjoy  life ;  while  the  income 
which  their  stored-up  wealth  brings  them  is  less  than  they 
would  have  got  from  the  increase  of  their  earning  power,  if 
they  had  invested  in  themselves  the  wealth  that  they  have 
accumulated  in  a  material  form. 

In  India,  and  to  a  less  extent  in  Ireland,  we  find  people 
who  do  indeed  abstain  from  immediate  enjoyment  and  save 
up  considerable  sums  with  great  self-sacrifice,  but  spend  all 
their  savings  in  lavish  festivities  at  funerals  and  marriages. 
They  make  intermittent  provision  for  the  near  future,  but 
scarcely  any  permanent  provision  for  the  distant  future :  the 
great  engineering  works  by  which  their  productive  resources 
have  been  so  much  increased,  have  been  made  chiefly  with 
the  capital  of  the  much  less  self-denying  race  of  Englishmen. 

Thus  the  causes  which  control  the  accumulation  of  wealth 
differ  widely  in  different  countries  and  different  ages.  They 
are  not  quite  the  same  among  any  two  races,  and  perhaps 
not  even  among  any  two  social  classes  in  the  same  race. 
They  depend  much  on  social  and  religious  sanctions ;  and  it 
is  remarkable  how,  when  the  binding  force  of  custom  has 
been  in  any  degree  loosened,  differences  of  personal  character 
will  cause  neighbours  brought  up  under  like  conditions  to 
differ  from  one  another  more  widely  and  more  frequently  in 
their  habits  of  extravagance  or  thrift  than  in  almost  any 
other  respect. 

S  4.     The  thriftlessness  of  early  times  was  in  a  great  Security  as 

•'  •  1  1  1  1     "  condition 

measure  due  to  the  want  of  security  that  those  who  made  of  saving, 
provision  for  the  future  would  enjoy  it :  only  those  who  were 
already  wealthy  were  strong  enough  to  hold  what  they  had 
saved ;  the  laborious  and  self-denying  peasant  who  had  heaped 
up  a  little  store  of  wealth  only  to  see  it  taken  from  him  by  a 

^  They  "disconnt"  future  benefits  (comp.  Book  m.  ch.  T.  §  3)  at  the  rate  of 
many  thousands  per  cent,  per  annnm. 
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stronger  hand,  was  a  constant  warning  to  his  neighbours  to 
enjoy  their  pleasure  and  their  rest  when  they  could.  The 
border  country  between  England  and  Scotland  made  little 
progress  so  long  as  it  was  liable  to  incessant  forays;  there 
was  very  little  saving  by  the  French  peasants  in  the  last 
century  when  they  could  escape  the  plunder  of  the  tax- 
gatherer  only  by  appearing  to  be  poor,  or  by  Irish  cottiers, 
who,  on  many  estates,  even  a  generation  ago,  were  compelled 
to  follow  the  same  course  in  order  to  avoid  the  landlords' 
claims  of  exorbitant  rents. 

Insecurity  of  this  kind  has  nearly  passed  away  from  the 
civilized  world.  But  we  are  still  suflfering  in  England  from 
the  effects  of  the  Poor-law  which  ruled  at  the  beginning  of 
the  century,  and  which  introduced  a  new  form  of  insecurity 
for  the  working  classes.  For  it  arranged  that  part  of  their 
wages  should,  in  effect,  be  given  in  the  form  of  poor  relief; 
and  that  this  should  be  distributed  among  them  in  inverse 
proportion  to  their  industry  and  thrift  and  forethought,  so 
that  many  thought  it  foolish  to  make  provision  for  the  future. 
The  traditions  and  instincts  which  were  fostered  by  that  evil 
experience  are  even  now  a  great  hindrance  to  the  progress  of 
the  working  classes;  and  the  principle  which  nominally  at 
least  underlies  the  present  Poor-law,  that  the  State  should 
take  account  only  of  destitution  and  not  at  all  of  merit,  acts 
in  the  same  direction  though  with  less  force. 

Insecurity  of  this  kind  also  is  being  diminished:  the 
growth  of  enlightened  views  as  to  the  duties  of  the  State 
and  of  private  persons  towards  the  poor,  is  tending  to  make 
it  every  day  more  true  that  those  who  have  helped  them- 
selves and  endeavoured  to  provide  for  their  own  future  will 
be  cared  for  by  society  better  than  the  idle  and  the  thought- 
less. But  the  progress  in  this  direction  remains  slow,  and 
there  remains  much  to  be  done  yet. 

§  5.  The  growth  of  a  money-economy  and  of  modem 
habits  of  business  does  indeed  hinder  the  accumulation  of 
wealth  by  putting  new  temptations  in  the  way  of  those  who 
are  inclined  to  live  extravagantly.  In  old  times  if  a  man 
wanted  a  good  house  to  live  in  he  must  build  it  himself; 
now  he  finds  plenty  of  good  houses  to  be  hired  at  a  rent. 
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Formerly,  if  he  wanted  good  beer  he  must  have  a  good  brew-  book  iv. 
house,  now  he  can  buy  it  more  cheaply  and  better  than  he  J — ' 
could  brew  it.  Now  he  can  borrows  books  from  a  library 
instead  of  buying  them ;  and  he  can  even  famish  his  house 
before  he  is  ready  to  pay  for  his  furniture.  Thus  in  many 
ways  the  modem  systems  of  buying  and  selling,  and  lending 
and  borrowing,  together  with  the  growth  of  new  wants,  lead 
to  new  extravagances,  and  to  a  subordination  of  the  interests 
of  the  future  to  those  of  the  present. 

But  on  the  other  hand,  a  money-economy  increases  the  bnt  also  a 

,  .  ,  , .       .,  new  cer- 

vanety  of  the  uses  between  which  a  person  can  distribute  tainty  that 
his  future  expenditure.     A  person  who  in  a  primitive  state  ^riUrlaiiy 
of  society  stores  up  some  things  against  a  future  need,  may  ^^^l^^ 
find  that  after  all  he  does  not  need  those  things  as  much  wanted  in 

1  •   1     1       1  11  '"*  fntnre. 

as  others  which  he  has  not  stored  up ;  and  there  are  many 
future  wants  against  which  it  is  impossible  to  provide 
directly  by  storing  up  goods.  But  he  who  has  stored  up 
capital  from  which  he  derives  a  money  income  can  buy  what 
he  will  to  meet  his  needs  as  they  arise'. 

Again,  modem  methods  of  business  have  brought  with  And  it  has 
them  opportunities  for  the  safe  investment  of  capital  in  such  people  who 
ways  as  to  yield  a  revenue  to  persons  who  have  no  good  f^^ty°for 
opportunity  of  engaging  in  any  business, — not  even  in  that  bosiness  to 
of  agriculture,  where  the  land  will  under  some  conditions  act  fuU  fruits 
as   a   trustworthy  savings-bank.     These   new   opportunities 
have  induced  some  people  who  would  not  otherwise   have 
attempted  it  to  put  by  something  for  their  own  old  age.     And, 
what  has  had  a  far  greater  effect  on  the  growth  of  wealth, 
it  has  rendered  it  far  easier  for  a  man  to  provide  a  secure 
income  for  his  wife  and  children  after  his  death :  for,  after 
all,  family  affection  is  the  main  motive  of  saving. 

§  6.     There  are  indeed  some  who  find  an  intense  pleasure  A  few 
in  seeing  their  hoards  of  wealth  grow  up  under  their  hands,  f^e  for 
with  scarcely  any  thought  for  the  happiness  that  may  be  ^^^g?^" 
got  from  its  use   by  themselves   or   by  others.     They  are 
prompted  partly  by  the  instincts  of  the  chase,  by  the  desire 
to  outstrip  their  rivals ;  by  the  ambition  to  have  shown  ability 

•  Comp.  Book  HI.  Ch.  v.  §  2. 
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but  the 
chief 
motive  of 
saving  is 
family 
affection. 


■in  getting  the  wealth,  and  to  acquire  power  and  social  position 
by  its  possession.  And  sometimes  the  force  of  habit,  started 
when  they  were  really  in  need  of  money,  has  given  them,  by 
a  sort  of  reflex  action,  an  artificial  and  unreasoning  pleasure 
in  amassing  wealth  for  its  own  sake.  But  were  it  not  for  the 
family  affections,  many  who  now  work  hard  and  save  carefolly, 
would  not  exert  themselves  to  do  more  than  secure  a  comfort- 
able annuity  for  their  own  lives ;  either  by  purchase  fi-om  an 
insurance  company,  or  by  arranging  to  spend  every  year,  after 
they  had  retired  from  work,  part  of  their  capital  as  well  as 
all  their  income.  In  the  one  case  they  would  leave  nothing 
behind  them :  in  the  other  only  provision  for  that  part  of 
their  hoped-for  old  age,  from  which  they  had  been  cut  off  by 
death.  That  men  labour  and  save  chiefly  for  the  sake  of 
their  families  and  not  for  themselves,  is  shown  by  the  fact 
that  they  seldom  spend,  after  they  have  retired  from  work, 
more  than  the  income  that  comes  in  from  their  savings, 
preferring  to  leave  their  stored-up  wealth  intact  for  their 
families ;  while  in  this  country  alone  twenty  millions  a  year 
are  saved  in  the  form  of  insurance  policies  and  are  available 
only  after  the  death  of  those  who  save  them. 

A  man  can  have  no  stronger  stimulus  to  energy  and 
enterprise  than  the  hope  of  rising  in  life,  and  leaving  his 
family  to  start  from  a  higher  round  of  the  social  ladder  than 
that  on  which  he  began.  It  may  even  give  him  an  over- 
mastering passion  which  reduces  to  insignificance  the  desire 
for  ease,  and  for  all  ordinary  pleasures,  and  sometimes  even 
destroys  in  him  the  finer  sensibilities  and  nobler  aspira- 
tions. But,  as  is  shown  by  the  marvellous  growth  of  wealth 
in  America  during  the  present  generatioii,  it  makes  him  a 
mighty  producer  and  accumulator  of  riches  ;  unless  indeed 
he  is  in  too  great  a  hurry  to  grasp  the  social  position  which 
his  wealth  will  give  him  :  for  his  ambition  may  then  lead  him 
into  as  great  extravagance  as  could  have  been  induced  by  an 
improvident  and  self-indulgent  temperament. 

The  greatest  savings  are  made  by  those  who  have  been 
brought  up  on  narrow  means  to  stern  hard  work,  who  have 
retained  their  simple  habits,  in  spite  of  success  in  business,  and 
who  nourish  a  contempt  for  showy  expenditure  and  a  desire 
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to  be  found  at  their  death  richer  than  they  had  been  thought    book  it. 

to  be.    This  type  of  character  is  frequent  in  the  quieter  parts      _! ' 

of  old  but  vigorous  countries,  and  it  was  very  common  among 
the  middle  classes  in  the  rural  districts  of  England  for  more 
than  a  generation  after  the  pressure  of  the  great  French  war 
and  the  heavy  taxes  that  lingered  in  its  wake. 

§  7.     Next,  as  to  the  sources  of  accumulation.    The  power  The  source 

.  ,  J  „  .  ofaccomn- 

to  save  depends  on  an  excess  of  income  over  necessary  ex-  lation  is 
penditure ;  and  this  is  greatest  among  the  wealthy.     In  this  ^^^. 
country,  most  of  the  larger  incomes,  but  only  a  few  of  the  T^t'a^ 
smaller,  are  chiefly  derived  from  capital.     And,  early  in  the  rived  from 
present   century,   the    commercial   classes   in    England   had  ' 

much  more  saving  habits  than  either  the  country  gentlemen 
or  the  working  classes.  These  causes  combined  to  make 
English  economists  of  the  last  generation  regard  savings  as 
made  almost  exclusively  from  the  profits  of  capital. 

But  even  in  modern  England  rent  and  the  earnings  of  or  rent,  the 

/••I  11-11  earnings 

proiessional  men  and  hired  workers  are  an  important  source  of  profes- 
of  accumulation :  and  they  have  been  the  chief  source  of  it  |„a  of"™' 
in  all  the  earlier  stages  of  civilization*.  Moreover,  the  middle  ^^r^g^a 
and  especially  the  professional  classes  have  always  denied 
themselves  much  in  order  to  invest  capital  in  the  education 
of  their  children ;  while  a  great  part  of  the  wages  of  the 
working  classes  is  invested  in  the  physical  health  and  strength 
of  their  children.  The  older  economists  took  too  little  account 
of  the  fact  that  human  faculties  are  as  important  a  means  of 
production  as  any  other  kind  of  capital ;  and  we  may  conclude, 
in  opposition  to  them,  that  any  change  in  the  distribution  of 
wealth  which  gives  more  to  the  wage  receivers  and  less  to 
the  capitalists  is  likely,  other  things  being  equal,  to  hasten 
the  increase  of  material  production,  and  that  it  will  not  per- 
ceptibly retard  the  storing-up  of  material  wealth.  Of  course 
other  things  would  not  be  equal  if  the  change  were  brought 
about  by  violent  methods  which  gave  a  shock  to  public 
security.  But  a  slight  and  temporary  check  to  the  accumu- 
lation of  material  wealth  need  not  necessarily  be  an  'evil, 
even  from  a  purely  economic  point  of  view,  if,  being  made 
quietly  and  without  disturbance,  it  provided  better  oppor- 

1  Comp.  Principles  of  Political  Economy,  by  Eichard  Jones. 
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BOOK  IV.   tunities  for  the  great  mass  of  the  people,  increased  their 
-1 — '    efficiency,  and  developed  in  them  such  habits  of  self-respect 
as  to  result  in  the  growth  of  a  much  more  efficient  race 
of  producers  in  the  next  generation.     For  then  it  might  do 
more  in  the  long-run  to  promote  the  growth  of  even  material 
wealth  than  great  additions  to  our  stock  of  factories  and 
steam-engines. 
The  public         A  people  amoDg  whom  wealth  is  well  distributed,  and 
tionsof       who  have  high  ambitions,  are  likely  to  accumulate  a  great 
cf^°"*     *^^*^  ^^  public  property ;  and  the  savings  made  in  this  form 
alone  by  some  well-to-do  democracies  form  no  inconsiderable 
part  of  the  best  possessions  which  our  own  age  has  inherited 
Co-opera-    from  its  predecessors.     The  growth  of  the  co-operative  move- 
ment in  all  its  many  forms,  of  building  societies,  friendly 
societies,  trades  unions,  of  working  men's  savings-banks  &c., 
shows  that,  even  so  far  as  the  immediate  accumulation  of 
material  wealth  goes,  the  resources  of  the  country  are  not,  as 
the  older  economists  assumed,  entirely  lost  when  they  are 
spent  in  paying  wages'. 


We  must  §  8.     Having  looked  at  the  development  of  the  methods 

mind^he     °f  Saving  and  the  accumulation  of  wealth,  we  may  now  return 
8'°dy,        to  that  analysis  of  the  relations  between  present  and  deferred 

Eilreaaj  ■'  _  ... 

made  of      pleasures,  which  we  began  from  another  point  of  view  in  our 
thedistri-    '^    J       ^4.  ,j  ^  ^ 

butionof  a  Study  01  Demand  . 

behreen  ^         ^^  there  saw  that  anyone  who  has  a  stock  of  a  com- 

defemd*"**  EQodity  which  is  applicable  to  several  uses  will  endeavour  to 

uses.  distribute  it  between  them  all  in  such  a  way,  that  if  he  had 

thought  he  could  increase  his  happiness  by  transferring  some 

of  it  from  one  use  to  another  he  would  have  done  so ;  and  that 

therefore,  if  he  has  made  his  distribution  rightly,  he  stopped 

in  applying  it  to  each  several  use  at  such  a  point  that  he 

got  an  equal  amount  of  good  out  of  his  last,  or  marginal,  appli- 

I  It  must  however  be  admitted  that  what  passes  by  the  uame  of  public 
property  is  often  only  nothing  more  than  private  wealth  borroyred  on  a  mortgage 
of  fatore  public  revenues.  Municipal  gas-works  for  instance  are  not  generally 
the  results  of  public  accumulations.  They  were  built  with  wealth  saved  by 
private  persons,  and  borrowed  on  public  account. 

«  Book  m.  ch.  V. 
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cation — i.e.  on  the  application  that  he  was  only  just  induced    book  it. 

to  make  of  it — to  each  separate  use :  or  in  other  words,  he ' 

distributes  it  between  the  different  uses  in  such  a  way  that 
it  has  the  same  marginal  utility  in  each. 

We  saw,  further,  that  the  principle  remains  the  same 
whether  all  the  uses  are  present,  or  some  are  present  and 
others  deferred  :  but  that  in  this  latter  case  some  new  con- 
siderations enter,  of  which  the  chief  are  that  the  deferring  of 
a  pleasure  necessarily  introduces  some  uncertainty  as  to  its 
ever  being  enjoyed ;  and  secondly,  that,  as  human  nature  is 
constituted,  a  present  pleasure  is  generally,  though  not  always, 
preferred  to  a  pleasure  that  is  expected  to  be  equal  to  it,  and 
is  as  certain  as  anything  can  be  in  human  life. 

A  prudent   person  who  thought  that  he  would  derive  A  person 
equal  pleasures  from  equal  means  at  all  stages  of  his  life,  ^^ 
would  perhaps  endeavour  to  distribute  his  means  equally  over  ^^^  ^^ 
his  whole  life:  and  if  he  thought  that  there  was  a  danger Pf«sent 

.  ,         ,     °  *="      pleasnres 

that  his  power  of  eammg  income  at  a  future  date  would  to  fatnre, 
run  short,  he  would  certainly  save  some  of  his  means  for  reaps  no 
a  future  date.     He  would  do  this  not  only  if  he  thought  o^"^™™' 
that   his   savings   would   increase   in   his   hands,  but   even  means  by 

.  ,  waiting. 

if  he  thought  they  would  diminish.  He  would  put  by 
a  few  fruit  and  eggs  for  the  winter,  because  they  would 
then  be  scarce,  though  they  would  not  improve  by  keeping. 
If  he  did  not  see  his  way  to  investing  his  earnings  in  trade 
or  on  loan,  so  as  to  derive  interest  or  profits  from  them,  he 
would  follow  the  example  of  some  of  our  own  forefathers 
■who  accumulated  small  stores  of  guineas  which  they  carried 
into  the  country,  when  they  retired  from  active  life.  They 
reckoned  that  the  extra  gratification  which  they  could  get 
by  spending  a  few  more  guineas  while  money  was  coming 
in  fast,  would  be  of  less  service  to  them  than  the  comfort 
which  those  guineas  would  buy  for  them  in  their  old  age. 
The  care  of  the  guineas  cost  them  a  great  deal  of  trouble ; 
and  no  doubt  they  would  have  been  willing  to  pay  some 
small  charge  to  anyone  who  would  have  reheved  them  from 
the  trouble  without  occasioning  them  any  sort  of  risk. 

We  can  therefore  imagine  a  state  of  things  in  which  Some 
stored-up  wealth  could  be  put  to  but  little  good  use ;  in  which  might 
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therefore 
conceiv- 
ably be 
made  even 
if  interest 
were 
negative ; 


bat  it  is 
equally 
trne  that 
some  work 
would  be 
done  even 
if  there 
were  a 
penalty 
for  it. 


We  may 
therefore 
call  inte- 
rest the 
reward  of 
waiting : 


not  of 
abstinence. 


many  persons  wanted  to  make  provision  for  their  own  future ; 
while  but  few  of  those  who  wanted  to  borrow  goods,  were 
able  to  offer  good  security  for  returning  them,  or  equivalent 
goods,  at  a  future  date.  In  such  a  state  of  things  the  post- 
ponement of,  and  waiting  for  enjoyments  would  be  an  action 
that  incurred  a  penalty  rather  than  reaped  a  reward : 
by  handing  over  his  means  to  another  to  be  taken  care  of,  a 
person  could  only  expect  to  get  a  sure  promise  of  something 
less,  and  not  of  something  more  than  that  which  he  lent: 
the  rate  of  interest  would  be  negative'. 

Such  a  state  of  things  is  conceivable.  But  it  is  also  con- 
ceivable, and  almost  equally  probable,  that  people  may  be  so 
anxious  to  work  that  they  will  undergo  some  penalty  as  a 
condition  of  obtaining  leave  to  work.  For,  as  deferring  the 
consumption  of  some  of  his  means  is  a  thing  which  a  prudent 
person  would  desire  on  its  own  account,  so  doing  some  work 
is  a  desirable  object  on  its  own  account  to  a  healthy  person. 
Political  prisoners,  for  instance,  generally  regard  it  as  a  favour 
to  be  allowed  to  do  a  little  work.  And  human  nature  being 
what  it  is,  we  are  justified  in  speaking  of  the  interest  on  capital 
as  the  reward  of  the  sacrifice  involved  in  the  waiting  for  the 
enjoyment  of  material  resources,  because  few  people  would 
save  much  without  reward;  just  as  we  speak  of  wages  as 
the  reward  of  labour,  because  few  people  would  work  hard 
without  rewards 

The  sacrifice  of  present  pleasure  for  the  sake  of  future, 
has  been  called  abstinence  by  economists.  But  this  term  has 
been  misunderstood  :  for  the  greatest  accumulators  of  wealth 
are  very  rich  persons,  some  of  whom  live  in  luxury,  and  cer- 
tainly do  not  practise  abstinence  in  that  sense  of  the  term  in 
which  it  is  convertible  with  abstemiousness.  What  econo- 
mists meant  was  that,  when  a  person  abstained  from  consum- 
ing anything  which  he  had  the  power  of  consuming,  with  the 
purpose  of  increasing  his  resources  in  the  future,  his  absti- 


1  The  suggestion  that  the  rate  of  interest  may  conceivably  become  a  negative 
quantity  has  been  discussed  by  Prof.  Foxwell  in  a  paper  on  Same  Social  Aspects  of 
Banking,  read  before  the  Bankers'  Institute  in  January,  1886. 

^  A  Producer's  Surplus  or  Bent  is  yielded  by  those  waitings  which  need  little 
or  no  reward,  but  are  yet  rewarded  at  the  market  rate,  as  it  is  by  labour  in  a  like 
case.     See  above,  p.  217.    But  we  must  return  to  this  point. 
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nence  from  that  particular  act  of  consumption  increased  the    book  it. 
accumulation  of  wealth.     Since,  however,  the  term  is  liable      — — 
to  be  misunderstood,  we  may  with  advantage  avoid  its  use, 
and  say  that  the  accumulation  of  wealth  is  generally  the 
result  of  a  postponement  of  enjoyment,  or  of  a  waiting  for  it*. 

The  "  demand  price  "  of  accumulation,  that  is  the  future 
pleasure  which  his  surroundings  enable  a  person  to  obtain 
by  working  and  waiting  for  the  future,  takes  many  forms: 
but  the  substance  is  always  the  same.  The  extra  pleasure 
which  a  peasant  who  has  built  a  weather-proof  hut  derives 
from  its  usance  while  the  snow  is  drifting  into  those  of  his 
neighbours  who  have  spent  less  labour  on  building  theirs,  is 
the  price  earned  by  his  working  and  waiting :  and  is  similar 
in  all  fundamental  respects  to  the  interest  which  the  retired 
physician  derives  from  the  capital  he  has  lent  to  a  factory  or 
a  mine  to  enable  it  to  improve  its  machinery.  And  on 
account  of  the  numerical  definiteness  of  the  form  in  which 
it  is  expressed,  we  may  take  this  interest  to  be  the  type 
of  and  to  represent  the  usance  of  wealth  in  other  forms. 

It  matters  not  for  our  immediate  purpose  whether  the 
power  over  the  enjoyment  for  which  the  person  waits,  was 
earned  by  him  directly  by  labour,  which  is  the  original  source 
of  nearly  all  enjoyment ;  or  was  acquired  by  him  from  others, 
by  exchange  or  by  inheritance,  by  legitimate  trade  or  by  un- 
scrupulous forms  of  speculation,  by  spoliation  or  by  fraud : 
the  only  points  with  which  we  are  just  now  concerned  are 
that  the  growth  of  wealth  involves  in  general  a  deliberate 
waiting  for  a  pleasure  which  a  person  has  (rightly  or  wrongly) 
the  power  of  commanding  in  the  immediate  present,  and  that 
his  willingness  so  to  wait  depends  on  his  habit  of  vividly 
realizing  the  future  and  providing  for  it. 

§  9.     But  let  us  look  more  closely  at  the  statement  that,  as  Thegreater 
human  nature  is  constituted,  an  increase  in  the  future  pleasure  gain  from 

1  Karl  Marx  and  hia  followers  have  fonud  mnch  amusement  in  contemplating 
the  accnmnlations  of  wealth  which  result  from  the  abstinence  of  Baron  Rothschild, 
which  thej  contrast  with  the  extravagance  of  a  labourer  who  feeds  a  family  of 
seven  on  seven  shillings  a  week ;  and  who,  living  up  to  his  full  income,  practises 
no  economic  abstinence  at  all.  The  argument  that  it  is  Waiting  rather  than 
Abstinence,  which  is  rewarded  by  Interest  and  is  a  factor  of  production,  was  given 
by  Prof.  Macvane  in  the  Harvard  Journal  of  Economics  for  July,  1887. 
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_! '    increase  the  amount  of  present  sacrifice  that  people  will  make. 

sacrSce      Suppose,  for  instance,  that  villagers  have  to  get  timber  for 
the  greater  building  their  cottages  from  the  forests;  the  more  distant  these 
be  the        are,  the  smaller  will  be  the  return  of  future  comfort  got  by 
sAvrng,       each  day's  work  in  fetching  the  wood,  the  less  will  be  their 
future  gain  from  the  wealth  accumulated  probably  by  each 
day's  work:  and  this  smallness  of  the  return  of  future  pleasure, 
to  be  got  at  a  given  present  sacrifice,  will  tend  to  prevent  them 
from  increasing  the  size  of  their  cottages ;  and  will  perhaps 
diminish  on  the  whole  the  amount  of  labour  they  spend  in 
bnt  not       getting  timber.    But  this  rule  is  not  without  exception.    For, 
if  custom  has  made  them  familiar  with  cottages  of  only  one 
fashion,  the  further  they  are  from  the  woods,  and  the  smaller 
the  usance  to  be  got  from  the  produce  of  one  day's  work,  the 
more  days'  work  will  they  give. 
So  the  And  similarly  if  a  person  expects,  not  to  use  his  wealth 

rate  of        Mmself,  but  to  let  it  out  on  interest,  the  higher  the  rate  of 
Se  greater  interest  the  higher  his  reward  for  saving.     If  the  rate  of 
the  ea-nng  interest  on  sound  investments  is  4  per  cent.,  and  he  gives  up 
£100  worth  of  enjoyment  now,  he  may  expect  an  annuity  of 
£4  worth  of  enjoyment :  but  he  can  expect  only  £3  worth, 
if  the  rate  is  3  per  cent.    And  a  fall  in  the  rate  of  interest  will 
generally  lower  the  margin  at  which  a  person  finds  it  just 
not  worth  while  to  give  up  present  pleasures  for  the  sake  of 
those  future  pleasures  that  are  to  be  secured  by  saving  some 
of  his  means.     It  will  therefore  generally  cause  people  to 
consume  a  little  more  now,  and  to  make  less  provision  for 
future  enjoyment.     But  this  rule  is  not  without  exception, 
bnt  there  For   indeed    Sir   Josiah    Child   remarked  two  centuries 

ceptions  to  ^S°>  *^**  ^^  countries  in  which  the  rate  of  interest  is  high, 
the  rnie.  merchants  "  when  they  have  gotten  great  wealth,  leave 
trading "  and  lend  out  their  money  at  interest,  "  the  gain 
thereof  being  so  easy,  certain  and  great;  whereas  in  other 
countries  where  interest  is  at  a  lower  rate,  they  continue 
merchants  from  generation  to  generation,  and  enrich  them- 
selves and  the  state."  And  it  is  as  true  now,  as  it  was  then, 
that  many  men  retire  irom  business  when  they  are  yet 
almost  in  the  prime  of  life,  and  when  their  knowledge  of 
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nien  and  things  might  enable  them  to  conduct  their  busi-    bookiv. 

ness  more  efficiently  bhan  ever.     Again,  as  Mr  Sargant  has      _! " 

pointed  out,  if  a  man  has  decided  to  go  on  working  and 
saving  till  he  has  .provided  a  certain  income  for  his  old  age, 
or  for  his  family  after  his  death,  he  will  find  that  he  has  to 
save  more  if  the  rate  of  interest  is  low  than  if  it  is  high. 
Suppose,  for  instance,  that  he  wishes  to  provide  an  income  of 
£400  a  year  on  which  he  may  retire  from  business,  or  to 
insure  £400  a  year  for  his  wife  and  children  after  his  death : 
if  then  the  current  rate  of  interest  is  5  per  cent.,  he  need  only 
put  by  £8,000,  or  insure  his  life  for  £8,000 ;  but  if  it  is  4  per 
cent,  he  must  save  £10,000,  or  insure  his  life  for  £10,000. 

It  is  then  possible  that  a  continued  fall  in  the  rate  of  But  in 
interest  may  be  accompanied  by  a  continued  increase  in  the  exceptions, 
yearly  additions  to  the  world's  capital.     But  none  the  less  is  fhe  raS  of 
it  true  that  a  fall  in  the  distant  benefits  to  be  Sfot  by  a  ""t^rest 

"  •'        tends  to 

given  amount  of  working  and  waiting  for  the  future  does  make 
tend  on  the  whole  to  diminish  the  provision  which  people  than  it 
make  for  the  future ;  or  in  more  modern  phrase,  that  a  fall  ^o^d^be* 
in  the  rate  of  interest  tends  to  check  the  accumulation  of 
wealth.     For  though  with  man's  growing  command  over  the 
resources  of  nature,  he  may  continue  to  save  much  even  with 
a  low  rate  of  interest ;  yet  while  human  nature  remains  as  it 
is  every  fall  in  that  rate  is  likely  to  cause  many  more  people 
to  save  less  than  to  save  more  than  they  would  otherwise 
have  done. 

The  causes  which  govern  the  accumulation  of  wealth 
and  its  relation  to  the  rate  of  interest  have  so  many  points 
of  contact  with  various  parts  of  economic  science  that  the 
study  of  them  cannot  easily  be  brought  together  in  one  part 
of  our  inquiry.  Something  needed  to  be  said  of  them  before 
going  further ;  but  we  must  return  to  them  again  and  discuss 
them  from  a  more  advanced  standpoint  when  we  treat  of 
Demand  and  Supply  in  relation  to  Capital.  Meanwhile  we 
may  sum  up  provisionally  the  results  of  the  present  chapter. 

S  10.     The   accumulation    of  wealth    is   governed   bv  a  Pro^ipnai 

■^  .  o  J        conclusion. 

great  variety  of  causes :  by  custom,  by  habits  of  self-control 
and  realizing  the  future,  and  above  all  by  the  power  of 
family  affection.     Security  is  a  necessary  condition   for  it, 


318  GROWTH  OF  CAPITAL. 

BOOK  IV.    and  the  progress  of  knowledge  and  intelligence  furthers  it 
CH.  vn.     . 
m  many  ways. 

A  rise  in  the  rate  of  interest,  or  demand  price,  for  saving 
tends  to  increase  the  volume  of  saving.  For  in  spite  of 
the  fact  that  a  few  people  who  have  determined  to  secure 
an  income  of  a  certain  fixed  amount  for  themselves  or  their 
family  will  save  less  with  a  high  rate  of  interest  than  with  a 
low  rate,  it  is  a  nearly  universal  rule  that  a  rise  in  the  rate 
increases  the  desire  to  save  ;  and  it  often  increases  the  power 
to  save,  or  rather  it  is  often  an  indication  of  an  increased 
eflSciency  of  our  productive  resources :  but  the  older  econo- 
mists went  too  far  in  suggesting  that  a  rise  of  interest  (or  of 
profits)  at  the  expense  of  wages  always  increased  the  power 
of  saving :  they  forgot  that  from  the  national  point  of  view 
the  investment  of  wealth  in  the  child  of  the  working  man  is 
as  productive  as  its  investment  in  horses  or  machinery. 

It  must  however  be  recollected  that  the  annual  invest- 
ment of  wealth  is  a  small  part  of  the  already  existing  stock, 
and  that  therefore  the  stock  would  not  be  increased  per- 
ceptibly in  any  one  year  by  even  a  considerable  increase  in 
the  annual  rate  of  saving. 


Note  on  the  Statistics  of  the  Growth  of  Wealth. 

The  statistical  history  of  the  growth  of  wealth  is  singularly  poor  and 
misleading.  This  is  partly  due  to  difficulties  inherent  in  any  attempt 
to  give  a  numerical  measure  of  wealth  which,  shall  be  applicable  to 
different  places  and  times,  partly  to  the  absence  of  systematic  attempts 
to  collect  the  necessary  facts.  The  Government  of  the  United  States 
does  indeed  ask  for  returns  of  every  person's  property ;  and  though  the 
results  thus  obtained  are  not  very  satisfactory,  yet  they  are  probably 
the  best  we  have. 

Estimates  of  the  wealth  of  other  coimtries  have  to  be  based  almost 
exclusively  on  estimates  of  income,  which  are  capitalized  at  various 
numbers  of  years'  purchase  ;  this  number  being  chosen  with  reference 
(i)  to  the  general  rate  of  interest  current  at  the  time,  (ii)  to  the  extent 
to  which  the  income  derived  from  the  use  of  wealth  in  any  particular 
form  is  to  be  credited  (a)  to  the  permanent  income-yielding  power  of  the 
wealth  itself ;  and  (6)  to  either  the  labour  spent  in  applying  it,  or  the 
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using  up  of  the  capital  itself.  This  last  head  is  specially  important  in  book  it. 
the  case  of  ironworks  which  depreciate  rapidly,  and  still  more  in  the 
case  of  such  mines  aa  are  likely  to  be  speedily  exhausted ;  both  must 
be  capitalized  at  only  a  few  years'  purchase.  On  the  other  hand,  the 
income-yielding  power  of  land  is  likely  to  increase ;  and  where  that  is 
the  case,  the  income  from  land  has  to  be  capitalized  at  a  great  number 
of  years'  purchase  (which  may  be  regarded  as  making  a  negative 
provision  under  the  head  of  ii.  b). 

Land,  houses,  and  live  stock  are  the  three  forms  of  wealth  which  have 
been  in  the  first  rank  of  importance  always  and  everywhere.  But  land 
differs  from  other  things  in  this,  that  an  increase  in  its  value  is  often 
chiefly  due  to  an  increase  in  its  scarcity;  and  is  therefore  a  measure 
rather  of  growing  wants,  than  of  growing  means  of  meeting  wants. 
Thus  the  land  of  the  United  States  in  1880  counted  as  of  about  equal 
value  with  the  land  of  the  United  Kingdom,  and  about  half  that  of 
France.  Its  money  value  was  insignificant  a  hvmdred  years  ago ;  and 
if  the  density  of  population  two  or  three  hundred  years  hence  is  nearly 
the  same  in  the  United  States  as  in  the  United  Kingdom,  the  land 
of  the  former  will  then  be  worth  at  least  twenty  times  as  much  as  that 
of  the  latter. 

In  the  early  middle  ages  the  whole  value  of  the  land  of  England 
was  much  less  than  that  of  the  few  large-boned  but  small-sized  animals 
that  starved  through  the  winter  on  it :  now,  though  much  of  the  best 
land  is  entered  under  the  heads  of  houses,  railways,  &c. ;  though  the 
live  stock  is  now  probably  more  than  ten  times  as  heavy  in  aggregate 
weight,  and  of  better  quality ;  and  though  there  is  now  abundant 
farming  capital  of  kinds  which  were  then  unknown ;  yet  agricultural 
land  is  now  worth  more  than  three  times  as  much  as  the  farm  stock. 
The  few  years  of  the  pressure  of  the  great  French  war  nearly  doubled 
the  nominal  value  of  the  land  of  England,  and  the  free  trade  which 
has  enriched  the  people  has  checked  the  rise  in  the  value  of  that  part 
of  the  land  which  is  devoted  to  agriculture.  Thus  various  causes,  of 
which  her  free  trade  policy  is  the  chief,  have  made  the  general  purchasing 
power  of  money  rise  in  England  relatively  to  the  continent.  Early  in 
this  century  25  fr.  would  buy  more,  and  especially  more  of  the  things 
needed  by  the  working  classes,  in  France  than  £1  would  in  England. 
But  now  the  advantage  is  the  other  way :  and  even  if  it  were  true  (as 
Mr  Harris  argues  by  methods  otherwise  open  to  criticism  in  the  Statistical 
Journal,  Vol.  57)  that  the  money  wealth  of  France  is  rising  faster  than 
that  of  England,  it  might  yet  be  true  that  the  real  wealth  of  England 
is  rising  faster  than  that  of  France. 

When  account  is  taken  of  facts  of  this  class,  and  also  of  the  fact 
that  a  fall  in  the  rate  of  interest  increases  the  number  of  years'  purchase 
at  which  any  income  has  to  be  capitaUzed,  and  therefore  increases  the 
value  of  a  property  which  yields  a  given  income  ;  we  see  that  the 
estimates  of  national  wealth  would  be  very  misleading,  even  if  the 
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statistics  of  income  on  which  they  were  baaed  were  aocixrate.     But  still 
such  estimates  are  not  wholly  without  value. 

Mr  Giffen's  Orowth  of  Capital  contains  suggestive  discussions  on 
many  of  the  figures  in  the  following  table. 


Country  and 

Houses, 

Farm- 

Other 

Total 

Wealth 

Author  of 

l.and. 

ic 

capiuL 

wealth. 

wealth. 

per  cap. 

Estimate. 

£  million. 

£  million. 

£mUlion. 

£  million. 

£  million. 

£ 

Enolakd. 

1679 

Petty)     .     .     . 

144 

30 

36 

40 

250 

42 

1690 

Gregory  King) 

180 

45 

25 

70 

320 

58 

1812 

Colqnhoun) 

750 

300 

143 

653 

1,846 

180 

1885 

Giffen)    .     .     . 

1,333 

1,700 

382 

3,012 

6,427 

315 

United  Kingdom. 

1812  (Colquhonn)      . 

1,200 

400 

228 

908 

2,736 

160 

1855    Edleston)    .     . 

1,700 

550 

472 

1,048 

3,760 

130 

1865    Qiften)    .     .     . 

1,864 

1,031 

620 

2,598 

6,113 

200 

1875       —        ... 

2,007 

1,420 

668 

4,453 

8,548 

260 

1885        —        ... 

1,691 

1,927 

522 

5,897 

10,037 

270 

United  States. 

1880  (Censas)    .     .     . 

2,040 

2,000 

480 

4,208 

8,728 

175 

1890        —         ... 

13,200 

200 

France. 

1892  (de  Foville) .     . 

3,000 

2,000 

400 

4,000 

9,400 

247 

Italy. 

1884  (Pantaleoni)      . 

1,160 

360 

1,920 

65 

An  instructive  history  of  changes  in  the  relative  wealth  of  different 
parts  of  England  has  been  deduced  by  Eogers  from  the  assessment  of 
the  several  counties  for  the  purpose  of  taxation.  Le  Vicomte  d'Avenel's 
great  work  L'Histoire  Ecmvomique  de  la  PrcyprUti&c.  1200 — 1800  contains 
a  rich  store  of  materials  as  to  France ;  and  excellent  comparative 
studies  of  the  growth  of  wealth  in  France  and  other  nations  have  been 
made  by  MM.  Levasseur,  Leroy  Beaulieu,  Neymarck  and  de  Foville ; 
see  especially  a  paper  by  the  last,  translated  in  the  Statistical  Journal, 
VoL  56. 
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§  1.     Writers  on  social  science  from  the  time  of  Plato    book  iv. 

downwards  have  delighted  to  dwell  on  the  increased  efficiency      J ' 

which  labour  derives  from  orsranization.     But  in  this,  as  in  J''®,  . 

o  _       _'  doctrine 

other  cases,  Adam  Smith  gave  a  new  and  larger  significance  that  or- 

1  1-1  !•         1  1  •!    ganization 

to  an  old  doctrine  by  the  philosophic   thoroughness   with  increases 
which  he  explained  it,  and  the  practical  knowledge  with  ^  oid^"^ 
which  he  illustrated  it.  f  After  insisting  on  the  advantages  of     — ^. 
the  division  of  labour,  ahd  pointing  out  how  they  render  it     ^' 
possible  for  increased  numbers  to  live  in  comfort  on  a  limited 
territory,  he  argued  that  the  pressure  of  population  on  the 
means  of  subsistence  tends  to  weed  out  those  races  who, 
through  want  of  organization  or  for  any  other   cause  are 
unable  to  turn  to  th^^est  account  the  advantages  of  the 
place  in  which  they  live. 

Before  Adam  Smith's  book  had  yet  found  many  readers,  Biologists 
biologists  wete  already  beginning  to  make  great  advances  mists  have 
towards  understanding   the   real  nature  of  the  differences  the^Bu- 
in  organization  which  separate  the  higher  from  the  lower  ^^"^  Z^"^ 
animals ;    and   before   two   more    generations   had   elapsed,  gle  for 
Malthus'  historical  account  of  man's  struggle  for  existence  exerts 
started  Darwin  on   that   inquiry  as  to    the  effects  of  the  ^tSn."" 
struggle  for  existence  in  the  animal  and  vegetable  world, 
which    issued   in    his   discovery   of  the   selective    influence 
constantly  played  by  it.     Since  that  time  biology  has  more 
than  repaid  her  debt ;   and  economists  have  in  their  turn 
owed  much  to  the  many  profound  analogies  which  have  been 
discovered  between  social  and  especially  industrial  organiza- 
M.  21 
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differenti- 
ation and 
Integra- 
tion. 


tion  on  the  one  side  and  the  physical  organization  of  the 
higher  animals  on  the  other.  In  a  few  cases  indeed  the 
apparent  analogies  disappeared  on  closer  inquiry :  but  many 
of  those  which  seemed  at  first  sight  most  fanciful,  have 
gradually  been  supplemented  by  others,  and  have  at  last 
established  their  claim  to  illustrate  a  fundamental  unity  of 
action  between  the  laws  of  nature  in  the  physical  and  in  the 
moral  world.  This  central  unity  is  set  forth  in  the  general 
rule,  to  which  there  are  not  very  many  exceptions,  that  the 
development  ofthe_  organism,  whether  social  or  phyaical. 
mvolves  an  increasing  subdivision  of  funct.ioTis  hpit.yeen^its 
separate  parts  on  the  j^D^-b""^-  ""'^  ""  ^^^'^  nt.Vipr  g.  mnrc 
■intimate  connection  between  them'.  Each  part  gets  to  be 
less  and  less  self-sufficient,  to  depend  for  its  well-being  more 
and  more  on  other  parts,  so  that  any  disorder  in  any  part  of 
a  highly-developed  organism  will  affect  other  parts  also. 

This  increased  subdivision  of  functions,  or  "differentia- 
tion "  as  it  is  called,  manifests  itself  with  regard  to  industry 
in  such  forms  as  the  division  of  labour,  and  the  develop- 
ment of  specialized  skill,  knowledge  and  machinery:  while 
"integration,"  that  is,  a  growing  intimacy  and  firmness  of 
the  connections  between  the  separate  parts  of  the  industrial 
organism,  shows  itself  in  such  forms  as  the  increase  of 
security  of  commercial  credit,  and  of  the  means  and  habits 
of  communication  by  sea  and  road,  by  railway  and  telegraph, 
by  post  and  printing-press. 

The  doctrine  that  those  organisms  which  are  the  most 
highly  developed,  in  the  sense  in  which  we  have  just  used 
the  phrase,  are  those  which  .are  most  likely  to  survive  in 
the  struggle  for  existence,  is  itself  in  process  of  develop- 
ment. It  is  not  yet  completely  thought  out  either  in  its 
biological  or  its  economic  relations.  But  we  may  pass  to 
consider  the  main  bearings  in  economics  of  the  law  that  the 
struggle  for  existence  causes  those  organisms  to  multiply 
which  are  best  fitted  to  derive  benefit  from  their  environment. 


'  Besides  the  writings  of  Herbert  Spencer  on  this  snbject,  and  Bagehot's 
Physics  and  Politics,  see  a  brilliant  paper  by  Hackel  on  Arheitstheilung  in 
Menachen-  und  Thierleben.  Reference  may  also  be  made  to  Schaffle's  Bau  und 
Leben  des  socicden  KSrpers,  and  to  Heam's  Plutology. 
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The  law  requires  to  be  interpreted  carefully:   for  the    book  it. 
fact  that  a  thing  is  beneficial  to  its  environment  will  not      J — ' 
by  itself  secure  its  survival  either  in  the  physical  or  in  the  Jt^'gJ^ °* 
moral  world.     ITie  law  of  "  survival  of  the  fittest "  states  forsnrviTai 

requires 

that  those  organisms  tend  to  survive  which  are  best  fitted  to  be  care- 
to  utilize  the  environment  for  their   own  purposes.     Now  pretei  ^"^ 
those  that  utilize  the  environment  most,  may  turn  out  to  be 
those  that  benefit  those  around  them  most.     But  it  must  not 
be  assumed  in  any  particular  case  that  they  are  thus  bene- 
ficial, without  special  study  of  the  case. 

In  order  therefore  that  the  demand  for  any  industrial 
arrangement  may  be  certain  to  call  forth  a  supply,  it  must  be 
something  more  than  a  mere  desire  for  the  arrangement,  or  a 
need  for  it,  such  as  a  desire  on  the  part  of  employes  for  a 
share  in  the  management  and  the  profits  of  the  factory  in 
which  they  work,  or  the  need  on  the  part  of  clever  youths  for 
a  good  technical  education.^   It  must  be  an  efficient  demand ; 
that  is.  it  must  take  efiect  by  offering  payment  or  some  other 
benefit  to  those  who  supply  it^ ;  otheiTvise  it  is  not  a  demand 
in  the  sense  in  which  the  term  is  used  when  it  is  said  that 
supply  naturally  and  surely  follows  demand.     This  seems  a  its  harsh- 
hard  truth :   but  some  of  its  harshest  features  are  softened  softened^*^ 
down  by  the  fact  that  those  races,  of  which  the   members  p^j^^?  jg  ^f 
render  unrequited  services  to  other  members,  are  not  only  heredity, 
the  most  likely  to  flourish  for  the  time,  but  most  likely  to 
rear  a  large  number  of  descendants  who  inherit  their  bene- 
ficial habits. 

5  2.     Even  in  the  vesretable  world  a  species  of  plants,  luflnence 

•  ••  i.L-i_i-iji-  iti  of  parental 

however  vigorous  m  its  growth,  which  should  be  neglectful  care  on 
of  the  interests  of  its  seeds,  would  soon  perish  from  the  earth.  theTpecies. 
The  standard  of  family  and  race  duty  is  often  high  in  the 
animal  kingdom ;  and  even  those  predatory  animals  which 
we  are  accustomed  to  regard  as  the  types  of  cruelty,  which 
fiercely  utilize  the  environment  and  do  nothing  for  it  in 
return,  must  yet  be  willing  as  individuals  to  exert  themselves 

1  Like  all  other  doctrines  of  the  same  class,  this  requires  to  be  interpreted  in 
the  light  of  the  fact  that  the  efEective  demand  of  a  purchaser  depends  on  his 
means,  as  well  as  on  his  wants :  a  small  want  on  the  part  of  a  rich  man  often  has 
more  effective  force  in  controlling  the  business  arrangements  of  the  world  than  a 
great  want  on  the  part  of  a  poor  man. 

21—2 
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BOOK  IV.    for  the  benefit  of  their  offspring.     And  going  beyond  the 

-! —  '    narrower  interests  of  the  family  to  those  of  the  race,  we  find 

that  among  so-called  social  animals,  such  as  bees  and  ants, 

those  races  survive  in  which  the  individual  is  most  energetic 

in  performing  varied  services  for  the  society  without  the 

prompting  of  direct  gain  to  himself. 

inman  But   when   we   come   to  human  beings,  endowed  with 

sacrifice     reason  and  speech,  the  influence  of  a  tribal  sense  of  duty  in 

deliberate    Strengthening  the  tribe  takes  a  more  varied  form.     It  is  true 

basisonhe  *^^*  ^^  *^®  ruder  stages  of  human  life  many  of  the  services 

strength  of  rendered  by  the  individual  to  others  are  nearly  as  much  due 

the  race.  ,  ,  ,  •' 

to  hereditary  habit  and  unreasoning  impulse,  as  are  those  of 
the  bees  and  ants.  But  deliberate,  and  therefore  moral,  self- 
sacrifice  soon  makes  its  appearance;  it  is  fostered  by  the 
far-seeing  guidance  of  prophets  and  priests  and  legislators, 
and  is  inculcated  by  parable  and  legend.  Gradually  the  un- 
reasoning sympathy,  of  which  there  are  germs  in  the  lower 
animals,  extends  its  area  and  gets  to  be  deliberately  adopted 
as  a  basis  of  action :  tribal  affection,  starting  from  a  level 
hardly  higher  than  that  which  prevails  in  a  pack  of  wolves  or 
a  horde  of  banditti,  gradually  grows  into  a  noble  patriotism ; 
and  religious  ideals  are  raised  and  purified.  The  races  in 
which  these  qualities  are  the  most  highly  developed  are  sure, 
other  things  being  equal,  to  be  stronger  than  others  in 
war  and  in  contests  with  famine  and  disease ;  and  to  prevail 
in  the  long  run.  Thus  the  struggle  for  existence  causes  in 
the  long  run  those  races  of  men  to  survive  in  which  the 
individual  is  most  willing  to  sacrifice  himself  for  the 
benefit  of  those  around  him ;  and  which  are  consequently 
the  best  adapted  collectively  to  make  use  of  their  en- 
vironment. 
Bnt  evil  Unfortunately  however  not  all  the  qualities  which  enable 

with  the      one   race    to   prevail   over   another   benefit    mankind    as   a 
good,  whole.     It  would  no  doubt  be  wrong  to  lay  very  much  stress 

on  the  fact  that  warlike  habits  have  often  enabled  half- 
savage  races  to  reduce  to  submission  others  who  were  their 
superiors  in  every  peaceful  virtue ;  for  such  conquests  have 
in  the  long  run  increased  the  physical  vigour  of  the  world,  and 
its  capacity  for  great  things,  and  ultimately  perhaps  have 
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done  more  good  than  harm.     But  there  is  no  such  qualifica-    book  iv. 

tion  to  the  statement  that  a  race  does  not  establish  its  claim      J ' 

to  deserve  well  of  the  world  by  the  mere  fact  that  it  flourishes 
in  the  midst  or  on  the  surface  of  another  race.  For,  though 
biology  and  social  science  alike  show  that  parasites  sometimes 
benefit  in  unexpected  ways  the  race  on  which  they  thrive ; 
yet  in  many  cases  they  turn  the  peculiarities  of  that  race  to 
good  account  for  their  own  purposes  without  giving  any  good 
return.     The  fact  that  there  is  an  economic  demand  for  the  especially 

.  .  .  .  m  the  case 

services  of  Jewish  and  Armenian  money-dealers  in  Eastern  of  a  para- 
Europe  and  Asia,  or  for  Chinese  labour  in  California,  is  not  ^' '"  ™**' 
by  itself  a  proof,  nor  even  a  very  strong  ground  for  believing, 
that  such  arrangements  tend  to  raise  the  quality  of  human 
life  as  a  whole.  For,  though  a  race  entirely  dependent  on  its 
own  resources  can  scarcely  prosper  unless  it  is  fairly  endowed 
with  the  most  important  social  virtues ;  yet  a  race,  which  has 
not  these  virtues  and  which  is  not  capable  of  independent 
greatness,  may  be  able  to  thrive  on  its  relations  with  another 
race.  But  on  the  whole,  and  subject  to  grave  exceptions, 
those  races  survive  and  predominate  in  which  the  best 
qualities  are  most  strongly  developed. 

§  3.     This  influence  of  heredity  shows  itself  nowhere  more  The 
markedly  than  in  social  organization.     For  that  must  neces-  nan<»of 
sarily  be  a  slow  growth,  the  product  of  many  generations :  it  ^gj^'?, 
must  be  based  on  those  customs  and  aptitudes  of  the  great  early  times 

.  proves  that 

mass  of  the  people  which  are  incapable   of  quick  change,  it  was 
In  early  times  when  religious,  ceremonial,  political,  military  but  not 
and  industrial  organization  were  intimately  connected,  and  freefron?' 
were  indeed  but  different  sides  of  the  same  thing,  nearly  drawbacks 
all  those  nations  which  were  leading  the  van  of  the  world's 
progress  were  found  to  agree  in  having  adopted  a  more  or 
less  strict  system  of  caste :   and  this  fact  by  itself  proved 
that  the  distinction  of  castes  was  well  suited  to  its  environ- 
ment, and   that   on    the  whole   it   strengthened   the   races 
or  nations  which  adopted  it.     For  since  it  was  a  controlling 
factor  of  life,  the  nations  which  adopted  it  could  not  have 
generally  prevailed  over  others,  if  the  influence  exerted  by  it 
had  not  been  in  the  main  beneficial.     Their  pre-eminence 
proved  not  that  it  was  free  from  defects,  but  that  its  ex- 


326 


INDUSTRIAL  ORGANIZATION. 


BOOK  rv. 
CH.  vni. 


The  same 

is  true 

of  the 

relations 

between 

different 

indastrial 

classes  in 

the  modem 

Western 

world. 


cellencies,  relatively  to  that  particular  stage  of  progress, 
outweighed  its  defects. 

We  know  that  in  the  animal  or  vegetable  kingdom  a 
species  may  differ  from  its  competitors  by  having  two 
qualities,  one  of  which  is  of  great  advantage  to  it,  while  the 
other  is  unim^pprtant,  perhaps-eveBr  slightly  injurieas,- -and 
that^'.the^- -former  of-  these  qualities  will-mftke-the—spacies 
succeed  incite  of  its  having  the  latter :  the  survival  of  which 
■will  tken  be  no  proof  that  it  is  beneficial.  Thus  the  struggle 
for  existence  has  kept  alive  many  qualities  and  habits  in  the 
human  race  which  were  in  themselves  of  no  advantage,  but 
which  are  associated  by  a  more  or  less  permanent  bond  with 
others  that  are  great  sources  of  strength.  Such  instances 
are  found  in  the  tendency  to  an  overbearing  demeanour 
and  a  scorn  for  patient  industry  among  nations  that  owe 
their  advance  chiefly  to  military  victories ;  and  again  in  the 
tendency  among  commercial  nations  to  think  too  much  of 
wealth  and  to  use  it  for  the  purposes  of  display.  But  the 
most  striking  instances  are  found  in  matters  of  organization ; 
the  excellent  adaptation  of  the  system  of  caste  for  the  special 
work  which  it  had  to  do,  enabled  it  to  flourish  in  spite  of  its 
great  faults,  the  chief  of  which  were  its  rigidity,  and  its 
sacrifice  of  the  individual  to  the  interests  of  society,  or  rather 
to  certain  special  exigencies  of  society. 

Passing  over  intermediate  stages  and  coming  at  once  to 
the  modern  organization  of  the  Western  world,  we  find  it 
oflfering  a  striking  contrast,  and  a  no  less  striking  resemblance, 
to  the  system  of  caste.  On  the  one  hand,  rigidity  has  been 
succeeded  by  plasticity :  the  methods  of  industry  which  were 
then  stereotyped,  now  change  with  bewildering  quickness; 
the  social  relations  of  classes,  and  the  position  of  the  indi- 
vidual in  his  class,  which  were  then  definitely  fixed  by 
traditional  rules,  are  now  perfectly  variable  and  change  their 
forms  with  the  changing  circumstances  of  the  day.  But  on 
the  other  hand,  the  sacrifice  of  the  individual  to  the  exigencies 
of  society  as  regards  the  production  of  material  wealth  seems 
in  some  respects  to  be  a  case  of  atavism,  a  reversion  to  condi- 
tions which  prevailed  in  the  far-away  times  of  the  rule  of 
caste.    For  the  division  of  labour  between  the  different  ranks 
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of  industry  and  between  different  individuals  in  the  same   bookiv. 

rank   is   so   thorough   and   uncompromising,   that  the    real      J ' 

interests  of  the  producer  are  sometimes  in  danger  of  being 
sacrificed  for  the  sake  of  increasing  the  addition  which  his 
work  makes  to  the  aggregate  production  of  material  wealth. 

§  4.  Adam  Smith  while  insisting  on  the  general  advan-  Adam 
tages  of  that  minute  division  of  labour  and  of  that  subtle  caution 
industrial  organization  which  were  being  developed  with  subject ; 
unexampled  rapidity  in  his  time,  was  yet  careful  to  indicate 
many  points  in  which  the  system  failed,  and  many  incidental 
evils  which  it  involved^  But  many  of  his  followers  with 
less  philosophic  insight,  and  in  some  cases  with  less  real 
knowledge  of  the  world,  argued  boldly  that  whatever  is,  is 
right.  They  were  not  contented  with  insisting  that  the  new 
industrial  organization  was  spreading  rapidly  and  obtaining 
victories  over  its  rivals  in  every  direction,  and  that  this  very 
fact  proved  that  it  met  a  want  of  the  times,  and  had  a  good 
balance  of  advantages  over  disadvantages.  But  they  went 
further  and  applied  the  same  argument  to  all  its  details; 
they  did  not  see  that  the  very  strength  of  the  system  as  a 
whole  enabled  it  to  carry  along  with  it  many  incidents  which 
were  in  themselves  evil.  For  a  while  they  fascinated  the 
world  by  their  romantic  accounts  of  the  flawless  proportions  the  extra- 
of  that  "natural"  organization  of  industry  which  had  grown  offo^g 
from  the  rudimentary  germ  of  self-interest ;  each  man  f 'jj^^g^a 
selecting  his  daily  work  with  the  sole  view  of  getting  for  it 
the  best  pay  he  could,  but  with  the  inevitable  result  of 
choosing  that  in  which  he  could  be  of  most  service  to  others. 
They  argued  for  instance  that,  if  a  man  had  a  talent  for 
managing  business,  he  would  be  surely  led  to  use  that  talent 
for  the  benefit  of  mankind  :  that  meanwhile  a  like  pursuit  of 
their  own  interests  would  lead  others  to  provide  for  his  use 
such  capital  as  he  could  turn  to  best  account ;  and  that  his 
own  interest  would  lead  him  so  to  arrange  those  in  his 
employment  that  everyone  should  do  the  highest  work  of 
which  he  was  capable,  and  no  other ;  and  that  it  would  lead 
him   to  purchase  and  use  all  machinery  and  other  aids  to 

1  Eeference  has  already  been  made  (Bk.  i.  Ch.  it.  §  3)  to  the  inaccurate  use  of 
the  term  Smithianismua  in  Germany. 
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BOOK  IV.    production,  which  could  in  his  hands  contribute  more  than 
CH.  vni.       ,  .      .  /»    1     - 
the  equivalent  of  their  own  cost  towards  supplying  the  wants 

of  the  world. 

They  were  right  in  contending  that  these  were  important 
problems  which  could  not  be  properly  understood  without  a 
much  more  careful  study  than  was  given  to  them  by  those 
ready  writers  who,  then  as  now,  attained  an  easy  popularity 
by  indiscriminate  attacks  on  the  existing  state  of  society. 
But  their  own  defence  of  it,  though  more  intelligent,  was 
almost  equally  open  to  the  charge  of  partisan  bias.  The 
romantic  subtilty  of  this  "  natural  organization  of  iudustry  " 
had  a  fascination  for  earnest  and  thoughtful  minds ;  it  pre- 
vented them  from  seeing  and  removing  the  evil  that  was 
intertwined  with  the  good  in  the  changes  that  were  going  on 
around  them  ;  and  it  hindered  them  from  inquiring  whether 
many  even  of  the  broader  features  of  modem  industry  may 
not  be  transitional,  having  indeed  good  work  to  do  in  their 
time,  as  the  caste  system  had  in  its  time :  but  like  it  chiefly 
serviceable  in  leading  the  way  towards  better  arrangements 
for  a  happier  age. 
They  took  §  5.  Moreover  the  doctrine  took  no  account  of  the  man- 
account*  ner  in  which  organs  are  strengthened  by  being  used.  Mr 
veimm^nt  Herbert  Spencer  has  done  more  than  anyone  else  to  establish 
of  faculties  the  truth  and  the  significance  of  the  law  that  if  any  physical 
or  mental  exercise  gives  pleasure,  and  is  therefore  frequent, 
those  physical  or  mental  organs  which  are  used  in  it  are 
likely  to  grow  rapidly.  Among  the  lower  animals  indeed 
the  action  of  this  law  is  so  intimately  interwoven  with  that 
of  the  survival  of  the  fittest,  that  the  distinction  between  the 
two  need  not  often  be  emphasized.  For  as  it  may  have  been 
guessed  a  priori,  and  as  seems  to  be  well  proved  by  observa- 
tion, the  struggle  for  survival  tends  to  prevent  animals  from 
taking  much  pleasure  in  the  exercise  of  functions  which  do 
not  contribute  to  their  well-being. 

But  man,  with  his  strong  individuality,  has  greater  free- 
dom. He  delights  in  the  use  of  his  faculties  for  their 
own  sake ;  sometimes  using  them  nobly,  whether  with  the 
abandon  of  the  great  Greek  burst  of  life,  or  under  the  control 
of  a   deliberate   and   steadfast   striving   towards  important 
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ends ;  sometimes  ignobly,  as  in  the  case  of  a  morbid  deve-    book  it. 

lopment  of  the  taste  for  drink.     The  physical  superiority  of     - ' 

the  English  race  over  all  others  that  have  lived  a  town  life, 
as  largely  as  we  are  doing,  is  due  to  a  great  extent  to  the 
games  in  which  our  youth  exercises  its  physical  faculties  for 
the  sake  of  exercising  them :  the  religious,  the  moral,  the 
intellectual  and  the  artistic  faculties  on  which  the  progress 
of  industry  depends,  are  not  acquired  solely  for  the  sake  of 
the  things  that  may  be  got  by  them ;  but  are  developed  by 
exercise  for  the  sake  of  the  pleasure  and  the  happiness  which 
they  themselves  bring :  and,  in  the  same  way,  that  great 
factor  of  economic  prosperity,  the  organization  of  a  well- 
ordered  state,  is  the  product  of  an  infinite  variety  of  motives ; 
many  of  which  have  no  direct  connection  with  the  pursuit  of 
national  wealth*. 

No  doubt  it  is  true  that  physical  peculiarities  acquired 
by  the  parents  during  their  life  time  are  seldom  if  ever 
transmitted  to  their  offspring.  But  there  seems  no  good 
reason  for  doubting  that  the  children  of  those  who  have  led 
healthy  lives,  physically  and  morally,  will  be  bom  with  a 
firmer  fibre  than  they  would  have  been  had  the  same  parents 
grown  up  under  unwholesome  influences  which  had  en- 
feebled the  fibre  of  their  bodies  and  their  minds.  And  it  is 
certain  that  in  the  former  case  the  children  are  likely  after 
birth  to  be  better  nourished,  and  better  trained ;  to  acquire 
more  wholesome  instincts ;  and  to  have  more  of  that  regard 
for  others  and  that  self-respect,  which  are  the  mainsprings  of 
human  progress,  than  in  the  former  case*. 

It   is   needful   then   diligently  to    inquire  whether   the  Con- 

.     ,  .    ,  .        P  .    ,  .   ,        ,  clasion. 

present  mdustnal  organization  might  not  with  advantage  be 
so  modified  as  to  increase  the  opportunities  which  the  lower 
grades  of  industry  have  for  using  their  mental  faculties,  for 
deriving  pleasure  from  their  use,  and  for  strengthening  them 

1  Man  with  hia  many  motives,  aa  he  may  set  himself  deliberately  to  encourage 
the  growth  of  one  peculiarity,  may  equally  set  himself  to  check  the  growth  of 
another:  the  slowness  of  progress  during  the  Middle  Ages  was  partly  due  to  a 
deliberate  detestation  of  learning. 

>  On  these  grounds  we  may  admit  the  embryological  doctrines  on  which 
Mr  Kidd  bases  so  large  a  part  of  hia  doctrine  of  social  evolution,  and  yet  decline 
to  accept  his  conclusions. 
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BOOK  IV.  by  use ;  since  the  argument  that  if  such  a  change  had  been 
beneficial,  it  would  have  been  already  brought  about  by  the 
struggle  for  survival,  must  be  rejected  as  invalid.  No  doubt 
development  would  of  itself  tend  in  that  direction,  but  its 
action  would  be  slow;  and  it  is  the  prerogative  of  man  to 
hasten  the  progress  of  development  by  forecasting  and 
preparing  the  way  for  its  next  step. 

We  may  then  proceed  to  study  provisionally  the  present 
forms  of  the  organization  of  industry,  and  the  part  which 
they  play  in  governing  the  supply  of  material  wealth ; 
remembering  always  that  changes,  which  add  but  little  to 
the  immediate  efficiency  of  production,  may  be  worth  having 
if  they  make  mankind  ready  and  fit  for  a  higher  organization, 
which  will  be  more  effective  in  the  production  of  wealth  and 
more  equal  in  its  distribution ;  and  that  every  system  which 
allows  the  higher  faculties  of  the  lower  grades  of  industry 
to  go  to  waste,  is  open  to  grave  suspicion.  But  a  final 
judgment  as  to  the  good  and  evil  effects  of  any  system  must 
be  deferred  until  we  are  able  to  take  a  broader  survey. 


CHAPTER  IX. 

INDUSTRIAL  ORGANIZATION,  CONTINUED.  DIVISION  OF  LABOUR. 
THE  INFLUENCE  OF  MACHINERY. 

§  1.     The  first  condition  of  an  eflScient  organization  of   book  iv. 
industry  is  that  it  should  keep  everyone  employed  at  such     ° 
work  as  his  abilities  and  training  fit  him  to  do  well,  and  '^}^?  coaree 

°  .of  inqniry 

should  equip  him  with  the  best  machinery  and  other  appli-  in  this  and 
ances  for  his  work.    We  shall  leave  on  one  side  for  the  present  following 
the  distribution  of  functions  between  those  who  carry  out "  *^  ^'^' 
the  details  of  production  on  the  one  hand,  and  those  who 
manage  its  general  arrangement  and  undertake  its  risk  on 
the  other;  and  confine  ourselves  to  the  division  of  labour 
between  diflferent  classes  of  operatives,  with  special  reference 
to   the  influence  of  machinery.     In  the  following  chapter 
we  shall  consider  the  reciprocal  effects  of  division  of  labour 
and  localization  of  industry;   in  a  third  chapter  we  shall 
inquire  how  far  the  advantages  of  division  of  labour  depend 
upon  the  aggregation  of  large  capitals  into  the  hands  of 
single  individuals  or  firms,  or,  as  is  commonly  said,  on  pro- 
duction on  a  large  scale ;  and  lastly,  we  shall  examine  the 
growing  specialization  of  the  work  of  business  management. 

Everyone  is  familiar  with  the  fact  that  "  practice  makes  Practice 
perfect,"  that  it  enables  an  operation,  which  at  first  seemed  perfect, 
difficult,  to  be  done  after  a  time  with  comparatively  little 
exertion,  and  yet  much  better  than  before ;  and  physiology 
in  some  measure  explains  this  fact.     For  it  gives  reasons  for  Physio- 
believing  that  the  change  is  due  to  the  gradual  growth  of  p'lfj^tiou. 
new  habits  of  more  or  less  "reflex"  or  automatic  action. 
Perfectly  reflex  actions,  such  as  that  of  breathing  during 
sleep,  are  performed  by  the  responsibility  of  the  local  nerve 
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BOOK  IV.    centres  without  any  reference  to  the  supreme  central  autho- 
— — '     rity  of  the  thinking  power,  which  is  supposed  to  reside  in 
the  cerebrum.     But  all  deliberate  movements  require  the 
attention  of  the  chief  central  authority :  it  receives  infor- 
mation from  the  nerve  centres  or  local  authorities  and  perhaps 
in  some  cases  direct  from  the  sentient  nerves,  and  sends  back 
detailed  and  complex  instructions  to  the  local  authorities,  or 
in   some   cases  direct  to  the  muscular  nerves,  and  so  co- 
ordinates their  action  as  to  bring  about  the  required  results*. 
Enowledge        The  physiological  basis  of  purely  mental  work  is  not  yet 
leotnai       well  understood ;  but  what  little  we  do  know  of  the  growth 
ability.       ^£  ^j^[j^  structure  seems  to  indicate  that  practice  in  any  kind 
of  thinking  develops  new  connections  between  different  parts 
of  the  brain.     Anyhow  we  know  for  a  fact  that  practice  will 

^  For  instance,  the  first  time  a  man  attempts  to  skate  he  mnst  give  his  whole 
attention  to  keeping  his  balance,  his  cerebmm  has  to  exercise  a  direct  control  over 
ever;  movement,  and  he  has  not  mnch  mental  energy  left  for  other  things.  Bat 
after  a  good  deal  of  practice  the  action  becomes  semi-automatic,  the  local  nerve 
centres  undertake  nearly  all  the  work  of  regnlating  the  mnscles,  the  cerebrom  is 
set  free,  and  the  man  can  carry  on  an  independent  train  of  thonght ;  he  can  even 
alter  his  course  to  avoid  an  obstacle  in  his  path,  or  recover  his  balance,  after  it  has 
been  disturbed  by  a  slight  unevenness,  without  in  any  way  interrupting  the  course 
of  his  thoughts.  It  seems  that  the  exercise  of  nerve  force  under  the  immediate 
direction  of  the  thinking  power  residing  in  the  cerebrum  has  gradually  built  up  a 
set  of  connections,  involving  probably  distinct  physical  change,  between  the  nerves 
and  nerve  centres  concerned ;  and  these  new  connections  may  be  regarded  as  a 
sort  of  capital  of  nerve  force.  There  is  probably  something  like  an  organized 
bureaucracy  of  the  local  nerve  centres:  the  medulla,  the  spinal  axis,  and  the 
larger  ganglia  generally  acting  the  part  of  provincial  authorities,  and  being  able 
after  a  time  to  regulate  the  district  and  village  authorities  without  troubling  the 
supreme  government.  Very  likely  they  send  up  messages  as  to  what  is  going  on : 
but  if  nothing  much  out  of  the  way  has  happened,  these  are  very  Uttle  attended  to. 
■When  however  a  new  feat  has  to  be  accomplished,  as  for  instance  learning  to 
skate  backwards,  the  whole  thinking  force  will  be  called  into  requisition  for  the 
time ;  and  will  now  be  able  by  aid  of  the  special  skating-organization  of  the  nerves 
and  nerve  centres  to  do  what  would  have  been  altogether  impossible  without  such 
aid. 

To  take  a  higher  instance :  when  an  artist  is  painting  at  his  best,  his  cerebrum 
is  fully  occupied  with  his  work :  his  whole  mental  force  is  thrown  into  it,  and  the 
strain  is  too  great  to  be  kept  up  for  a  long  time  together.  In  a  few  hours  of  happy 
inspiration  he  may  give  utterance  to  thoughts  that  exert  a  perceptible  influence  on 
the  character  of  coming  generations ;  but  his  power  of  expression  had  been  earned 
by  numberless  hours  of  plodding  work  in  which  he  had  gradually  built  up  an 
intimate  connection  between  eye  and  hand,  sufficient  to  enable  him  to  make  good 
rough  sketches  of  things  with  which  he  is  tolerably  familiar,  even  while  he  is 
engaged  in  an  engrossing  conversation  and  is  scarcely  conscious  that  he  has  a 
pencil  in  his  hand. 
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enable  a  person  to  solve  quickly,  and  without  any  considera-  book  iv. 
able  exertion,  questions  which  he  could  have  dealt  with  but  " 
very  imperfectly  a  little  while  before,  even  by  the  greatest 
effort.  The  mind  of  the  merchant,  the  lawyer,  the  physician, 
and  the  man  of  science,  becomes  gradually  equipped  with 
a  store  of  knowledge  and  a  faculty  of  intuition,  which  can 
be  obtained  in  no  other  way  than  by  the  continual  applica- 
tion of  the  best  efforts  of  a  powerful  thinker  for  many  years 
together  to  one  more  or  less  narrow  class  of  questions.  Of 
course  the  mind  cannot  work  hard  for  many  hours  a  day  in 
one  direction :  and  a  hard-worked  man  will  sometimes  find 
recreation  in  work  that  does  not  belong  to  his  business,  but 
would  be  fatiguing  enough  to  a  person  who  had  to  do  it  all 
day  long. 

Some  social  reformers  have  indeed  maintained  that  those  Change  of 
who  do  the  most   important  brain  work  might  do  a  fair  often  a 
share  of  manual  work  also,  without  diminishing  their  power  reuSation. 
of  acquiring  knowledge  or  thinking  out  hard  questions.     But 
experience  seems  to  show  that  the  best  relief  from  overstrain 
is  in  occupations  taken  up  to  suit  the  mood  of  the  moment 
and  stopped  when  the  mood  is  passed,  that  is,  in  what  popular 
instinct  classes  as  "  relaxation."     Any  occupation  which  is  so 
far  business-like  that  a  person  must  sometimes  force  himself 
by  an  effort  of  the  will  to  go  on  with  it,  draws  on  his  nervous 
force  and  is  not  perfect  relaxation :  and  therefore  it  is  not 
economical  from  the  point  of  view  of  the  community  unless 
its  value  is  sufficient  to  outweigh  a  considerable  injury  to  his 
main  work\ 

S  2.     It  is  a  difiBcuIt   and   unsettled   question    how  far  In  the 

.  .         .  higher 

specialization  should  be  carried  in  the  highest  branches  of  grades  of 

1  J.  S.  Mill  went  bo  far  as  to  maintain  that  his  occupations  at  the  India 
Office  did  not  interfere  -with  his  pnrsait  of  philosophical  inquiries.  But  it  seems 
probable  that  this  diversion  of  his  freshest  powers  lowered  the  quality  of  his  best 
thought  more  than  he  was  aware ;  and  though  it  may  have  diminished  but  little 
bis  remarkable  nsefulness  in  his  own  generation,  it  probably  affected  very  much 
his  power  of  doing  that  kind  of  work  which  influences  the  course  of  thought  in 
future  generations.  It  was  by  hasbanding  every  atom  of  his  small  physical 
strength  that  Darwin  was  enabled  to  do  so  much  work  of  just  that  kind:  and  a 
social  reformer  who  had  succeeded  in  exploiting  Darwin's  leisure  hours  In  useful 
work  on  behalf  of  the  community,  would  have  done  a  very  bad  piece  of  business 
for  it. 
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work.  In  science  it  seems  to  be  a  sound  rule  that  the 
area  of  study  should  be  broad  during  youth,  and  should 
gradually  be  narrowed  as  years  go  on.  A  medical  man 
who  has  always  given  his  attention  exclusively  to  one  class 
of  diseases,  may  perhaps  give  less  wise  advice  even  in  his 
special  subject  than  another  who,  having  learnt  by  wider 
experience  to  think  of  those  diseases  in  relation  to  general 
health,  gradually  concentrates  his  study  more  and  more  on 
them,  and  accumulates  a  vast  store  of  special  experiences 
and  subtle  instincts.  But  there  is  no  doubt  that  greatly 
increased  efficiency  can  be  attained  through  division  of 
labour  in  those  occupations  in  which  there  is  much  demand 
for  mere  manual  skill. 

Adam  Smith  pointed  out  that  a  lad  who  had  made  nothing 
but  nails  all  his  life  could  make  them  twice  as  quickly  as 
a  first-rate  smith  who  only  took  to  nail-making  occasionally. 
Anyone  who  has  to  perform  exactly  the  same  set  of  opera- 
tions day  after  day  on  things  of  exactly  the  same  shape, 
gradually  learns  to  move  his  fingers  exactly  as  they  are 
wanted,  by  almost  automatic  action  and  with  greater  rapidity 
than  would  be  possible  if  every  movement  had  to  wait  for 
a  deliberate  instruction  of  the  will.  One  familiar  instance 
is  seen  in  the  tjdng  of  threads  by  children  in  a  cotton  mill. 
Again,  in  a  clothing  or  a  boot  factory,  a  person  who  sews, 
whether  by  hand  or  machinery,  just  the  same  seam  on  a 
piece  of  leather  or  cloth  of  just  the  same  size,  hour  after 
hour,  day  after  day,  is  able  to  do  it  with  far  less  effort  and 
far  more  quickly  than  a  worker  with  much  greater  quickness 
of  eye  and  hand,  and  of  a  much  higher  order  of  general 
skill,  who  was  accustomed  to  make  the  whole  of  a  coat  or 
the  whole  of  a  boot^ 


1  The  beat  and  most  expensive  clothes  are  made  by  highly  skilled  and  highly 
paid  tailors,  each  of  whom  works  right  through  first  one  garment  and  then 
another :  while  the  cheapest  and  worst  clothes  are  made  for  starvation  wages  by 
unskilled  women  who  take  the  cloth  to  their  own  homes  and  do  every  part  of  the 
sewing  themselves.  Bnt  clothes  of  intermediate  qualities  are  made  in  workshops 
or  factories,  in  which  the  division  and  subdivision  of  labour  are  carried  as  far  as 
the  size  of  the  staff  will  permit ;  and  this  method  is  rapidly  gaining  ground  at  both 
ends  at  the  expense  of  the  rival  method.  Lord  Lauderdale,  (Inquiry,  p.  282,)  quotes 
Xenophon's  argument  that  the  best  work  is  done  when  each  confines  himself  to 
one  simple  department,  as  when  one  man  makes  shoes  for  men,  and  another  for 
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Again,  in  the  wood  and  the  metal  industries,  if  a  man    bookiv. 
has  to  perform  exactly  the  same  operations  over  and  over     _! — ' 
again  on  the  same  piece  of  material,  he  gets  into  the  habit  J^^'oi 
of  holding  it  exactly  in  the  way  in  which  it  is  wanted,  and  ™*°y  P"'"- 

o  •!  J  cesses  in 

of  arranging  the  tools  and  other  things  which  he  has  to  the  wood 

-,,      .  ,'..  -         1-11  !•  1  and  metal 

handle  m  such  positions  that  he  is  able  to  bring  them  to  trades, 
work  on  one  another  with  the  least  possible  loss  of  time  and 
of  force  in  the  movements  of  his  own  body.  Accustomed  to 
find  them  always  in  the  same  position  and  to  take  them  in 
the  same  order,  his  hands  work  in  harmony  with  one  another 
almost  automatically:  and  with  increased  practice  his  ex- 
penditure of  nervous  force  diminishes  even  more  rapidly  than 
his  expenditure  of  muscular  force. 

But  when  the  action  has  thus  been  reduced  to  routine  it  The 
has  nearly  arrived  at  the  stage  at  which  it  can  be  taken  over  of  mMinil 
by  machinery.  The  chief  difficulty  to  be  overcome  is  that  of  J^^™ 
getting  the  machinery  to  hold  the  material  firmly  in  exactly 
the  position  in  which  the  machine  tool  can  be  brought  to 
bear  on  it  in  the  right  way,  and  without  wasting  too  much 
time  in  taking  grip  of  it.  But  this  can  generally  be  con- 
trived when  it  is  worth  while  to  spend  some  labour  and 
expense  on  it;  and  then  the  whole  operation  can  often  be 
controlled  by  a  worker  who,  sitting  before  a  machine,  takes 
with  the  left  hand  a  piece  of  wood  or  metal  from  a  heap  and 
puts  it  in  a  socket,  while  with  the  right  he  draws  down 
a  lever,  or  in  some  other  way  sets  the  machine  tool  at  work, 
and  finally  with  his  left  hand  throws  on  to  another  heap  the 
material  which  has  been  cut  or  punched  or  drilled  or  planed 
exactly  after  a  given  pattern.  It  is  in  these  industries 
especially  that  we  find  the  reports  of  modem  trades  unions 
to  be  full  of  complaints  that  unskilled  labourers,  and  even 
their  wives  and  children,  are  put  to  do  work  which  used  to 
require  the  skill  and  judgment  of  a  trained  mechanic,  but 
which  has  been  reduced  to  mere  routine  by  the  improvement 

women ;  or  better  when  one  man  only  sews  shoes  or  garments,  another  cats  them 
ont :  the  king's  cooking  is  much  better  than  anybody  else's,  because  he  has  one 
cook  who  only  boils,  another  who  only  roasts  meat;  one  who  only  boils  fish, 
another  who  only  fries  it :  there  is  not  one  man  to  make  all  sorts  of  bread  but 
a  special  man  for  special  qnalities. 
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BOOK  rv.    of  machinery  and  the  ever-increasing  minuteness  of  the  sub- 
— — '     division  of  labour. 

sion  rf"  §  ^'     ^®  ^^^  ^^^^  ^^^  *°  ^  general  rule,  the  action  of 

labour  in     which  is  more  prominent  in  some  branches  of  manufacture 

the  growth  than  Others,  but  which  applies  to  all.     It  is,  that  any  manu- 

ofmachin-  facturing  operation  that  can  be  reduced  to  uniformity,  so 

that  exactly  the  same  thing  has  to  be  done  over  and  over 

again  in  the  same  way,  is  sure  to  be  taken  over  sooner  or 

later  by  machinery.     There  may  be  delays  and  difficulties; 

but  if  the  work  to  be  done  by  it  is  on  a  sufficient  scale, 

money  and  inventive  power  will  be  spent  without  stint  on 

the  task  till  it  is  achieved^ 

Thus  the  two  movements  of  the  improvement  of  ma- 
chinery and  the  growing  subdivision  of  labour  have  gone 
together   and   are    in    some   measure   connected.     But   the 
connection  is  not  so  close  as  is  generally  supposed.     It  is 
the  largeness  of  markets,  the  increased  demand  for  great 
numbers  of  things  of  the  same  kind,  and  in  some  cases  of 
things  made  with  great  accuracy,  that  leads  to  subdivision 
of  labour ;  the  chief  effect  of  the  improvement  of  machinery 
is  to  cheapen  and  make  more  accurate  the  work  which  would 
Machinery  anyhow  have  been  subdivided.     For  instance,  "  in  organizing 
pttt^ly"*^     the  works  at  Soho,  Boulton  and  Watt  found  it  necessary  to 
manual       carry  division  of  labour  to  the  furthest  practicable  point. 

'  One  great  inventor  is  rumoured  to  have  spent  £300,000  on  experiments  relating 
to  textile  machinery ;  and  his  outlay  is  said  to  have  been  abundantly  returned  to 
him :  some  of  his  inventions  were  of  such  a  kind  as  can  be  made  only  by  a  man 
of  genius;  and  however  great  the  need,  they  must  have  waited  till  the  right 
man  was  found  for  them.  He  charged  not  unreasonably  £1000  as  royalty  for  each 
of  bis  combing  machines ;  and  a  worsted  manofactorer,  being  full  of  work,  found 
it  worth  his  while  to  buy  an  additional  machine,  and  pay  this  extra  charge  for  it, 
only  six  months  before  the  expiry  of  the  patent.  But  such  cases  are  exceptional ; 
as  a  rule  patented  machines  are  not  very  dear.  In  some  cases  the  economy  of  having 
them  all  produced  at  one  place  by  special  machinery  has  been  so  great  that  the 
patentee  has  found  it  to  his  advantage  to  sell  them  at  a  price  lower  than  the 
old  price  of  the  inferior  machines  which  they  displaced :  for  that  old  price  gave 
him  so  high  a  profit,  that  it  was  worth  his  while  to  lower  the  price  still  further 
in  order  to  induce  the  use  of  the  machines  for  new  purposes  and  in  new  markets. 
In  almost  every  trade  many  things  are  done  by  hand,  though  it  is  well  known  that 
they  could  easily  be  done  by  some  adaptations  of  machines  that  are  already  in  use 
in  that  or  some  other  trade,  and  which  are  not  made  only  because  there  would 
not  as  yet  be  enough  employment  for  them  to  remunerate  the  trouble  and  expense 
of  making  them. 
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There  were  no  slide-lathes,  planing  machines  or  boring  tools,  book  it. 
such  as  now  render  mechanical  accuracy  of  construction  °' "^' 
almost  a  matter  of  certainty.  Everything  depended  on  the 
individual  mechanic's  accuracy  of  hand  and  eye ;  yet  me- 
chanics generally  were  much  less  skilled  then  than  they 
are  now.  The  way  in  which  Boulton  and  Watt  contrived 
partially  to  get  over  the  difficulty  was  to  confine  their 
workmen  to  special  classes  of  work,  and  make  them  as 
expert  in  them  as  possible.  By  continued  practice  in 
handling  the  same  tools  and  fabricating  the  same  articles, 
they   thus   acquired   great   individual   proficiency'."      Thus  aud  thns 

,  .  i      ii  1      i  J  J  diminishes 

machmery   constantly   supplants    and    renders    unnecessary  some  of 
that  purely  manual  skill,  the  attainment  of  which  was,  even  J^fJ^™' 
up  to  Adam  Smith's  time,  the  chief  advantage  of  division  f  ^''"V*. 
of  labour.     But  this  influence  is  more  than  countervailed  increases 
by  its  tendency  to  increase  the  scale  of  manufactures  and  for  it. 
to  make  them    more   complex;   and    therefore    to   increase 
the  opportunities  for  division  of  labour   of  all   kinds,  and 
especially  in  the  matter  of  business  management. 

§  4.     The  powers  of  machinery  to  do  work  that  requires  Machine- 
too  much  accuracy  to  be  done  by  hand  are  perhaps   best  machinery 
seen  in  some  branches  of  the  metal  industries  in  which  the  Jni^the^"" 
system  of  Interchangeable  Parts  is  being  rapidly  developed.  "^'^  *•■*  °^ 
It  is  only  after  long  training  and  with  much  care  and  labour  changeable 
that  the  hand  can  make  one  piece  of  metal  accurately  to 
resemble  or  to  fit  into  another :  and  after  all  the  accuracy  is 
not  perfect.     But  this  is  just  the  work  which  a  well  made 
machine  can  do  most  easily  and  most  perfectly.    For  instance, 
if  sowing  and  reaping  machines  had  to  be  made  by  band, 
their  first  cost  would  be  very  high ;   and  when  any  part  of 
them  was  broken,  it  could  be  replaced  only  at  great  cost 
by  sending  the  machine  back   to  the  manufacturer  or  by 
bringing  a  highly  skilled  mechanic  to  the  machine.     But 
as  it  is,  the   manufacturer  keeps  in  store  many  facsimiles 
of  the  broken  part,  which  were  made  by  the  same  machinery, 
and  are  therefore  interchangeable  with  it.     A  farmer  in  the 
North- West  of  America,  perhaps  a  hundred  miles  away  from 
any  good  mechanic's   shop,  can   yet   use   complicated    ma- 

1  Smiles'  Boulton  and  Watt,  pp.  170 — 1. 
M.  22 
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chinery  with  confidence ;  since  he  knows  that  by  telegraphing 
the  number  of  the  machine  and  the  number  of  any  part  of 
it  which  he  has  broken,  he  will  get  by  the  next  train  a  new 
piece  which  he  can  himself  fit  into  its  place.  The  import- 
ance of  this  principle  of  interchangeable  parts  has  been 
but  recently  grasped ;  there  are  however  many  signs  that 
it  will  do  more  than  any  other  to  extend  the  use  of  machine- 
made  machinery  to  every  branch  of  production,  including 
even  domestic  and  agricultural  work'. 

The  influences  which  machinery  exerts  over  the  character 
of  modem  industry  are  well  illustrated  in  the  manufacture 
of  watches.  A  few  years  ago  the  chief  seat  of  this  business 
was  in  French  Switzerland ;  where  the  subdivision  of  labour 
was  carried  far,  though  a  great  part  of  the  work  was  done 
by  a  more  or  less  scattered  population.  There  were  about 
fifty  distinct  branches  of  trade  each  of  which  did  one  small 
part  of  the  work.  In  almost  all  of  them  a  highly  specialized 
manual  skill  was  required,  but  very  little  judgment;  the 
earnings  were  generally  low,  because  the  trade  had  been 
established  too  long  for  those  in  it  to  have  anything  like  a 
monopoly,  and  there  was  no  difficulty  in  bringing  up  to 
it  any  child  with  ordinary  intelligence.  But  this  industry 
is  now  yielding  ground  to  the  American  system  of  making 
watches  by  machinery,  which  requires  very  little  specialized 
manual  skill.  In  fact  the  machinery  is  becoming  every 
year  more  and  more  automatic,  and  is  getting  to  require 
less  and  less  assistance  from  the  human  hand.  But  the 
more  delicate  the  machine's  power,  the  greater  is  the 
judgment  and  carefulness  which  is  called  for  from  those 
who  see  after  it.  Take  for  instance  a  beautiful  machine 
which  feeds  itself  with  steelwire  at  one  end,  and  delivers 
at  the  other  tiny  screws  of  exquisite  form;  it  displaces  a 
great  many  operatives  who  had  indeed  acquired  a  very  high 
and  specialized  manual  skill,  but  who  lived  sedentary  lives, 
straining  their  eyesight  through  microscopes,  and  finding  in 


•  The  system  owes  its  origin  in  great  measure  to  Sir  Joseph  Whitworth's 
standard  ganges;  bat  it  has  been  worked  ont  with  most  enterprise  and  thorough- 
ness in  America.  There  is  a  good  account  of  it  by  Mr  Trowbridge  in  Vol.  ii.  of 
the  Beport  of  the  tenth  census  for  the  United  States. 
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their  work  very  little  scope  for  any  faculty  except  a  mere    book  it. 

command  over  the  use  of  their  fingers.     But  the  machine  is       _! ' 

intricate  and  costly,  and  the  person  who  minds  it  must  have 
an  intelligence,  and  an  energetic  sense  of  responsibility,  which 
go  a  long  way  towards  making  a  fine  character ;  and  which, 
though  more  common  than  they  were,  are  yet  sufiiciently 
rare  to  be  able  to  earn  a  very  high  rate  of  pay.  No  doubt 
this  is  an  extreme  case ;  and  the  greater  part  of  the  work 
done  in  a  watch  factory  is  much  simpler.  But  much  of  it 
requires  higher  faculties  than  the  old  system  did,  and 
those  engaged  in  it  earn  on  the  average  higher  wages;  at 
the  same  time  that  it  has  already  brought  the  price  of  a 
trustworthy  watch  within  the  range  of  the  poorest  classes 
of  the  community,  and  it  is  showing  signs  of  being  able  soon 
to  accomplish  the  very  highest  class  of  work'. 

Those  who  finish  and  put  together  the  different  parts  and  in 
of  a  watch  must  always  have  highly  specialized  skill :  but  weakens 
most  of  the  machines  which  are  in  use  in  a  watch  factory,  ^^g^s 
are  not  different  in  ereneral  character  from  those  which  are  ^5'  di-riiie 

=>  .  .  different 

used  in  any  other  of  the  lighter  metal  trades :  in  fact  many  trades. 
of  them  are  mere  modifications  of  the  turning  lathes  and  of 
the  slotting,  punching,  drilling,  planing,  shaping,  milling 
machines  and  a  few  others,  which  are  familiar  to  all  eng^ineer- 
ing  trades.  This  is  a  good  illustration  of  the  fact  that  while 
there  is  a  constantly  increasing  subdivLsion  of  labour,  many 
of  the  lines  of  division  between  trades  which  are  nominally 
distinct  are  becoming  narrower  and  less  difficult  to  be 
passed.  In  old  times  it  would  have  been  very  small  comfort 
to  watch-makers,  who  happened  to  be  suffering  fi"om  a 
diminished  demand  for  their  wares,  to  be  told  that  the 
gun-making  trade  was  in  want  of  extra  hands ;  but  most 
of  the  operatives  in  a  watch  factory  would  find  machines 
very  similar  to  those  with  which  they  were  familiar,  if  they 

1  The  perfection  which  the  michiuery  has  already  attained  is  shown  by  the 
fact  that  at  the  Inventions  Exhibition  recently  held  in  London,  the  representative 
of  an  American  watch  factory  took  to  pieces  fifty  watches  before  some  English 
representatives  of  the  older  system  of  manafactare,  and  after  throwing  the  dif- 
ferent parts  into  different  heaps,  asked  them  to  select  for  >iiTn  one  piece  from  each 
heap  in  succession;  he  then  set  these  pieces  up  in  one  of  the  watch-cases  and 
handed  them  back  a  watch  in  perfect  order. 

22—2 


340 


DIVISION   OF   LABOUR. 


BOOK  IV, 

CH.  rx. 


Illustra- 
tion from 
the  print- 
ing trade. 


strayed  into  a  gun-making  factory  or  sewing-machine  factory, 
or  a  factory  for  making  textile  machinery.  A  watch  factory 
with  those  who  worked  in  it  could  be  converted  without  any 
overwhelming  loss  into  a  sewing-machine  factory :  almost 
the  only  condition  would  be  that  in  the  new  factory  no  one 
should  be  put  to  work  which  required  a  higher  order  of 
general  intelligence,  than  that  to  which  he  was  already 
accustomed. 

§  5.  The  printing  trade  affords  another  instance  of  the 
way  in  which  an  improvement  of  machinery  and  an  increase 
in  the  volume  of  production  causes  an  elaborate  subdivision 
of  labour.  Everyone  is  familiar  with  the  pioneer  newspaper 
editor  of  newly  settled  districts  of  America,  who  sets  up 
the  type  of  his  articles  as  he  composes  them ;  and  with  the 
aid  of  a  boy  prints  off  his  sheets  and  distributes  them  to  his 
scattered  neighbours.  When  however  the  mystery  of  print- 
ing was  new,  the  printer  had  to  do  all  this  for  himself,  and 
in  addition  to  make  all  his  own  appliances'.  These  are 
now  provided  for  him  by  separate  "  subsidiary"  trades,  from 
whom  even  the  printer  in  the  backwoods  can  obtain  every- 
thing that  he  wants  to  use.  But  in  spite  of  the  assistance 
which  it  thus  gets  from  outside,  a  large  printing  establish- 
ment has  to  find  room  for  many  different  classes  of  workers 
within  its  walls.  To  say  nothing  of  those  who  organize  and 
superintend  the  business,  of  those  who  do  its  oflBce  work  and 
keep  its  stores,  of  the  skilled  "readers"  who  correct  any 
errors  that  may  have  crept  into  the  "proofs,"  of  its  engineers 
and  repairers  of  machinery,  of  those  who  cast,  and  who  correct 
and  prepare  its  stereotype  plates ;  of  the  warehousemen  and 
the  boys  and  girls  who  assist  them,  and  several  other  minor 
classes ;  there  are  the  two  great  groups  of  the  compositors 
who  set  up  the  type,  and  the  machinists  and  pressmen  who 
Instance  of  print  impressions  from  them.  Each  of  these  two  groups  is 
pUcaTion  hi  divided  into  many  smaller  groups,  especially  in   the  large 

1  "  The  type-fonnder  was  probably  the  first  to  secede  from  the  concem ;  then 
printers  delegated  to  others  the  making  of  presses;  afterwards  the  ink  and  the 
rollers  fonnd  separate  and  distinct  manufacturers ;  and  there  arose  a  class  of 
persons  who,  though  belonging  to  other  trades,  made  printing  appliances  a 
specialty,  such  as  printers'  smiths,  printers'  joiners  and  printers'  engineers  "  (Mr 
Southward  in  the  Article  on  Typography  in  the  Encyclopedia  Britanmca). 
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centres  of  the  printing  trade.     In  London,  for  instance,  a    book  it. 

minder  who  was  accustomed  to  one  class  of  machine,  or  a      _! ' 

compositor  who  was  accustomed  to  one  class  of  work,  if^^^o?* 
thrown  out  of  employment  would  not  willingly  abandon  the  thin  lines 
advantage  of  his  specialized  skill,  and  falling  back  on  his 
general  knowledge  of  the  trade  seek  work  at  another  kind  of 
machine  or  in  another  class  of  work'.     These  barriers  be- 
tween minute  subdivisions  of  a  trade  count  for  a  great  deal 
in    many   descriptions    of    the    modem    tendency   towanls 
specialization   of    industry;    and    to    some   extent    rightly, 
because  though  many  of  them  are  so  slight  that  a  man  which  cui 
thrown  out  of  work  in  one  subdivision  could  pass  into  one  of  withont 
its  neighbours  without  any  great  loss  of  efficiency,  yet  he  does  ^ffij-nity. 
not  do  so  until  he  has  tried  for  a  while  to  get  employment  in 
his  old  lines;  and  therefore  the  barriers  are  as  effective  as 
stronger  ones  would  be  so  far  as  the  minor  fluctuations  of 
trade  from  week  to  week  are  concerned.     But  they  are  of  an 
altogether  different  kind  from  the  deep  and  broad  partitions 
which  divided  one  group  of  mediaeval  handicraftsmen  from 
another,   and   which   caused   the    lifelong   suffering   of  the 
handloom-weavers  when  their  trade  had  left  them^. 

1  For  instance,  Mr  Sonthward  tells  us  "a  minder  may  onderstand  only 
book  machineB  or  only  news  machines ;  he  may  know  all  about "  machines  that 
print  from  flat  surfaces  or  those  that  print  from  cylinders ;  "  or  of  cylinders  he 
may  know  only  one  kind.  Entirely  novel  machines  create  a  new  class  of  artisans. 
There  are  men  perfectly  competent  to  manage  a  Walter  press  who  are  ignorant 
how  to  work  two-colour  or  fine  book-work  machines.  In  the  compositor's  depart- 
ment division  of  labour  is  carried  out  to  a  still  minuter  degree.  An  old-fashioned 
printer  would  set  up  indifferently  a  placard,  a  title-page,  or  a  book.  At  the 
present  day  we  have  jobbing  hands,  book  hands  and  news  hands,  the  word 
'hand'  suggesting  the  factory-like  nature  of  the  business.  There  are  jobbing 
hands  who  confine  themselves  to  posters.  Book  hands  comprise  those  who  set  up 
the  titles  and  those  who  set  up  the  body  of  the  work.  Of  these  latter  again, 
while  one  man  composes,  another,  the  'maker-np,'  arranges  the  pages." 

^  Let  us  follow  still  further  the  progress  of  machinery  in  supplanting  manual 
labour  in  some  directions  and  opening  out  new  fields  for  its  employment  in  others. 
Let  us  watch  the  process  by  which  large  editions  of  a  great  newspaper  are  set  up 
and  printed  off  in  a  few  hours.  To  begin  with,  a  good  part  of  the  type-setting  is 
itself  often  done  by  a  machine ;  but  in  any  case  the  types  are  in  the  first  instance 
on  a  plane  surface,  from  which  it  is  impossible  to  print  very  rapidly.  The  next 
step  therefore  is  to  make  a  papier-mach^  cast  of  them,  which  is  bent  on  to  a 
cylinder,  and  is  then  used  as  the  mould  from  which  a  new  metal  plate  is  cast  that 
fits  the  cylinders  of  the  printing  machine.  Fixed  on  these  it  rotates  alternately 
against  the  inking  cylinders  and  the  paper.    The  paper  is  arranged  in  a  huge  roll 
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_! —      mechanical  and  scientific   appliances  attaining  results  that 
toeincreat*  ^^^^^  ^e  impossible  without  them ;  at  the  same  time  that 
ed  demand  they  persistently  take  over  work  that  used  to  require  manual 
ties  of  a      skill  and  dexterity,  but  not  much  judgment;  while  they  leave 
caused  by    for  man's  hand  all  those  parts  which  do  require  the  use  of 
machinery,  judgment,  and  open  up  all  sorts  of  new  occupations  in  which 
there  is  a  great  demand  for  it.     Every  improvement  and 
cheapening  of  the  printer's  appliances  increases  the  demand 
for  the  judgment  and  discretion  and  literary  knowledge  of 
the  reader,  for  the  skill  and  taste  of  those  who  know  how  to 
set  up  a  good  title-page,  or  how  to  make  ready  a  sheet  on 
which  an  engraving  is  to  be  printed,  so  that  light  and  shade 
will  be  distributed  properly.     It  increases  the  demand  for 
the  gifted  and  highly-trained  artists  who  draw  or  engrave  on 
wood  and  stone  and  metal,  and  for  those  who  know  how  to 
give  an  accurate  report  in  ten  lines  of  the  substance  of  a  speech 
that  occupied  ten  minutes — an  intellectual  feat  the  difficulty 
of  which  we  underrate,  because  it  is  so  frequently  performed. 
And  again,  it  tends  to  increase  the  work  of  photographers 
and  electrotypera,  and  stereotypers,  of  the  makers  of  printer's 
machinery,  and  many  others  who  get  a  higher  training  and 
a  higher  income  from  their  work  than  did  those  layers  on 
and  takers  off,  and  those  folders  of  newspapers  who  have 
found  their  work  taken  over  by  iron  fingers  and  iron  arms. 
Machinery         §  6.     We  may  now  pass  to  consider  the  effects  which 
strain  on     machinery  has  in  relieving  that  excessive  muscular  strain 
m^cles.      which  a  few  generations  ago  was  the  common  lot  of  more 
than  half  the  working  men  even  in  such  a  country  as  England. 
The  most  marvellous  instances  of  the  power  of  machinery  are 
seen  in  large  iron-works,  and  especially  in  those  for  making 
armour  plates,  where  the  force  to  be  exerted  is  so  gi'eat  that 
man's  muscles  count  for  nothing,  and  where  every   move- 
ment, whether  horizontal  or  vertical,  has  to  be  effected  by 

at  the  bottom  of  the  machine  and  mu-olls  itself  automatically,  first  against  the 
damping  cylinders  and  then  against  the  printing  cylinders,  the  first  of  which 
prints  it  on  one  side,  and  the  second  on  the  other :  thence  to  the  cutting  cylinders, 
which  cut  it  into  equal  lengths,  and  thence  to  the  folding  apparatus,  which  folds  it 
ready  for  sale.  When  the  machinery  has  been  got  ready,  one  man  can  manage  it 
entirely  and  it  will  print  off  12,000  copies  in  an  hour. 
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hydraulic  or  steam  force,  and  man  stands  by  ready  to  govern    book  iv. 
the  machinery  and  clear  away  ashes  or  perform  some  such        " 
secondary  task. 

Machinery  of  this  class  has  increased  our  command  over 
nature,  but  it  has  not  directly  altered  the  character  of  man's 
work  very  much ;  for  that  which  it  does  he  could  not  have 
done  without  it.  But  in  other  trades  machinery  has 
lightened  man's  labours.  The  house  carpenters,  for  instance, 
make  things  of  the  same  kind  as  those  used  by  our  fore- 
fathers, with  much  less  toil  for  themselves.  They  now  give 
themselves  chiefly  to  those  parts  of  the  task  which  are 
most  pleasant  and  most  interesting ;  while  in  every  country 
town  and  almost  every  village  there  are  found  steam  mills 
for  sawing,  planing  and  moulding,  which  relieve  them  of 
that  grievous  fatigue  which  not  very  long  ago  used  to  make 
them  prematurely  old^ 

New  machinery,  when  just  invented,  generally  requires  Machinery 
a  great  deal  of  care  and  attention.     But  the  work  of  its  sooner  or 
attendant  is  always  being  sifted ;  that  which  is  uniform  and  ^onoto- 
monotonous  is  srradually  taken  over  by  the  machine,  which  P"™  ■""""'' 
thus  becomes  steadily  more  and  more  automatic  and  self-  factare. 
acting ;  till  at  last  there  is  nothing  for  the  hand  to  do,  but 
to  supply  the  material  at  certain  intervals  and  to  take  away 
the  work  when  finished.     There  still  remains  the  responsi- 
bility for  seeing  that  the  machinery  is  in  good  order  and 
working  smoothly ;  but  even  this  task  is  often  made  light 
by  the  introduction  of  an  automatic  movement,  which  brings 
the  machine  to  a  stop  the  instant  anything  goes  wrong. 

^  The  jack-plane,  used  for  makmg  smooth  large  boards  for  floors  and  other 
purposes,  was  the  worst  enemy  of  the  carpenter.  All  bat  specially  skilled  men 
were  compelled  to  spend  a  great  part  of  their  time  with  the  jack-plane,  and  this 
brought  on  heart  disease,  makiiig  them  as  a  rule  old  men  by  the  time  they  were 
forty.  But  now  those  who  become  prematurely  old  through  overwork  are  to  be 
found  almost  exclusively  among  the  professional  classes,  among  those  engaged  in 
the  more  anxious  kinds  of  business,  and  in  some  agricultural  districts  in  which  the 
rate  of  wages  is  still  very  low  and  the  people  are  habitually  underfed.  Adam 
Smith  tells  ns  that  "  workmen,  when  they  are  liberally  paid,  are  very  apt  to  over- 
work themselves  and  to  ruin  their  health  and  constitution  in  a  few  years.  A  car- 
2)enter  in  London,  and  in  some  other  places,  is  not  supposed  to  last  in  his  utmost 
vigour  above  eight  years.. ..Almost  every  class  of  artificers  is  subject  to  some 
particular  infirmity  occasioned  by  excessive  application  to  their  peculiar  species  of 
work."     Wealth  of  Nations,  Book  i.  Chapter  vii. 
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ol  work 
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Nothing  could  be  more  narrow  or  monotonous  than  the 
occupation  of  a  weaver  of  plain  stuflFs  in  the  old  time.  But 
now  one  woman  will  manage  four  or  more  looms,  each  of 
which  does  many  times  as  much  work  in  the  course  of  the 
day  as  the  old  hand-loom  did ;  and  her  work  is  much  less 
monotonous  and  calls  for  much  more  judgment  than  his  did. 
So  that  for  every  hundred  yards  of  cloth  that  are  woven,  the 
purely  monotonous  work  done  by  human  beings  is  probably 
not  a  twentieth  part  of  what  it  was  \ 

Facts  of  this  kind  are  to  be  found  in  the  recent  history 
of  many  trades :  and  they  are  of  great  importance  when  we 
are  considering  the  way  in  which  the  modem  organization  of 
industry  is  tending  to  narrow  the  scope  of  each  person's 
work,  and  thereby  to  render  it  monotonous.  For  those  trades 
in  which  the  work  is  most  subdivided  are  those  in  which  the 
chief  muscular  strain  is  most  certain  to  be  taken  off  by 
machinery;  and  thus  the  chief  evil  of  monotonous  work  is 
much  diminished.  As  Roscher  says,  it  is  monotony  of  life 
much  more  than  monotony  of  work  that  is  to  be  dreaded : 
monotony  of  work  is  an  evil  of  the  first  order  only  when  it 
involves  monotony  of  life.  Now  when  a  person's  employ- 
ment requires  much  physical  exertion,  he  is  fit  for  nothing 
after  his  work ;  and  unless  his  mental  faculties  are  called 
forth  in  his  work,  they  have  little  chance  of  being  developed 
at  all.  But  the  nervous  force  is  not  very  much  exhausted  in 
the  ordinary  work  of  a  factory,  at  all  events  where  there  is 
not  excessive  noise,  and  where  the  hours  of  labour  are  not 
too  long.  The  social  surroundings  of  factory  life  stimulate 
mental  activity  in  and  out  of  working  hours ;  and  even  those 
factory  workers  whose  occupations  are  seemingly  the  most 
monotonous  have  more  intelligence  and  mental  resource  than 
has  been  shown  by  the  English  agricultural  labourer  whose 
employment  has  more  variety*. 


^  The  efficiency  of  labour  in  wearing  has  been  increased  twelve-fold  and  that 
in  spinning  six-fold  daring  the  last  seventy  years.  In  the  preceding  seventy 
years  the  improvements  in  spinning  had  ahready  increased  the  efficiency  of  labour 
two-hnndred-fold  (see'EUison's  Cotton  Trade  of  Great  Britain,  ch.  iv.  and  v.). 

>  Perhaps  the  textile  iadustries  afford  the  best  instance  of  work  that  used  to  be 
done  by  hand  and  is  now  done  by  machinery.  They  are  especially  prominent  in 
England,  where  they  give  employment  to  nearly  half  a  million  males  and  more 
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It  is  true  that  the  American  agriculturist  is  an  ahle  man,  book  iv. 
and  that  his  children  rise  rapidly  in  the  world.  But  partly  _! — ' 
because  land  is  plentiful,  and  he  generally  owns  the  farm  that 
he  cultivates,  he  has  better  social  conditions  than  the 
English ;  he  has  always  had  to  think  for  himself,  and  has 
long  had  to  use  and  to  repair  complex  machines.  The 
English  agricultural  labourer  has  many  great  disadvantages 
to  contend  with ;  but  he  is  steadily  improving  his  position. 

§  7.     We  must  now  proceed  to  consider   what   are   the  The 
conditions  under  Avhich  the  economies  in  production  arising  nse  of 
from  division  of  labour  can  best  be  secured.     It  is  obvious  g^^"^*^ 
that  the  efficiency  of  specialized  machinery  or  specialized  machinery 

,  .„    .      ,  ...  .  .  ,  requires 

skill  IS  but  one  condition    of  its  economic  use ;  the  other  that  they 
is   that   sufficient    work   should  be  found  to   keep   it   well  fuUy 
employed.     As    Babbage   pointed   out,   in   a   large   factory  ""^""P'**- 
"the  master   manufacturer   by   dividing   the   work    to    be 
executed  into  different  processes,   each  requiring  different 
degrees  of  skill  or  force,  can  purchase  exactly  that  precise 
quantity  of  both  which  is  necessary  for  each  process ;  whereas 
if  the  whole  work  were  executed  by  one  workman  that  person 
must  possess  sufficient  skill  to  perform  the  most  difficult  and 

than  half  a  million  females,  or  more  than  one  in  ten  of  those  persons  who  are 
earning  independent  incomes.  The  strain  that  is  taken  ofF  human  muscles  in 
dealing  even  with  those  soft  materials  is  shown  by  the  fact  that  for  every  one  of 
these  million  operatives  there  is  used  about  one  horse-power  of  steam,  that  Is, 
about  ten  times  as  much  as  they  would  themselves  exert  if  they  were  all  strong 
men;  and  the  history  of  these  industries  will  serve  to  remind  us  that  many  of 
those  who  perform  the  more  monotonous  parts  of  manufacturing  work  are  as 
a  rule  not  skilled  workers  who  have  come  down  to  it  from  a  higher  class  of  work, 
but  unskilled  workers  who  have  risen  to  it.  A  great  number  of  those  who  work  in 
the  Lancashire  cotton  mills  have  come  there  from  poverty-stricken  districts  of 
Ireland,  while  others  are  the  descendants  of  paupers  and  people  of  weak  physique, 
who  were  sent  there  in  large  numbers  early  in  the  century  from  the  most  miser- 
able conditions  of  life  in  the  poorest  agricultural  districts,  where  the  laboiurers 
were  fed  and  housed  almost  worse  than  the  animals  whom  they  tended.  Again, 
when  regret  is  expressed  that  the  cotton  factory  hands  of  New  England  have  not 
the  high  standard  of  culture  which  prevailed  among  them  a  century  ago,  we  must 
remember  that  the  descendants  of  those  factory  workers  have  moved  up  to  higher 
and  more  responsible  posts,  and  include  many  of  the  ablest  and  wealthiest  of  the 
citizens  of  America.  Those  who  have  taken  their  places  are  in  the  process  of  being 
raised ;  they  are  chiefly  French  Canadians  and  Irish,  who  though  they  may  learn 
in  their  new  homes  some  of  the  vices  of  civilization,  are  yet  much  better  off  and 
have  on  the  whole  better  opportunities  of  developing  the  higher  faculties  of  them- 
selves and  their  children  than  they  had  in  their  old  homes. 
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CH.  IX. 


BOOK  IV.  sufficient  strength  to  execute  the  most  laborious  of  the 
operations  into  which  the  work  is  divided."  The  economy 
of  production  requires  not  only  that  each  person  should  be 
employed  constantly  in  a  narrow  range  of  work,  but  also  that, 
when  it  is  necessary  for  him  to  undertake  different  tasks, 
each  of  these  tasks  should  be  such  as  to  call  forth  as  much  as 
possible  of  his  skill  and  ability.  Just  in  the  same  way  the 
economy  of  machinery  requires  that  a  powerful  turning- 
lathe  when  specially  arranged  for  one  class  of  work  should  be 
kept  employed  as  long  as  possible  on  that  work ;  and  if  after 
all  it  is  necessary  to  employ  it  on  other  work,  that  should  be 
such  as  to  be  worthy  of  the  lathe,  and  not  such  as  could  have 
been  done  equally  well  by  a  much  smaller  machine. 
But  Here  then,  so  far  as  the  economy  of  production  goes,  men 

economic  and  machines  stand  on  much  the  same  footing :  but  while 
uae^o  mau  jjjachinery  is  a  mere  implement  of  production,  man's  welfare  is 
*s™t  of  aigQ  i^g  ultimate  aim.  We  have  already  been  occupied  with 
is  wasteful  the  question  whether  the  human  race  as  a  whole  gains  by 

if  he  is  not  t  ,  .,.        ..,.°,.i 

himself  carrying  to  an  extreme  that  specialization  of  function  which 
^ere  ope  ga^^geg  ^H  the  most  difficult  work  to  be  done  by  a  few  people : 
but  we  have  now  to  consider  it  more  nearly  with  special 
reference  to  the  work  of  business  management.  The  main 
drift  of  the  next  three  chapters  is  to  inquire  what  are  the 
causes  which  make  different  forms  of  business  management 
the  fittest  to  profit  by  their  environment,  and  the  most  likely 
to  prevail  over  others;  but  it  is  well  that  meanwhile  we 
should  have  in  our  minds  the  question,  how  far  they  are 
severally  fitted  to  benefit  their  environment. 

Many  of  those  economies  in  the  use  of  specialized  skill 
and  machinery  which  are  commonly  regarded  as  within  the 
reach  of  very  large  establishments,  do  not  depend  on  the  size 
of  individual  factories.  Some  depend  on  the  aggregate 
volume  of  production  of  the  kind  in  the  neighbourhood; 
while  others  again,  especially  those  connected  with  the 
growth  of  knowledge  and  the  progress  of  the  arts,  depend 
chiefly  on  the  aggregate  volume  of  production  in  the  whole 
civilized  world.  And  here  we  may  introduce  two  technical 
terms. 

We  may  divide  the  economies  arising  from  an  increase  in 
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the  scale  of  production  of  any  kind  of  goods,  into  two  classes    book  iv. 

— those    dependent   on  the   general    development    of   the      _! ' 

industry  and  those  dependent  on   the  resources  of  the  in-  ^^'*''""' 
dividual  houses  of  business  engaged  in  the  efficiency  of  their  internal 

JCcmiomies. 

management.  And  we  may  call  the  former  Jixtemal 
Economies,  and  the  latter  Internal  Economies.  In  the 
present  chapter  we  have  been  chiefly  discussing  Internal 
economies;  but  we  now  proceed  to  examine  those  very 
important  External  economies  which  can  often  be  secured  by 
the  concentration  of  many  small  businesses  of  a  similar 
character  in  particular  localities :  or,  as  is  commonly  said,  by 
the  localization  of  industry. 


CHAPTER  X. 

INDUSTRIAL  ORGANIZATION  CONTINUED.  THE  CONCENTRA- 
TION OF  SPECIALIZED  INDUSTRIES  IN  PARTICULAR 
LOCALITIES. 


BOOK  rv. 

CH.  X. 

Even  in 
early 
stages  of 
civiliza. 
tion  the 
production 
of  some 
light  and 
valaable 
wares 
has  been 
localized. 


§  1.  In  an  early  stage  of  civilization  every  place  had  to 
depend  on  its  own  resources  for  most  of  the  heavy  wares 
which  it  consumed;  unless  indeed  it  happened  to  have  special 
facilities  for  water  carriage.  But  the  slowness  with  which 
customs  changed,  made  it  easy  for  producers  to  meet  the 
wants  even  of  consumers  with  whom  they  had  little  com- 
munication ;  and  it  enabled  comparatively  poor  people  to 
buy  a  few  expensive  goods  from  a  distance,  in  the  security 
that  they  would  add  to  the  pleasure  of  festivals  and  holidays 
during  a  life-time,  or  perhaps  even  during  two  or  three  life- 
times. Consequently  the  lighter  and  more  expensive  articles 
of  dress  and  personal  adornment,  together  with  spices  and 
some  kinds  of  metal  implements  used  by  all  classes,  and  many 
other  things  for  the  special  use  of  the  rich,  often  came  from 
astonishing  distances.  Some  of  these  were  produced  only  in 
a  few  places,  or  even  only  in  one  place ;  and  they  were 
dififused  all  over  Europe  partly  by  the  agency  of  faire  ^  and 
professional  pedlers,  and  partly  by  the  producers  themselves, 
who  would  vary  their  work  by  travelling  on  foot  for  many 
thousand  miles  to  sell  their  goods  and  see  the  world.  These 
sturdy  travellers  took  on  themselves  the  risks  of  their  little 
businesses ;  they  enabled  the  production  of  certain  classes  of 

'  Thns  in  the  records  of  the  Stourbridge  Fair  held  near  Cambridge  we  find  an 
endless  variety  of  light  and  precious  goods  from  the  older  seats  of  civilization  in 
the  East  and  on  the  Mediterranean ;  some  having  been  brought  in  Italian  ships, 
and  others  having  travelled  by  land  as  far  as  the  shores  of  the  North  Sea. 
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goods  to  be  kept  on  the  right  track  for  satisfying  the  needs    book  iv. 
of  purchasers  far  away ;  and  they  created  new  wants  among         " 
consumers,  by  showing  them  at  fairs  or  at  their  own  houses 
new  goods  from  a  distant  land.     An  industry  concentrated 
in  certain  localities  is  commonly,  though  perhaps  not  quite 
accurately,  described  as  a  Localized  Industry '. 

This  elementary  localization  of  industry  gradually  pre- 
pared the  way  for  many  of  the  modern  developments  of 
division  of  labour  in  the  mechanical  arts  and  in  the  task  of 
business  management.  Even  now  we  find  industries  of  a 
primitive  fashion  localized  in  retired  villages  of  central 
Europe,  and  sending  their  simple  wares  even  to  the  busiest 
haunts  of  modem  industry.  In  Russia  the  expansion  of  a 
family  group  into  a  village  has  often  been  the  cause  of  a 
localized  industry ;  and  there  are  an  immense  number  of 
villages  each  of  which  carries  on  only  one  branch  of  produc- 
tion, or  even  only  a  part  of  one  ^ 

S  2.     Many  various  causes  have  led  to  the  localization  of  The 

•     1-  11  1-,.  1  1  T-i  1-    various 

industnes ;  but  the  chief  causes  have  been  physical  condi-  origins  of 
tions ;  such  as  the  character  of  the  climate  and  the  soil,  the  industries ; 
existence  of  mines  and  quarries  in  the  neighbourhood,  orP^y^j^^^. 
within  easy  access  by  land  or  water.     Thus  metallic  indus- 
tries have  generally  been   either  near  mines  or  in   places 
where  fuel  was  cheap.     The  iron  industries  in  England  first 
sought  those  districts  in  which  charcoal  was  plentiful,  and 

^  Not  very  long  ago  travellers  in  Western  Tyrol  could  find  a  strange  and 
characteristic  relic  of  this  habit  in  a  village  called  Imst.  The  villagers  had 
somehow  acquired  a  special  art  iu  breeding  canaries:  and  their  young  men 
started  for  a  tour  to  distant  parts  of  Europe  each  with  about  fifty  small  cages 
hung  from  a  pole  over  his  shoulder,  and  walked  on  tiU  they  had  sold  all. 

^  There  are  for  instance  over  500  villages  devoted  to  various  branches  of 
woodwork;  one  village  makes  nothing  but  spokes  for  the  wheels  of  vehicles, 
another  nothing  but  the  bodies  and  so  on ;  and  indications  of  a  like  state  of  things 
are  found  in  the  histories  of  oriental  civilizations  and  in  the  chronicles  of  mediaeval 
Europe.  Thus  for  instance  we  read  (Rogers'  Six  Centuries  of  Work  and  Wages, 
Ch.  rv.)  of  a  lawyer's  handy  book  written  about  1250,  which  makes  note  of  scarlet 
at  Lincoln;  blanket  at  Bligh;  bnmet  at  Beverley;  msset  at  Colchester;  linen 
fabrics  at  Shaftesbnry,  Lewes,  and  Aylsham;  cord  at  Warwick  and  Bridport; 
knives  at  Marstead ;  needles  at  Wilton ;  razors  at  Leicester ;  soap  at  Coventry ; 
horse  girths  at  Doncaster ;  skins  and  furs  at  Chester  and  Shrewsbury  and  so  on. 

The  localization  of  trades  in  England  at  the  beginning  of  the  eighteenth 
century  is  well  described  by  Defoe,  Place  of  English  Commerce,  85 — 7 ;  English 
Tradesman,  n.  282—3. 
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BOOK  IV.    afterwards  they  went  to  the   neighbourhood  of  collieries  \ 
"         Staffordshire  makes  many  kinds  of  pottery,  all  the  materials 
of  which  are  imported  from  a  long  distance ;   but  she  has 
cheap  coal  and  excellent  clay  for  making  the  heavy  "seggars" 
or  boxes  in  which  the  pottery  is  placed  while  being  fired. 
Straw  plaiting  has  its  chief  home  in  Bedfordshire,  where 
straw  has  just  the  right  proportion  of  silex  to  give  strength 
without  brittleness;    and    Buckinghamshire  beeches    have 
afforded  the  material  for  the  Wycombe  chairmaking.     The 
Sheffield  cutlery  trade  is  due  chiefly  to  the  excellent  grit  of 
which  its  grindstones  are  made, 
thepatrou-         Another  chief  cause  has  been  the  patronage  of  a  court, 
conrts;       The  rich  folk  there  assembled  make  a  demand  for  goods  of 
specially  high  quality,  and   this   attracts    skilled   workmen 
from  a  distance,  and  educates  those  on  the  spot.     When  an 
Eastern  potentate    changed    his  residence — and,  partly   for 
sanitary   reasons,   this   was    constantly    done — the   deserted 
town   was    apt    to   take   refuge    in    the   development   of  a 
specialized   industry,    which    had    owed    its    origin    to   the 
ti»e  presence  of  the  court.     But  very  often  the  rulers  deliberately 

invitation  invited  artisans  from  a  distance  and  settled  them  in  a  group 
^'^^  together.  Thus  the  mechanical  faculty  of  Lancashire  is  said 
to  be  due  to  the  influence  of  Norman  smiths  who  were 
settled  at  Warrington  by  Hugo  de  Lupus  in  William  the 
Conqueror's  time.  And  the  greater  part  of  England's  manu- 
facturing industry  before  the  era  of  cotton  and  steam  had 
its  course  directed  by  settlements  of  Flemish  and  Huguenot 
artisans ;  many  of  which  were  made  under  the  immediate 
direction  of  Plantagenet  and  Tudor  kings.  These  immigrants 
taught  us  how  to  weave  woollen  and  worsted  stuffs,  though 
for  a  long  time  we  sent  our  cloths  to  the  Netherlands  to  be 
fulled  and  dyed.  They  taught  us  how  to  cure  herrings,  how 
to  manufacture  silk,  how  to  make  lace,  glass,  and  paper,  and 
to  provide  for  many  other  of  our  wants  \ 

1  The  later  wanderings  of  the  iron  industry  from  Wales,  Staffordshire  and 
Shropshire  to  Scotland  and  the  North  of  England  are  well  shown  in  the  tables 
submitted  by  Sir  Lowthian  Bell  to  the  recent  Gommissiou  on  the  Depression  of 
Trade  and  Industry.     See  their  Second  Report,  Part  i.  p.  320. 

'  Fuller  says  that  Flemings  started  manufactures  of  cloths  and  fustians  in 
Norwich,  of  baizes  in  Sudbury,  of  serges  in  Colchester  and  Taunton,  of  cloths  in 
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But  how  did  these  immigrants  learn  their  skill  ?     Their    book  iv. 
ancestors  had  no  doubt  profited  by  the  traditional  arts  of        " 
earlier  civilizations  on  the  shores  of  the  Mediterranean  and  Jngtrial 
in  the  far  East :  for  nearly  all  important  knowledge  has  long  develop- 
deep  roots  stretching  downwards  to  distant  times ;   and  so  nations 
widely  spread  have  been  these  roots,  so  ready  to  send  up  opportuni- 
shoots  of  vigorous  life,  that  there  is  perhaps  no  part  of  the  old  „po,i 
world  in  which  there  might  not  long  ago  have  flourished  many  character, 
beautiful  and  highly  skilled  industries,  if  their  growth  had 
been  favoured  by  the  character  of  the  people,  and  by  their 
social  and  political  institutions.     This  accident  or  that  may 
have  determined  whether  a  particular  industry  flourished  in 
any  one  town;  the  industrial  character  of  a  whole  country 
even  may  have  been  largely  influenced  by  the  richness  of 
her  soil  and  her  mines,  and  her  facilities  for  commerce.     Such 
natural  advantages  may  themselves  have  stimulated  free  in- 
dustry and  enterprise :  but  it  is  the  existence  of  these  last, 
by  whatever  means  they  may  have  been  promoted,  which 
has  been  the  supreme  condition  for  the  growth  of  noble 
forms  of  the  arts  of  life.     In  sketching  the  history  of  free 
industry  and  enterprise  we  have  already  incidentally  ti'aced 
the  outlines  of  the  causes  which  have  localized  the  industrial 
leadership  of  the  world  now  in  this  country  and  now  in  that. 
We  have  seen  how  physical  nature  acts  on  man's  energies, 
how  he  is  stimulated  by  an  invigorating  climate,  and  how 
he  is  encouraged  to  bold  ventures  by  the  opening  out  of 
rich  fields  for  his  work  :  but  we  have  also  seen  how  the  use 
he  makes  of  these  advantages  depends  on  his  ideals  of  life, 
and  how  inextricably  therefore  the  religious,  political  and 
economic  threads  of  the  world's  history  are  interwoven  ;  while 
together  they  have  been  bent  this  way  or  that  by  great 
political  events  and  the  influence  of  the  strong  personalities 
of  individuals. 

The  causes  which  determine  the  economic  progress  of 
nations  will  require  further  study  when  we  come  to  discuss 

Kent,  Glonoesterahire,  Worcestershire,  Westmoreland,  Yorkshire,  Hants,  Berks 
and  Snssex,  of  kerseys  in  Devonshire  and  of  Levant  cottons  in  Lancashire. 
Smiles'  Huguenots  in  England  and  Ireland,  p.  109.  See  also  Lecky's  Eiatory 
of  Englartd  in  the  eighteenth  century,  Ch.  n. 
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Boosrr.    the  problems  of  international  trade'.     But  for  the  present  we 
"         must  turn  aside  from  these  broader  movements  of  the  locali- 
zation of  industry ;  and  follow  the  fortunes  of  groups  of  skilled 
workers  who  are  gathered  within  the  narrow  boundaries  of 
a  manufacturing  town  or  a  thickly  peopled  industrial  district. 
The  ad-  8  3.     When  an  industry  has  thus  chosen  a  locality  for 

of  localized  itself,  it  is  likely  to  stay  there  long :  so  great  are  the  ad- 
Sreditary'  vantages  which  people  following  the  same  skilled  trade  get 
skill ;  from  near  neighbourhood  to  one  another.     The  mysteries  of 

the  trade  become  no  mysteries;  but  are  as  it  were  in  the 
air,  and  children  learn  many  of  them  unconsciously.     Good 
work  is  rightly  appreciated,  inventions  and  improvements  in 
machinery,  in  processes  and  the  general  organization  of  the 
business  have  their  merits  promptly  discussed:  if  one  man 
starts  a  new  idea,  it  is  taken  up  by  others  and  combined 
with  suggestions  of  their  own;   and  thus  it  becomes  the 
the  growth  source  of  further  new  ideas.     And  presently  subsidiary  trades 
sidiwy       grow  up  in  the  neighbourhood,  supplying  it  with  implements 
trades;       g^jjjj   materials,   organizing   its    traffic,   and   in    many   ways 

conducing  to  the  economy  of  its  material, 
the  use  of  Again,  the   economic   use  of  expensive   machinery  can 

specialized  Sometimes  be  attained  in  a  very  high  degpree  in  a  district  in 
mac  ei7;  ^hich  there  is  a  large  aggregate  production  of  the  same 
kind,  even  though  no  individual  capital  employed  in  the 
trade  be  very  large.  For  subsidiary  industries  devoting  them- 
selves each  to  one  small  branch  of  the  process  of  production, 
and  working  it  for  a  great  many  of  their  neighbours,  are 
able  to  keep  in  constant  use  machinery  of  the  most  highly 
specialized  character ;  and  to  make  it  pay  its  expenses,  though 
its  original  cost  may  have  been  high,  and  its  rate  of  depre- 
ciation very  rapid, 
a  local  Again,  in  all  but  the  earliest  stages  of  economic  develop- 

™"i*l  *'"'  ment  a  localized  industry  gains  a  great  advantage  from  the 
skill.  fact  that  it  offers  a  constant  market  for  skill.     Employers 

are  apt  to  resort  to  any  place  where  they  are  likely  to  find 
a  good  choice  of  workers  with  the  special  skill  which  they 

1  Meanwhile  attention  may  be  called  to  an  article  on  The  Migrations  of 
Centres  of  Industrial  Energy  by  Mr  Courtney  in  the  Fortnightly  Eeview  for 
December  1878. 
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require ;  while  men  seeking  employment  naturally  go  to  book  it. 
places  where  there  are  many  employers  who  need  such  skill  " 
as  theirs  and  where  therefore  it  is  likely  to  find  a  good 
market.  The  owner  of  an  isolated  factory  is  often  put  to 
great  shifts  for  want  of  some  special  skilled  labour  which  has 
suddenly  run  short;  and  a  skilled  workman,  when  thrown 
out  of  employment  in  it,  has  no  easy  refuge.  Social  forces 
here  co-operate  with  economic :  there  are  often  strong  friend- 
ships between  employers  and  employed ;  but  neither  side 
likes  to  feel  that  in  case  of  any  disagreeable  incident 
happening  between  them,  they  must  go  on  rubbing  against 
one  another :  both  sides  like  to  be  able  easily  to  break  off  old 
associations  should  they  become  irksome.  These  difficulties 
are  still  a  great  obstacle  to  the  success  of  any  business  in 
which  special  skill  is  needed,  but  which  is  not  in  the 
neighbourhood  of  others  like  it :  they  are  however  being 
diminished  by  the  railway,  the  printing-press  and  the  tele- 
graph. 

On  the  other  hand  a  localized  industry  has  some  disad-  Sometimes 
vantages  as  a  market  for  labour  if  the  work  done  in  it  is  a  localized 
chiefly  of  one  kind,  such  for  instance  as  can  be  done  only  by  m^^o 
strong:  men.     In  those  iron  districts  in  which  there  are  no  extensiTe 

*-*  .  .  demands 

textile  or  other  factories  to  give  employment  to  women  and  for  one 
children,  wages  are  high  and  the  cost  of  labour  dear  to  the  labonr. 
employer,  while  the  average  money  earnings  of  each  family 
are  low.     But  the  remedy  for  this  evil  is  obvious,  and  is 
found  in  the  growth  in  the  same  neighbourhood  of  industries 
of  a  supplementary  character.     Thus  textile  industries  are 
constantly  found  congregated  in  the  neighbourhood  of  mining 
and  engineering  industries,  in  some  cases  having  been  attract- 
ed by  almost  imperceptible  steps ;  in  others,  as  for  instance^ 
at  Barrow,  having  been  started  deliberately  on  a  large  scale 
in  order  to  give  variety  of  employment  in  a  place  where  pre- 
viously there  had  been  but  little  demand  for  the   work  of 
women  and  children. 

The  advantages  of  variety  of  employment  are  combined 

with  those  of  localized  industries  in  some  of  our  manufacturing 

towns,  and  this  is  a  chief  cause  of  their  continued  growth. 

But  on  the  other  hand  the  value  which  the  central  sites  of  a 
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large  town  have  for  trading  purposes,  enables  them  to  com- 
mand much  higher  ground-rents  than  the  situations  are  worth 
for  factories,  even  when  account  is  taken  of  this  combination 
of  advantages  :  and  there  is  a  similar  competition  for  dwelling 
space  between  the  employes  of  the  trading  houses  and  the 
factory  workers.  The  result  is  that  factories  now  congregate 
in  the  outskirts  of  large  towns  and  in  manufacturing  districts 
in  their  neighbourhood  rather  than  in  the  towns  themselves*. 

A  district  which  is  dependent  chiefly  on  one  industry  is 
liable  to  extreme  depression,  in  case  of  a  falling-off  in  the 
demand  for  its  produce,  or  of  a  failure  in  the  supply  of  the 
raw  material  which  it  uses.  This  evil  again  is  ia  a  great 
measure  avoided  by  those  large  towns,  or  large  industrial 
districts  in  which  several  distinct  industries  are  strongly 
developed.  If  one  of  them  fails  for  a  time,  the  others  are 
likely  to  support  it  indirectly;  and  they  enable  local  shop- 
keepers to  continue  their  assistance  to  workpeople  in  it. 

§  4.  Every  cheapening  of  the  means  of  communication, 
every  new  facility  for  the  free  interchange  of  ideas  between 
distant  places  alters  the  action  of  the  forces  which  tend  to 
localize  industries.  Speaking  generally  we  may  say  that  a 
lowering  of  tariffs,  or  of  freights  for  the  transport  of  goods, 
tends  to  make  each  locality  buy  more  largely  from  a  dis- 
tance what  it  requires ;  and  thus  tends  to  concentrate  parti- 
cular industries  in  special  localities :  but  on  the  other  hand 
everything  that  increases  people's  readiness  to  migrate  from 
one  place  to  another,  tends  to  bring  skilled  artisans  to  ply 
their  crafts  near  to  the  consumers  who  will  purchase  their 
wares.  These  two  opposing  tendencies  are  well  illustrated 
by  the  recent  history  of  the  English  people. 

On  the  one  hand  the  steady  cheapening  of  freights,  the 
opening  of  railways  from  the  agricultural  districts  of  America 


1  The  movement  has  been  specially  conspicuous  in  the  case  of  the  textile 
manufactures.  Manchester,  Leeds  and  Lyons  are  still  chief  centres  of  the  trade 
in  cotton,  woollen  and  silk  stnfis,  hat  they  do  not  now  themselves  produce  any 
great  part  of  the  goods  to  which  they  owe  their  chief  fame.  On  the  other  hand 
London  and  Paris  retain  their  positions  as  the  two  largest  manufacturing  towns  of 
the  world,  Philadelphia  coming  third.  The  mutual  influences  of  the  localization 
of  industry,  the  growth  of  towns  and  habits  of  town  life,  and  the  development  of 
machinery  are  well  discussed  in  Hobson's  Evolution  of  Oapitaliam. 
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and  India  to  the  sea-board,  and  the  adoption  by  England  of   book  it. 
a  free-trade  policy,  have  led  to  a  great  increase  in  her  impor-      — — 
tation  of  raw  produce.     But  on  the  other  hand  the  growing  E'^Sa. 
cheapness,  rapidity  and  comfort  of  foreign  travel,  are  inducing 
her  trained  business  men  and  her  skilled  artisans  to  pioneer 
the  way  for  new  industries  in  other  lands,  and  to  help  them 
to  manufacture  for  themselves  goods  which  they  have  been 
wont  to  buy  from  England.     English  mechanics  have  taught 
people  in  almost  every  part  of  the  world  how  to  use  English 
machinery,  and  even  how  to  make  the  machinery  like  it ;  and 
English  miners  have  opened  out  mines  of  ore  which  have 
diminished  the  foreign  demand  for  many  of  England's  pro- 
ducts'. 

One  of  the  most  striking  movements  towards  the  speciali- 
zation of  a  country's  industries,  which  history  records,  is  the 
rapid  increase  of  the  non-agricultural  population  of  England 
in  recent  times.  The  exact  nature  of  this  change  is  however 
liable  to  be  misunderstood ;  and  its  interest  is  so  great,  both 
for  its  own  sake,  and  on  account  of  the  illustrations  it  affords 
of  the  general  principles  which  we  have  been  discussing  in 
the  preceding  chapter  and  in  this,  that  we  may  with  advan- 
tage pause  here  to  consider  it  a  little. 

In  the  first  place,  the  real  diminution  of  England's  agri-  The 
cultural  industries  is  not  so  great  as  at  first  sight  appears,  of  hCTa^- 
It  is  true  that  in  the  Middle  Ages  three-fourths  of  the  people  ^'^jo^ 
were  reckoned  as  agriculturists :  that  only  one  in  nine  was  is  less 
returned  to  the  last  census  as  engaged  in  agriculture,  and  first  sight 
that  perhaps  not  more  than  one  in  twelve  will  be  so  returned 
at  the  next  census.     But  it  must  be  remembered  that  the 
so-called  agricultural  population  of  the  Middle  Ages  were  not 
exclusively  occupied  with  agriculture ;   they  did  for  them- 
selves a  great  part  of  the  work  that  is  now  done  by  brewers 
and  bakers,  by  spinners  and  weavers,  by  bricklayers  and  car- 
penters, by  dressmakers  and  tailors  and  by  many  other  trades. 

I  The  high  intelligence  of  the  Cornish  men  has  combined  with  the  comparative 
poverty  of  their  own  mines  to  make  them  take  the  lead  in  this  movement :  and 
they  even  send  to  England  from  distant  continents  part  of  the  tin  and  copper 
which  enter  into  many  of  her  most  valuable  exports ;  and  thus  in  some  ways 
increase  the  specialization  of  her  industries. 

23—2 
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BOOK  IV.    These  self-sufiBcing  habits  died  slowly ;  but  most  of  them  had 

!_■     nearly  disappeared  by  the  beginning  of  this  century ;  and  it 

is  probable  that  the  labour  spent  on  the  land  at  this  time 
was  not  a  much  less  part  of  the  whole  industry  of  the  country 
than  in  the  Middle  Ages  :  for,  in  spite  of  her  ceasing  to  export 
wool  and  wheat,  there  was  so  great  an  increase  in  the  produce 
forced  from  her  soil,  that  the  rapid  improvement  in  the  arts 
of  her  agriculturists  scarcely  availed  to  hold  in  check  this 
action  of  the  law  of  diminishing  return.  But  gradually  a 
great  deal  of  labour  has  been  diverted  from  the  fields  to 
making  expensive  machinery  for  agricultural  purposes.  This 
change  did  not  exert  its  full  influence  upon  the  numbers  of 
those  who  were  reckoned  as  agriculturists  so  long  as  the 
machinery  was  drawn  by  horses :  for  the  work  of  tending 
them  and  supplying  them  with  food  was  regarded  as  agri- 
cultural. But  in  recent  years  a  rapid  growth  of  the  use  of 
steam  power  in  the  fields  has  coincided  with  the  increased 
importation  of  farm  produce.  The  coal-miners  who  supply 
these  steam-engines  with  fuel,  and  the  mechanics  who  make 
them  and  manage  them  in  the  fields  are  not  reckoned  as 
occupied  on  the  land,  though  the  ultimate  aim  of  their  labour 
is  to  promote  its  cultivation.  The  real  diminution  then  of 
England's  agriculture  is  not  so  great  as  at  first  sight  appears ; 
but  there  has  been  a  change  in  its  distribution'. 
Changes  in  Attention  has  already  been  called  to  the  influence  which 
tribuUon  ^^^  importation  of  agricultural  produce  exerts  in  altering  the 
c^toa*^  relative  values  of  different  soils :  those  falling  most  in  value 
popniation  which  depended  chiefly  on  their  wheat  crops,  and  which  were 
country,  not  naturally  fertile,  though  they  were  capable  of  being  made 
to  yield  fairly  good  crops  by  expensive  methods  of  cultivation. 

'  Dr  Ogle  has  recently  shown  {Statistical  Journal,  June,  1889)  that  the  aggre- 
gate rural  population  of  England — i.e.  that  liTing  in  the  open  country  or  in 
villages  with  less  than  5000  inhabitants — has  decreased  only  by  2  per  cent,  between 
1851  and  1881 :  but  of  course  the  decrease  has  been  greater  in  certain  counties. 
"  The  decline  was  brought  about  by  the  migration  of  young  people,  mainly  under 
twenty-five  years  of  age,  from  the  rural  to  manufacturing  districts,  and  of  young 
men  in  greater  proportion  than  women.... The  main  decrease  was  among  those 
engaged  in  agriculture.  But  a  very  considerable  share  of  it  was  borne  by  the 
rural  handicraftsmen.... There  was  a  considerable  increase  among  those  engaged  in 
the  transport  of  goods,  among  shopkeepers,  among  domestic  and  other  servants, 
and  also,  in  the  professional  class,  among  those  engaged  in  teaching." 
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Districts,  in  which  such  soils  predominate,  have  contributed  book  iv. 
more  than  their  share  to  the  crowds  of  agricultural  labourers  " 
who  have  migrated  to  the  large  towns;  and  thus  the 
geographical  distribution  of  industries  within  the  country  has 
been  still  further  altered.  A  striking  instance  of  the  in- 
fluence of  the  new  means  of  transport  is  seen  in  those 
pastoral  districts  in  the  remoter  parts  of  the  United  King- 
dom, which  send  dairy  products  by  special  express  trains  to 
London  and  other  large  towns,  meanwhile  drawing  their  own 
supplies  of  wheat  from  the  further  shores  of  the  Atlantic  or 
even  the  Pacific  Ocean. 

But  next,  the  changes  of  recent  years  have  not,  as  would  Thoa«set 
at  first  sight  appear  probable,  increased  the  proportion  of  the  agricnitnre 
English  people  who  are  occupied  in  manufactures.     The  out-  nollf  °"^ 
put  of  England's  manufactures  is  certainly  several  times  as  fl^^^'eg 
great  now  as  it  was  at  the  middle  of  the  century ;  but  those 
occupied  in  manufacture  of  every  kind  were  not  a  larger 
percentage  of  the  population  in  1881  than  in  1851'.     This 
result  is  the  more  strange  when  we  recollect  that  among  the 
manufacturers  are  reckoned  those  who  make  the  machinery 
and  implements  which  do  so  great  a  part  of  the  work  of 
English  agriculture. 

The  chief  explanation  of  this  result  lies  in  the  wonderful  bnt  chiefly 
increase  in  recent  years  of  the  power  of  machinery.     This  tries  in 
has  enabled  us  to  produce  ever  increasing  supplies  of  manu-  Jh^e^as 
factures  of  almost  every  kind  both  for  our  own  use  and  for  been  no 

.   .  .  .  .     great 

exportation  without  requiring  any  considerable  increase  in  increase 
the  number  of  people  who  tend  the  machines.     And  there-  efficiency 
fore  we  have  been  able  to  devote  the  labour  set  free  from  °^  ^^°^- 
agriculture  chiefly  to  supplying  those  wants  in  regard  to 
which  the  improvements  of  machinery  help  us  but  little :  the 
efficiency  of  machinery  has  prevented  the  industries  localized 
in  England  from  becoming  as  exclusively  mechanical  as  they 
otherwise  would.     Prominent  among  the  occupations  which 
have  increased  since  1851   in   England  at  the  expense   of 

1  Mr  Booth  in  hia  admirable  paper  On  Occupations  in  the  United  Kingdom 
1841 — 1881,  published  in  the  Statistical  Journal  for  1886,  separates  as  well  as  he 
can  the  dealers  from  the  mannfactnrers ;  and  finds  that  those  engaged  in  mann- 
factnre  were  32'7  per  cent,  of  those  earning  independent  incomes  in  1851  and  only 
30-7  per  cent,  in  1881. 
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BOOK  IV.   agriculture  are  education,  domestic  service,  building,  dealing 
°°"^'     and  transport  by  road'.    In  none  of  these  is  very  much  direct 
help  got  from  new  inventions :  man's  labour  is  not  much  more 
eflScient  in  them  now  than  it  was  a  century  ago :  and  there- 
fore if  the  wants  for  which  they  make  provision  increase  in 
proportion  to  our  general  wealth,  it  is  only  to  be  expected 
that  they  should  absorb  a  constantly  growing  proportion  of 
our  industry. 
TranBition         Passing  away  from  this  illustration  of  the  action  of  modem 
snbject  of    forces  on  the  geographical  distribution  of  industries,  we  will 
chaptS.      resume  our  inquiry  as  to  how  far  the  full  economies  of  divi- 
sion of  labour  can  be  obtained  by  the  concentration  of  large 
numbers  of  small  businesses  of  a  similar  kind  in  the  same 
locality ;  and  how  far  they  are  attainable  only  by  the  aggre- 
gation of  a  large  part  of  the  business  of  the  country  into  the 
hands  of  a  comparatively  small  number  of  rich  and  powerful 
firms,  or,  as  is  commonly  said,  by  production  on  a  large  scale ; 
or,  in  other  words,  how  far  the  economies  of  production  on  a 
large  scale  must  needs  be  Internal,  and  how  far  they  can  be 
External. 

'  Of  conrse  trEUisport  by  railway,  which  is  a  mechanical  indnstry,  occupies 
more  people  than  it  did ;  for  it  is  only  of  rec«nt  origin.  Bat  the  shipping  indnstry 
is  of  old  date;  and  there  we  find  that  recent  mechanical  improvements  have 
enabled  a  trafSc  increased  fourfold  to  be  carried  withoat  any  increase  in  the 
number  of  those  who  work  it.  Except  in  the  matter  of  tramways  there  has 
been  no  considerable  improvement  in  the  vehicles  nsed  on  the  roads,  and  a  com- 
paratively slight  increase  in  trafSc  by  road  has  caused  those  who  work  it  to 
increase  in  nnmbers  faster  than  those  engaged  in  almost  any  other  mannal  occn- 
pation. 


CHAPTER  XI. 

INDUSTKIAL   ORGANIZATION,   CONTINUED.      PRODUCTION 
ON   A   LARGE   SCALE. 

§  1.     The  advantages  of  production  on  a  large  scale  are    book  v/. 

best   shown   in   manufacture ;   under  which    head  we   may      _! " 

include  all  businesses  engaged  in  working  up  material  into  The  typical 
forms  in  which  it  will  be  adapted  for  sale  in  distant  markets,  for  our 
The  characteristic  of  manufacturing  industries  which  makes  purpoaeare 
them  offer  generally  the  best  illustrations  of  the  advantages  engaged  in 
of  production  on  a  large  scale,  is  their  power  of  choosing  ?>»?"- 
freely  the  locality  in  which  they  will  do  their  work     They 
are  thus  contrasted  on  the  one  hand  with  agriculture  and 
other  extractive  industries  (mining,  quarrying,  fishing  etc.), 
the   geographical   distribution   of  which   is  determined  by 
nature ;  and  on  the  other  hand  with  industries  that  make  or 
repair  things  to  suit  the  special  needs  of  individual  con- 
sumers, from  whom  they  cannot  be  far  removed,  at  all  events 
without  great  loss\ 

The  chief  advantages  of  production  on  a  large  scale  are  The 
economy  of  skill,  economy  of  machinery  and  economy  of^^g^ij^" 
materials :  but  the  last  of  these  is  rapidly  losing  importance 
relatively  to  the  other  two.     It  is  true  that  an  isolated  work- 
man often  throws  away  a  number  of  small  things  which  would 
have  been  collected  and  turned  to  good  account  ia  a  factory'; 

1  "  Mannfacture "  is  a  term  vhich  has  long  lost  anj  connection  with  its 
original  use :  and  is  now  applied  to  those  branches  of  prodaction  where  machine 
and  not  hand  work  is  most  prominent.  Roscher  made  the  attempt  to  bring  it 
back  nearer  to  its  old  ase  bj  applying  it  to  domestic  as  opposed  to  factory 
indnstries:  bat  it  is  too  late  to  do  this  now. 

2  See  Babbage's  instance  of  the  mannfactnre  of  horn.  Economy  of  Manu- 
factures, ch.  xxu. 
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BOOK  IV.    but  waste  of  this  kind  can  scarcely  occur  in  a  localized  manu- 

_! ■     facture  even  if  it  is  in  the  hands  of  small  men ;  and  there  is  not 

very  much  of  it  in  any  branch  of  industry  in  modem  England, 
except  agriculture  and  domestic  cooking.  No  doubt  many 
of  the  most  important  advances  of  recent  years  have  been 
due  to  the  utilizing  of  what  had  been  a  waste  product ;  but 
this  has  been  generally  due  to  a  distinct  invention,  either 
chemical  or  mechanical,  the  use  of  which  has  been  indeed 
promoted  by  minute  subdivision  of  labour,  but  has  not  been 
directly  dependent  on  it'. 

Again,  it  is  true  that  when  a  hundred  sets  of  furniture, 
or  of  clothing,  have  to  be  cut  out  on  exactly  the  same 
pattern,  it  is  worth  while  to  spend  great  care  on  so  planning 
the  cutting  out  of  the  boards  or  the  cloth,  that  only  a  few 
small  pieces  are  wasted.  But  this  is  properly  an  economy  of 
skill ;  one  planning  is  made  to  suffice  for  many  tasks,  and 
therefore  can  be  done  well  and  carefully.  We  may  pass  then 
to  the  economy  of  machinery. 
The  advan-  §  2.  In  spite  of  the  aid  which  subsidiary  industries  can 
large  give  to  small  manufactures,  where  many  in  the  same  branch 

regar^the  "^  trade  are  collected  in  one  neighbourhood",  they  are  still 
ececialized  P'**'^^  Under  a  great  disadvantage  by  the  growing  variety 
machinery,  and  expensiveness  of  machinery.  For  in  a  large  establish- 
ment there  are  often  many  expensive  machines  each  made 
specially  for  one  small  use.  Each  of  them  requires  space 
in  a  good  light,  and  thus  stands  for  something  considerable 
in  the  rent  and  general  expenses  of  the  factory ;  and  inde- 
pendently of  interest  and  the  expense  of  keeping  it  in  repaii', 
a  heavy  allowance  must  be  made  for  depreciation  in  conse- 
quence of  its  being  probably  improved  upon  before  long'. 

'  Instances  are  the  ntilization  of  the  waste  from  cotton,  wool,  silk  and  other 
textile  materials ;  and  of  the  bye  products  in  the  metallurgical  industries  and  in 
the  manufacture  of  soda  and  gas. 

'  See  the  preceding  chapter,  §  3. 

'  The  average  time  which  a  machine  will  last  before  being  superseded  is  in 
many  trades  not  more  than  fifteen  years,  while  in  some  it  is  ten  years  or  even 
less.  There  is  often  a  loss  on  the  use  of  a  machine  unless  it  earns  every  year 
twenty  per  cent,  on  its  cost ;  and  when  the  operation  performed  by  sach  a  machine 
costing  £500  adds  only  a  hundredth  part  to  the  value  of  the  material  that  passes 
through  it — and  this  is  not  an  extreme  case — there  will  be  a  loss  on  its  use  unless 
it  can  be  applied  in  producing  at  least  £10,000  worth  of  goods  annually. 
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A  small  manufacturer  must  therefore  have  many  things  done    book  it. 

by  hand  or  by  imperfect  machinery,  though  he  knows  how  to      _! ' 

have  them  done  better  and  cheaper  by  special  machinery,  if 
only  he  could  find  constant  employment  for  it. 

But    next,   a   small    manufacturer   may   not   always   be  Advan- 
acquainted  with  the  best  machinery  for  his  purpose.     It  is  regard  to 
true  that  if  the  industry  in  which  he  is  engaged  has  been  hq^™/®"' 
loner  established  on  a  large  scale,  his  machinery  will  be  well  improyed 

o  o  '  */  machinery. 

up  to  the  mark,  provided  he  can  afford  to  buy  the  best 
in  the  market.  In  agriculture  and  the  cotton  industries  for 
instance,  improvements  in  machinery  are  devised  almost 
exclusively  by  machine  makers ;  and  they  are  accessible  to 
all,  at  any  rate  on  the  payment  of  a  royalty  for  patent  right. 
But  this  is  not  the  case  in  industries  that  are  as  yet  in  an 
early  stage  of  development  or  are  rapidly  changing  their 
form ;  such  as  the  chemical  industries,  the  watchmaking 
industry  and  some  branches  of  the  jute  and  silk  manufac- 
tures ;  and  in  a  host  of  trades  that  are  constantly  springing 
up  to  supply  some  new  want  or  to  work  up  some  new 
material. 

In  all  such  trades  new  machinery  and  new  processes  are  The  small 
for  the  greater  part  devised  by  manufacturers  for  their  own  tnrer 
use.     Each  new  departure  is  an  experiment  which  may  fail ;  ^^ 
those  which  succeed  must  pay  for  themselves  and  for  the  afford  to 

t^   •'  .         expen- 

failure  of  others ;  and  though  a  small  manufacturer  may  think  ment. 
he  sees  his  way  to  an  improvement,  he  must  reckon  on  having 
to  work  it  out  tentatively,  at  considerable  risk  and  expense 
and  with  much  interruption  to  his  other  work  :  and  even  if  he 
should  be  able  to  perfect  it,  he  is  not  likely  to  be  able  to  make 
the  most  of  it.  For  instance,  he  may  have  devised  a  new 
speciality,  which  would  get  a  large  sale  if  it  could  be  brought 
under  general  notice :  but  to  do  this  would  perhaps  cost 
many  thousand  pounds ;  and,  if  so,  he  will  probably  have  to 
turn  his  back  on  it.  For  it  is  almost  impossible  for  him  to 
discharge,  what  Roscher  calls  a  characteristic  task  of  the 
modern  manufacturer,  that  of  creating  new  wants  by  showing 
people  something  which  they  had  never  thought  of  having 
before ;  but  which  they  want  to  have  as  soon  as  the  notion 
is  suggested  to  them :  in  the  pottery  trade  for  example  the 
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small  manufacturer  caonot  afford  even  to  make  experiments 
with  new  patterns  and  designs  except  in  a  very  tentative 
way.  His  chance  is  better  with  regard  to  an  improvement 
in  making  things  for  which  there  is  akeady  a  good  market. 
But  even  here  he  cannot  get  the  full  benefit  of  his  invention 
unless  he  patents  it ;  and  sells  the  right  to  use  it ;  or  borrows 
some  capital  and  extends  his  business ;  or  lastly  changes  the 
character  of  his  business  and  devotes  his  capital  to  that 
particular  stage  of  the  manufacture  to  which  his  improve- 
ment applies.  But  after  all  such  cases  are  exceptional: 
the  growth  of  machinery  in  variety  and  expensiveness  presses 
hard  on  the  small  manufacturer  everywhere.  It  has  already 
driven  him  completely  out  of  some  trades  and  is  fast  driving 
him  out  of  others'. 

There  are  however  some  trades  in  which  the  advantages 
which  a  large  factory  derives  from  the  economy  of  machinery 
almost  vanish  as  soon  as  a  moderate  size  has  been  reached. 
For  instance  in  cotton  spinning,  and  calico  weaving,  a  com- 
paratively small  factory  will  hold  its  own  and  give  constant 
employment  to  the  best  known  machines  for  every  process : 
so  that  a  large  factory  is  only  several  parallel  smaller  factories 
under  one  roof;  and  indeed  some  cotton-spinners,  when  en- 
largfing  their  works,  think  it  best  to  add  a  weaving  depart- 
ment. In  such  cases  the  large  business  gains  little  or  no 
economy  in  machinery;   but  even   then  it  generally  saves 


1  In  many  bnsinesaes  only  a  small  percentage  of  improvements  are  patented. 
They  consist  of  many  small  steps,  which  it  would  not  be  worth  while  to  patent 
one  at  a  time.  Or  their  chief  point  lies  in  noticing  that  a  certain  thing  onght  to 
be  done ;  and  to  patent  one  way  of  doing  it,  is  only  to  set  other  people  to  work  to 
find  ont  other  ways  of  doing  it  against  which  the  patent  cannot  gnard.  If  one 
patent  is  taken  oat,  it  is  often  necessary  to  "  block  "  it,  by  patenting  other  methods 
of  aniving  at  the  same  result ;  the  patentee  does  not  expect  to  nse  them  himself, 
bat  he  wants  to  prevent  others  from  nsing  them.  All  this  involves  worry  and 
loss  of  time  and  money:  and  the  large  manufacturer  prefers  to  keep  his  improve, 
ment  to  himself  and  get  what  benefit  he  can  by  nsing  it.  While  if  the  small 
manufacturer  takes  out  a  patent,  he  is  likely  to  be  harassed  by  infringements : 
and  even  though  he  may  win  "with  costs"  the  actions  in  which  he  tries  to  defend 
himself,  he  is  sure  to  be  ruined  by  them  if  they  are  numerous.  It  is  generally  in 
the  public  interest  that  an  improvement  should  be  published,  even  though  it  is  at 
the  same  time  patented.  But  if  it  is  patented  in  England  and  not  in  other 
countries,  as  is  often  the  case,  English  manufacturers  may  not  use  it,  even  though 
they  were  just  on  the  point  of  finding  it  out  for  themselves  before  it  was  patented ; 
while  foreign  manufacturers  learn  all  about  it  and  can  use  it  freely. 
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something  in  building,  particularly  as  regards  chimneys,  and  book  iv. 
in  the  economy  of  steam  power,  and  in  the  management  and  " 
repairs  of  engines  and  machinery.  This  last  point  is  of 
rather  more  importance  than  appears  at  first  sight ;  and  large 
works  even  though  they  produce  nothing  but  soft  goods,  have 
generally  well-organized  carpenters'  and  mechanics'  shops, 
which  not  only  diminish  the  cost  of  repairs,  but  have  the 
important  advantage  of  preventing  delays  from  accidents 
to  the  plant'. 

Akin  to  these  last,  there  are  a  great  many  advantages  Advan- 
which  a  large  factory,  or  indeed  a  large  business  of  almost  of  a  large 
any  kind,  nearly  always   has   over   a   small  one.     A  large  b^^f^d 
business   buys  in   great  quantities  and  therefore   cheaply ;  selling- 
it  pays  low  freights  and  saves  on  carriage  in  many  ways, 
particularly  if  it  has  a  railway  siding.     It  often  sells  in  large 
quantities,  and  thus  saves  itself  trouble  ;  and  yet  at  the  same 
time  it  gets  a  good  price,  because  it  offers  conveniences  to 
the  customer  by  having  a  large  stock  from  which  he  can 
select  and  at  once  fill  up  a  varied  order ;  while  its  reputation 
gives  him  confidence.     It  can  spend  large  sums  on  advertis- 
ing by  commercial  travellers  and  in  other  ways ;  its  agents 
give    it    trustworthy   information    on    trade    and   personal 
matters  in  distant  places,  and  its  own  goods  advertise  one 
another. 

Many  of  these  economies  in  the  matter  of  buying  and  Alliance 
selling  can  be  secured  by  a  large  trading  house,  which  puts  large 
out   its  work    to   be   done   by  small  manufacturers  or   by  gmau^  *" 
workpeople  at  their  own  homes.     So  far  therefore  they  do  producers, 
not  tell  in  the  direction  of  destroying  small  manufacturers, 
but  rather  of  limiting  the  character  of  the  work  of  business 

^  It  is  a  remarkable  fact  that  cotton  and  some  other  textile  factories  form 
an  exception  to  the  general  role  that  the  capital  required  per  head  of  the  workers 
is  generally  greater  in  a  large  factory  than  in  a  small  one.  The  reason  is 
that  in  most  other  basinesses  the  large  factory  has  many  things  done  by 
expensive  machines  wUch  are  done  by  hand  in  a  small  factory;  so  that  while 
the  wages  bill  is  less  in  proportion  to  the  ontpnt  in  a  large  factory  than  in  a 
small  one,  the  value  of  the  machinery  and  the  factory  space  occupied  by  the 
machinery  is  much  greater.  But  in  the  simpler  branches  of  the  textile  trades, 
small  works  have  the  same  machinery  as  large  works  have;  and  since  small 
steam-engines,  &c.  are  proportionately  more  expensive  than  large  ones,  they  re- 
quire a  greater  fixed  capital  in  proportion  to  their  output  than  larger  factories  do ; 
and  they  are  likely  to  require  a  floating  capital  also  rather  greater  in  proportion. 
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_! "     the  next  chapter. 

tegea'of  §  3-     Next,  With  regard  to  the  economy  of  skill.     Every- 

a  large  thing  that  has  been  said  with  regard  to  the  advantages 
as  regards  which  a  large  establishment  has  in  being  able  to  afford 
skill,  highly  specialized  machinery  applies  equally  with  regard  to 

highly  specialized  skill.  It  can  contrive  to  keep  each  of 
its  employes  constantly  engaged  in  the  most  difficult  work 
of  which  he  is  capable,  and  yet  so  to  narrow  the  range  of  his 
work  that  he  can  attain  that  facility  and  excellence  which 
come  from  long-continued  practice.  But  enough  has  already 
been  said  on  the  advantage  of  division  of  labour :  and  we 
may  pass  to  an  important  though  indirect  advantage  which 
a  manufacturer  derives  from  having  a  great  many  men  in 
his  employment, 
the  selec-  The  large  manufacturer  has  a  much  better  chance  than  a 

leading  small  one  has,  of  getting  hold  of  men  with  exceptional 
'  ■  natural  abilities,  to  do  the  most  difficult  part  of  his  work — 
that  on  which  the  reputation  of  his  establishment  chiefly 
depends.  This  is  occasionally  important  as  regards  mere 
handiwork  in  trades  which  require  much  taste  and  originality, 
as  for  instance  that  of  a  house  decorator,  and  in  those  which 
require  exceptionally  fine  workmanship,  as  for  instance  that 
of  a  manufacturer  of  delicate  mechanism'.  But  in  most 
businesses  its  chief  importance  lies  in  the  facilities  which 
it  gives  to  the  employer  for  the  selection  of  able  and  tried 
men,  men  whom  he  trusts  and  who  trust  him,  to  be  his 
foremen  and  heads  of  departments.  We  are  thus  brought 
to  the  central  problem  of  the  modem  organization  of  in- 
dustry,  viz.   that   which    relates    to    the    advantages    and 

'  Thus  Bonlton  writing  in  1770  when  he  had  700  or  800  persons  employed  as 
metallic  artists  and  workers  in  tortoiseshell,  stones,  glass,  and  enamel,  says: — 
"  I  have  trained  np  many,  and  am  training  np  more,  plain  country  lads  into  good 
workmen ;  and  wherever  I  find  indications  of  skill  and  ability  I  encourage  them. 
I  have  likewise  established  correspondence  with  almost  every  mercantile  town  in 
Enrope,  and  am  thus  regularly  supplied  with  orders  for  the  grosser  articles  in 
common  demand,  by  which  I  am  enabled  to  employ  such  a  number  of  hands  as  to 
provide  me  with  an  ample  choice  of  artists  for  the  finer  branches  of  work :  and  I 
am  thus  encouraged  to  erect  and  employ  a  more  extensive  apparatus  than  it  would 
be  prudent  to  employ  for  the  production  of  the  finer  articles  only."  Smiles'  Li/e 
o/£ovltm,p.  128. 
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disadvantages  of  the  subdivision  of  the  work  of  business    bookiv. 

CH.  XI. 

management.  

S  4     The  head  of  a  large  business  can  reserve  all  his  The  sub- 

^^  division 

strength  for  the  broadest  and  most  fundamental  problems  of  of  the 
his  trade :  he  must  indeed  assure  himself  that  his  managers,  bnJinis 
clerks  and  foremen  are  the  right  men  for  their  work,  and  are  ^^?ad. 
doing  their  work  well ;  but  beyond  this  he  need  not  trouble  ™ntoges 
himself  much  about  details.     He  can  keep  his  mind  fresh  large 
and  clear  for  thinking  out  the  most  difficult  and  vital  pro-  factarer; 
blems  of  his  business ;  for  studying  the  broader  movements 
of  the  markets,  the  yet  undeveloped  results  of  current  events 
at  home  and  abroad ;  and  for  contriving  how  to  improve  the 
organization  of  the  internal  and  external  relations  of  his 
business. 

For  much  of  this  work  the  small  employer  has  not  the 
time  if  he  has  the  ability ;  he  cannot  take  so  broad  a  survey 
of  his  trade,  or  look  so  far  ahead ;  he  must  often  be  content 
to  follow  the  lead  of  others.  And  he  must  spend  much  of 
his  time  on  work  that  is  below  him ;  for  if  he  is  to  succeed 
at  all,  his  mind  must  be  in  some  respects  of  a  high  quality, 
and  must  have  a  good  deal  of  originating  and  organizing 
force ;  and  yet  he  must  do  much  routine  work. 

On  the  other  hand  the  small  employer  has  advantages  'hose  of 

^   ,  •  m,  .  •  ,  ,  .     °       the  small 

of  his  own.  Ihe  masters  eye  is  everj'where;  there  is  no  manu- 
shirking  by  his  foremen  or  workmen,  no  divided  responsibility, 
no  sending  half-understood  messages  backwards  and  forwards 
from  one  department  to  another.  He  saves  much  of  the 
book-keeping,  and  nearly  all  of  the  cumbrous  system  of 
checks  that  are  necessary  in  the  business  of  a  large  firm ; 
and  the  gain  from  this  source  is  of  very  great  importance 
in  trades  which  use  the  more  valuable  metals  and  other 
expensive  materials. 

And  though  he  must  always  remain  at  a  great  disadvant- 
age in  getting  information  and  in  making  experiments,  yet 
in  this  matter  the  general  course  of  progress  is  on  his  side. 
For  External  economies  are  constantly  growing  in  importance 
relatively  to  Internal  in  all  matters  of  Trade-knowledge : 
newspapers,  and  trade  and  technical  publications  of  all  kinds 
are  perpetually  scouting  for  him  and  bringing  him  much 
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of  the  knowledge  he  wants — knowledge  which  a  little  while 
ago  would  have  been  beyond  the  reach  of  anyone  who 
could  not  afford  to  have  well-paid  agents  in  many  distant 
places.  Again,  it  is  to  his  interest  also  that  the  secrecy  of 
business  is  on  the  whole  diminishing,  and  that  the  most 
important  improvements  in  method  seldom  remain  secret  for 
long  after  they  have  passed  from  the  experimental  stage.  It 
is  to  his  advantage  that  changes  in  manufacture  depend  less 
on  mere  rules  of  thumb  and  more  on  broad  developments  of 
scientific  principle;  and  that  many  of  these  are  made  by 
students  in  the  pursuit  of  knowledge  for  its  own  sake,  and 
are  promptly  published  in  the  general  interest.  Although 
therefore  the  small  manufacturer  can  seldom  be  in  the  front 
of  the  race  of  progress,  he  need  not  be  far  from  it,  if  he  has 
the  time  and  the  ability  for  availing  himself  of  the  modem 
facilities  for  obtaining  knowledge.  But  it  is  true  that  he 
must  be  exceptionally  strong  if  he  can  do  this  without  neg- 
lecting the  minor  but  necessary  details  of  the  business. 

§  5.  The  advantages  which  a  large  business  has  over  a 
small  one  are  conspicuous  in  manufacture,  because,  as  we 
have  noticed,  it  has  special  facilities  for  concentrating  a  great 
deal  of  work  in  a  small  area.  But  there  is  a  strong  tendency 
for  large  establishments  to  drive  out  small  ones  in  many 
other  industries.  In  particular  the  retail  trade  is  being 
transformed,  the  small  shopkeeper  is  losing  g^round  daily. 

Let  us  look  at  the  advantages  which  a  large  retail  shop 
or  store  has  in  competing  with  its  smaller  neighbours.  To 
begin  with,  it  can  obviously  buy  on  better  terms,  it  can  get 
its  goods  carried  more  cheaply,  and  can  ofifer  a  larger  variety 
to  meet  the  taste  of  customers.  Next,  it  has  a  great  economy 
of  skill :  the  small  shopkeeper,  like  the  small  manufacturer, 
must  spend  much  of  his  time  in  routine  work  that  requires 
no  judgment:  whereas  the  head  of  a  large  establishment, 
and  even  in  some  cases  his  chief  assistants,  spend  thefr  whole 
time  in  using  their  judgment.  Until  lately  these  advantages 
have  been  generally  outweighed  by  the  greater  facilities 
which  the  small  shopkeeper  has  for  bringing  his  goods  to 
the  door  of  his  customers ;  for  humouring  their  several 
tastes ;  and  for  knowing  enough  of  them  individually  to  be 
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able  safely  to  lend  them  capital,  in  the  form  of  selling  them    book  rv. 
goods  on  credit.  oh^. 

But  within  recent  years  there  have  been  many  changes  ^™^  'l+v 
all  telling  on  the  side  of  large  establishments.  The  habit  of  of  cash 
buying  on  credit  is  passing  away ;  and  the  personal  relations 
between  shopkeeper  and  customer  are  becoming  more  distant. 
The  first  change  is  a  great  step  forwards :  the  second  is  on 
some  accounts  to  be  regretted,  but  not  on  all ;  for  it  is  partly 
due  to  the  fact  that  the  increase  of  true  self-respect  among 
the  wealthier  classes  is  making  them  no  longer  care  for  the 
subservient  personal  attentions  they  used  to  require.  Again, 
the  growing  value  of  time  makes  people  less  willing  than 
they  were  to  spend  several  hours  in  shopping;  they  now 
often  prefer  to  spend  a  few  minutes  in  writing  out  a  long 
list  of  orders  from  a  varied  and  detailed  price-list ;  and  this 
they  are  enabled  to  do  easily  by  the  growing  facilities  for 
ordering  and  receiving  parcels  by  post  and  in  other  ways. 
And  when  they  do  go  shopping,  tramcars  and  local  trains  are 
often  at  hand  to  take  them  easily  and  cheaply  to  the  large 
central  shops  of  a  neighbouring  town.  All  these  changes 
render  it  more  difficult  than  it  was  for  the  small  shopkeeper 
to  hold  his  own  even  in  the  provision  trade,  and  others  in 
which  no  great  variety  of  stock  is  required. 

But  in  many  trades  the  ever-growing  variety  of  commo-  and  the 
dities,  and  those  rapid  changes  of  fashion  which  now  extend  TOrie^™f 
their  baneful  influence  through  almost  every  rank  of  society,  i^*common 
weight   the   balance  even  more  heavily  against   the   small  demand, 
dealer,  for  he  cannot  keep  a  sufficient  stock  to  offer  much 
variety  of  choice,  and  if  he  tries  to  follow  any  movement  of 
fashion  closely,  a  larger  proportion  of  his  stock  will  be  left 
stranded  by  the  receding  tide  than  in  the  case  of  a  large 
shopkeeper.     Again,  in  some  branches  of  the  clothing  and 
furniture  and  other  trades  the  increasing  cheapness  of  ma- 
chine-made  goods   is    leading    people   to    buy   ready-made 
things  from  a  large  store  instead  of  having  them  made  to 
order  by  some  small  maker  and  dealer  in  their  neighbour- 
hood.    Again,  the  large  shopkeeper,  not  content  with   re- 
ceiving travellers  from  the  manufacturers,  makes  tours  either 
himself  or  by  his  agent  in  the  most  important  manufacturing 
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_!_'  entirely  with  middlemen  between  him  and  the  manufacturer. 
On  the  other  hand,  in  some  branches  of  the  textile  trades,  the 
ease  with  which  large  packets  of  patterns  are  distributed  by 
manufacturers  and  warehousemen,  is  telling  perceptibly  on 
the  side  of  the  small  shopkeeper'. 

Small  shopkeepers  seem  likely  always  to  retain  some  hold 
of  the  repairing  trades  :  and  they  keep  their  own  fairly  well 
in  the  sale  of  perishable  food,  especially  to  the  working 
classes,  partly  in  consequence  of  their  being  able  to  sell  goods 
on  credit  and  to  collect  small  debts.  But  on  the  whole  they 
are  losing  ground.  It  is  not  certain  that  they  are  positively 
decreasing  in  number ;  but  they  certainly  do  not  get  their 
share  of  the  rapidly  increasing  retail  business  of  the  coun- 
try'. 
The  social  The  decay  of  small  manufacturers  appeared  to  the  econ- 
of  thia  *  omists  in  the  first  half  of  the  century  as  one  of  the  chief 
question,  gauses  that  were  changing  the  character  of  England's  indus- 
trial and  social  life :  the  relative  decline  of  small  shopkeepers 
seems  to  be  at  least  as  potent  an  influence  just  at  the  present 
time.  And  it  is  noteworthy  that  those  small  shopkeepers 
who  are  holding  their  own  best,  are  also  as  a  rule  producers 
on  a  small  scale,  and  vice  versd. 

§  6.  We  may  next  consider  those  industries  whose  geo- 
graphical position  is  determined  by  the  nature  of  their  work. 
The  cany-  Country  carriers  and  a  few  cabmen  are  almost  the  only 
survivals  of  small  industry  in  the  carrying  trade  :  and  Ameri- 
can experience  causes  some  doubt  as  to  how  long  cabs  will 
remain  in  general  use.      Railways  and  tramways  are  con- 

^  A  tailor  with  moderate  capital  shows  his  castomers  specimens  of  many 
hundreds  of  the  newest  cloths,  and  perhaps  orders  by  telegraph  the  selected  cloth 
to  be  sent  by  parcels'  post.  Again,  ladies  often  bny  their  materials  direct  from 
the  manufacturer,  and  get  them  made  np  by  dressmakers  who  hare  scarcely  any 
capital. 

>  In  many  trades  a  firm  with  a  large  capital  prefers  having  many  small  shops 
to  one  large  one.  The  buying,  and  what  prodaction  is  desirable,  is  concentrated 
under  a  central  management ;  and  exceptional  demands  can  be  met  from  a  central 
reserve,  so  that  each  branch  has  large  resources,  without  the  expense  of  keeping  a 
large  stock.  The  branch  manager  has  nothing  to  divert  his  attention  from  his 
customers ;  and  if  an  active  man,  with  direct  interest  in  the  success  of  his  branch, 
may  prove  himself  a  formidable  rival  to  the  small  shopkeeper ;  as  has  been  shown 
in  many  trades  connected  with  clothing  and  food. 
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stantly  increasing  in  size,  and  the  capital  required  to  work  book  it. 
them  is  increasing  at  an  even  greater  rate.  The  growing  _! — ' 
intricacy  and  variety  of  commerce  is  adding  to  the  advan- 
tages which  a  large  fleet  of  ships  under  one  management 
derives  from  its  power  of  delivering  goods  promptly,  and 
without  breach  of  responsibility,  in  many  different  ports ; 
and  as  regards  the  vessels  themselves  time  is  on  the  side  of 
large  ships,  especially  in  the  passenger  trade'.  As  a  conse- 
quence the  arguments  in  favour  of  the  State's  undertaking 
business  are  stronger  in  some  branches  of  the  carrying  trade 
than  in  any  other,  except  the  allied  undertakings  of  carrying 
away  refuse,  and  bringing  in  water,  gas,  &c.' 

The  contest  between  large  and  small  mines  and  quarries  Mines  and 
has  not  so  clearly  marked  a  tendency.  The  history  of  the 
State  management  of  mines  is  full  of  very  dark  shadows; 
for  the  business  of  mining  depends  too  much  on  the  probity 
of  its  managers  and  their  energy  and  judgment  in  matters  of 
detail  as  well  as  of  general  principle,  to  be  well  managed  by 
State  officials :  and  for  the  same  reason  the  small  mine  or 
quarry  may  fairly  be  expected,  other  things  being  equal,  to 
hold  its  own  against  the  large  one.  But  in  some  cases  the 
cost  of  deep  shafts,  of  machinery  and  of  establishing  means 
of  communication,  are  too  great  to  be  borne  by  any  but  a 
very  large  business'. 

^  A  ship's  carrying  power  varies  as  the  cabe  of  her  dimensions,  while  the 
resistance  offered  by  the  water  increases  only  a  little  faster  than  the  square 
of  her  dimensions ;  so  that  a  large  ship  requires  less  coal  in  proportion  to  its 
tonnage  than  a  small  one.  It  also  requires  less  labour,  especially  that  of  navi- 
gation: while  to  passengers  it  offers  greater  safety  and  comfort,  more  choice 
of  company  and  better  professional  attendance.  In  short,  the  small  ship  has  no 
chance  of  competing  with  the  large  ship  between  ports,  which  large  ships  can 
easily  enter,  and  between  which  the  traffic  is  sufficient  to  enable  them  to  fill 
up  quickly. 

'  It  is  characteristic  of  the  great  economic  change  of  the  last  half  century  that 
when  the  first  railway  bills  were  passed,  provision  was  made  for  allowing  private 
individuals  to  run  their  own  conveyances  on  them,  just  as  they  do  on  a  highway 
or  a  canal ;  and  now  we  find  it  difficult  to  imagine  how  people  could  have  expected, 
as  they  certainly  did,  that  this  plan  would  prove  a  practicable  one. 

3  While  the  output  of  coal  in  this  country  is  increasing,  the  number  of  mines 
is  diminishing :  but  this  is  partly  due  to  the  closing  of  many  of  the  new  mines 
which  were  hastily  opened  some  years  ago  when  the  price  of  coal  was  very  high. 
The  contests  between  the  large  and  small  methods  of  production  has  led  to 
interesting  episodes  in  the  African  diamond  mines  and  the  American  oil  regions. 
The  Sutro  tunnel  and  the  American  oil  ducts  are  good  instances  of  the  way 
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BOOK  IV.  In  agriculture  there  is  not  much  division  of  labour,  and 

— — "  there  is  no  production  on  a  very  large  scale ;  for  a  so-called 
of'agricnl-  "l^^ge  farm"  does  not  employ  a  tenth  part  of  the  labour 
tore  is  which  is  collected  in  a  factory  of  moderate  dimensions.  This 
is  partly  due  to  natural  causes,  to  the  changes  of  the  seasons 
and  to  the  diflBculty  of  concentrating  a  great  deal  of  labour  in 
any  one  place ;  but  it  is  partly  also  due  to  causes  connected 
with  varieties  of  land  tenure.  And  it  will  be  best  to  post- 
pone discussion  of  all  of  them  till  we  come  to  study  Demand 
and  Supply  in  relation  to  Land  in  the  sixth  Book\ 

in  which  a  proTiaion  may  be  made  for  the  joint  nse  of  a  nmnber  of  mines,  which 
no  one  of  them  conld  aflord  separately ;  bnt  they  also  show  how  this  conrse  gives 
openings  for  the  formation  of  powerful  monopolies. 

1  There  is  much  of  general  interest  bearing  on  the  subjects  of  this  and  the 
neighbouring  chapters  in  general  economic  histories,  such  as  those  of  Ashley  and 
Cunningham ;  and  in  Cooke  Taylor's  Factory  System,  Jevons'  Goal  Question  and 
Hobson's  Evolution  of  Modem  Capitalism.  A  further  discussion  of  the  causes ' 
which  prevent  a  single  large  firm  from  so  availing  itself  of  the  economies  of 
production  on  a  large  scale  as  to  drive  out  all  its  rivals,  will  be  found  below, 
Book  V.  Ch.  XI.  §  2. 


CHAPTER  XII. 

INDUSTRIAL   OEGAKIZATION,  CONTINUED.      BUSINESS 
MANAGEMENT. 

§  1.     We  have  next  to  study  the  conditions  of  Business    book  iv. 
Management;   and   in   so  doing  we  must  have  in   view  a      — — 
problem  that  will  occupy  our  attention  as  we  go  on.     It  4^™''^^™ 
arises  from  the  fact  that,  though  in  manufacturing  at  least  solved, 
nearly   every   individual    business,   so    long    as    it    is   well 
managed,  tends  to  become  stronger  the  larger  it  has  grown ; 
and  though  prima  fade  we  might  therefore  expect  to  see 
large  firms  driving  their  smaller  rivals  completely  out  of 
many  branches  of  industry,  yet  they  do  not  in  fact  do  so. 

Business  may  be  taken  to  include  all  provision  for  the  Easiness 
wants  of  others  which  is  made  in  the  expectation  of  payment  ment  haa 
direct  or  indirect  from  those  who  are  to  be  benefitted.     It  is  fo^. 
thus  contrasted  with  the  provision  for  our  own  wants  which 
each  of  us  makes  for  himself,  and  with  those  kindly  services 
which  are  prompted  by  family  affection  and  the  desire  to 
promote  the  well-being  of  others.     Business  management  or 
undertaking  has  always  had  many  different  forms,  and  their 
number  and  variety  was  never  so  great  as  in  England  now. 
Relics  remain  of  almost  every  form  that  has  ever  been  in  use ; 
while  new  forms  are  constantly  being  developed. 

The  primitive  handicraftsman  managed  his  whole  business  The  pri- 
for  himself;  but  since  his  customers  were  with  few  exceptions  handi- 
his  immediate  neighbours,  since  he  required  very  little  capital,  ^^j^™*" 
since  the  plan  of  production  was  arranged  for  him  by  custom,  ^^^*'}? 
and  since  he  had  no  labour  to  superintend  outside  of  his  own  consumer; 
household,  these  tasks  did  not  involve  any  very  great  mental 
strain.     He  was  far  from  enjoying  unbroken  prosperity ;  war 
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BOOK  IV.    and  scarcity  were  constantly  pressing  on  him  and  his  neigh- 
cH^  ■    hours,  hindering  his  work  and  stopping  their  demand  for  his 
wares.     But  he  was  inclined  to  take  good  and  evil  fortune, 
like  sunshine  and  rain,  as  things  beyond  his  control :    his 
fingers  worked  on,  but  his  brain  was  seldom  weary, 
and  so  do  Even  in  modem  England  we  find  now  and  then  a  village 

the  learned  artisan  who  adheres  to  primitive  methods,  and  makes  things 
professioua  ^^  j^jg  ^.^^^  account  for  Sale  to  his  neighbours ;  managing  his 
own  business  and  undertaking  all  its  risks.  But  such  cases 
are  rare  :  the  most  striking  instances  of  an  adherence  to  old- 
fashioned  methods  of  business  are  supplied  by  the  learned 
professions ;  for  a  physician  or  a  solicitor  manages  as  a  rule 
his  own  business  and  does  all  its  work.  This  plan  is  not 
without  its  disadvantages  :  much  valuable  activity  is  wasted 
or  turned  to  but  slight  account  by  some  professional  men  of 
first-rate  ability,  who  have  not  the  special  aptitude  required 
for  obtaining  a  business  connection;  they  would  be  better 
paid,  would  lead  happier  lives,  and  would  do  more  good  ser- 
vice for  the  world  if  their  work  could  be  arranged  for  them 
by  some  sort  of  a  middleman.  But  yet  on  the  whole  things 
are  probably  best  as  they  are :  there  are  sound  reasons  behind 
the  popular  instinct  which  distrusts  the  intrusion  of  the  mid- 
dleman in  the  supply  of  those  services  which  require  the 
highest  and  most  delicate  mental  qualities,  and  which  can 
have  their  full  value  only  where  there  is  complete  personal 
confidence. 
But  there  English  solicitors  however  act,  if  not  as  employers  or 

tions^^ffli  undertakers,  yet  as  agents  for  hiring  that  branch  of  the  legal 
profession  which  ranks  highest,  and  whose  work  involves  the 
hardest  mental  strain.  Again,  many  of  the  best  instructors 
of  youths  sell  their  services,  not  directly  to  the  consumer, 
but  to  the  governing  body  of  a  college  or  school,  or  to  a  head 
master,  who  arranges  for  their  purchase :  the  employer  sup- 
plies to  the  teacher  a  market  for  his  labour ;  and  is  supposed 
to  give  to  the  purchaser,  who  may  not  be  a  good  judge  him- 
self, some  sort  of  guarantee  as  to  the  quality  of  the  teaching 
supplied. 

Again,  artists  of  every  kind,  however  eminent,  often  find 
it  to  their  advantage  to  employ  someone  else  to  arrange  for 
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them  with  customers ;  while  those  of  less  established  repute    book  ft. 
are  sometimes  dependent  for  their  living  on  capitalist  traders,    °        ' 
who  are  not  themselves  artists,  but  who  understand  how  to 
sell  artistic  work  to  the  best  advantage. 

§  2.     But  in  the  greater  part  of  the  business  of  the  modem  In  most 
world  the  task  of  so  directing  production  that  a  given  effort  theservices 
may  be  most  effective  in  supplying  human  wants  has  to  be  "lass  oT'*^ 
broken  up  and  given  into  the  hands  of  a  specialized  body  of  em-  Sf ""  ■ 
ployers,  or  to  use  a  more  general  term,  of  business  men.    They  tervene. 
"adventure"  or  "undertake"  its  risks;  they  bring  together  the 
capital  and  the  labour  required  for  the  work ;  they  arrange 
or  "  engineer "  its  general  plan,  and  superintend  its  minor 
details.     Looking  at  business  men  from  one  point  of  view  we 
may  regard  them  as  a  highly  skilled  industrial  grade,  from 
another   as   middlemen   intervening    between    the    manual 
■worker  and  the  consumer. 

There  are  some  kinds  of  business  men  who  undertake 
great  risks,  and  exercise  a  large  influence  over  the  welfare 
both  of  the  producers  and  of  the  consumers  of  the  wares  in 
which  they  deal,  but  who  are  not  to  any  considerable  extent 
direct  employers  of  labour.  The  extreme  type  of  these  is 
the  dealer  on  the  stock  exchange  or  the  produce  markets, 
whose  daily  purchases  and  sales  are  of  vast  dimensions,  and 
who  yet  has  neither  factory  nor  warehouse,  but  at  most  an 
oflSce  with  a  few  clerks  in  it.  The  good  and  the  evil  eflfects 
of  the  action  of  speculators  such  as  these  are  however  very 
complex  ;  and  we  may  give  our  attention  at  present  to  those 
forms  of  business  in  which  administration  counts  for  most 
and  the  subtler  forms  of  speculation  for  least.  Let  us  then 
take  some  illustrations  of  the  more  common  types  of  business, 
and  watch  the  relations  in  which  the  undertaking  of  risks 
stands  to  the  rest  of  the  work  of  the  business  man. 

S  3.     The  building  trade  will  serve  our  purpose  well,  lUnstra- 

^,       ,  .  ,f  .  ,  ^      .      .  .     '  tion  from 

partly  because  it  adheres  m   some   respects   to  primitive  house- 
methods  of  business.     Late  in  the  Middle  Ages  it  was  quite         "^' 
common  for  a  private  person  to  build  a  house  for  himself 
without  the  aid  of  a  master  builder;  and  the  habit  is  not 
even  now  altogether  extinct.     A  person  who  undertakes  his 
own  building  must  hire  separately  all  his  workmen,  he  must 
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watch  them  and  check  their  demands  for  payment ;  he  must 
buy  his  materials  from  many  quarters,  and  he  must  hire,  or 
dispense  with  the  use  of  expensive  machinery.  He  probably 
pays  more  than  the  current  wages;  but  here  others  gain  what 
he  loses.  There  is  however  great  waste  in  the  time  he  spends 
in  bargaining  with  the  men  and  testing  and  directing  their 
work  by  his  imperfect  knowledge;  and  again  in  the  time  that 
he  spends  in  finding  out  what  kinds  and  quantities  he  wants 
of  different  materials,  and  where  to  get  them  best,  and  so  on. 
This  waste  is  avoided  by  that  division  of  labour  which  assigns 
to  the  professional  builder  the  task  of  superintending  details, 
and  to  the  professional  architect  the  task  of  drawing  plans. 

The  division  of  labour  is  often  carried  still  further  when 
houses  are  built  not  at  the  expense  of  those  who  are  to  live 
in  them,  but  as  a  building  speculation.  When  this  is  done 
on  a  large  scale,  as  for  instance  in  opening  out  a  new  suburb, 
the  stakes  at  issue  are  so  large  as  to  offer  an  attractive  field 
to  powerful  capitalists  with  a  very  high  order  of  general 
business  ability,  but  perhaps  with  not  much  technical  know- 
ledge of  the  building  trade.  They  rely  on  their  own  judgment 
for  the  decision  as  to  what  are  likely  to  be  the  coming  rela- 
tions of  demand  and  supply  for  different  kinds  of  houses ;  but 
they  intrust  to  others  the  management  of  details.  They 
employ  architects  and  surveyors  to  make  plans  in  accordance 
with  their  general  directions ;  and  then  enter  into  contracts 
with  professional  builders  for  carrying  them  out.  But  they 
themselves  undertake  the  chief  risks  of  the  business,  and 
control  its  general  direction. 

§  4.  We  have  already  seen'  how  this  division  of  respon- 
sibility prevailed  in  the  woollen  trade  just  before  the  begin- 
ning of  the  era  of  large  factories :  the  more  speculative  work 
and  the  broader  risks  of  buying  and  selling  being  taken  over 
by  the  undertakers,  who  were  not  themselves  employers  o'f 
labour ;  while  the  detailed  work  of  superintendence  and  the 
narrower  risks  of  carrying  out  definite  contracts  were  handed 
over  to  small  masters.  This  plan  is  still  extensively  followed 
in  some  branches  of  the  textile  trades,  especially  those  in 
which  the  difficulty  of  forecasting  the  future  is  very  great. 

1  Book  I.  Ch.  m.  §  4. 


THE   UNDERTAKER   WHO   IS   NOT  AN   EMPLOYER.  375 

Manchester  warehousemen  give  themselves  to  studying  the    book  it. 

movements  of  fashion,  the  markets  for  raw  materials,  the      — " 

general  state  of  trade,  of  the  money  market  and  of  politics, 
and  all  other  causes  that  are  likely  to  influence  the  prices  of 
different  kinds  of  goods  during  the  coming  season ;  and  after 
employing,  if  necessary,  skilled  designers  to  carry  out  their 
ideas  (just  as  the  building  speculator  in  the  previous  case 
employed  architects),  they  give  out  to  manufacturers  in  dif- 
ferent parts  of  the  world  contracts  for  making  the  goods  on 
which  they  have  determined  to  risk  their  capital. 

In  the  clothing  trades  especially  we  see  a  revival  of  what  in  house 
has  been  called  the  "house  industry,"  which  prevailed  long 
ago  in  the  textile  industries ;  that  is,  the  system  in  which 
large  undertakers  give  out  work  to  be  done  ia  cottages  and 
very  small  workshops  to  persons  who  work  alone  or  with  the 
aid  of  some  members  of  their  family,  or  who  perhaps  employ 
two  or  three  hired  assistants'.  In  remote  villages  in  almost 
every  county  of  England  agents  of  large  undertakers  come 
round  to  give  out  to  the  cottagers  partially  prepared  mate- 
rials for  goods  of  all  sorts,  but  especially  clothes  such  as 
shirts  and  collars  and  gloves ;  and  take  back  with  them  the 
finished  goods.  It  is  however  in  the  great  capital  cities  of 
the  world,  and  in  other  large  towns,  especially  old  towns, 
where  there  is  a  great  deal  of  unskilled  and  unorganizei 
labour,  with  a  somewhat  low  physique  and  morale,  that 
the  system  is  most  fully  developed,  especially  in  the  cloth- 
ing trades,  which  employ  two  hundred  thousand  people  in 
London  alone,  and  in  the  cheap  furniture  trades.  There  is 
a  continual  contest  between  the  factory  and  the  domestic 

'  The  German  economists  call  this  "factory  like"  (fabrikmassig)  honse  in- 
dustry, as  distinguished  from  the  "National"  house  industry,  which  uses  the 
intervals  of  other  work  (especially  the  winter  interruptions  of  agriculture)  for 
subsidiary  work  in  making  textile  and  other  goods.  (See  Schonberg  on  Gewerbe 
in  his  HandlnKh.)  Domestic  workers  of  this  last  class  were  common  all  over 
Europe  in  the  Middle  Ages  but  are  now  becoming  rare  except  in  the  mountains 
and  in  Eastern  Europe.  They  are  not  always  well  advised  in  their  choice  of 
work;  and  much  of  what  they  make  could  be  made  better  with  far  less  labour  in 
factories,  so  that  it  cannot  be  sold  profitably  in  the  open  market :  but  for  the  moat 
part  they  make  for  their  own  or  their  neighbours'  use,  and  thus  save  the  profits 
of  a  series  of  middlemen.  Compare  Survival  of  domestic  industries  by  Gonner  in 
the  Economic  Joumalr  Vol.  n. 
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BOOK IV.    system,  now  one  gaming  ground  and  now  the  other:   for 
— — '    instance  just  at  present  the  growing  use  of  sewing  machines 
worked  by  steam  power  is  strengthening  the  position  of  the 
factories  in  the  boot  trade;  while  factories  and  workshops 
are  getting  an  increased  hold  of  the  tailoring  trade.     On  the 
other  hand  the  hosiery  trade  is  being  tempted  back  to  the 
dwelliag-house  by  recent  improvements  in   hand  knitting 
machines;   and  it  is  possible  that  new  methods  of  distri- 
buting power  by  gas  and  petroleum   and   electric    engines 
may  exercise  a  like  influence  on  many  other  industries, 
in  Sheffield        Or  there  may  be  a  movement  towards  intermediate  plans, 
^   *°'       similar  to  those  which  are  largely  followed  in  the  Sheffield 
trades.     Many  cutlery  firms  for  instance  put  out  grinding 
and    other  parts   of   their   work,   at   piece-work  prices,    to 
working  men  who  rent  the  steam  power  which  they  require, 
either  from  the  firm  from  whom  they  take  their  contract 
or  from  someone  else :  these  workmen  sometimes  employing 
others  to  help  them,  sometimes  working  alone, 
in  the  Again,  the  foreign  merchant  very  often  has  no  ships  of  his 

trade™^     own,  but  gives  his  mind  to  studying  the  course  of  trade,  and 
undertakes  himself  its  chief  risks ;  while  he  gets  his  carrying 
done  for  him  by  men  who  require  more  administrative  ability, 
but  need  not  have  the  same  power  of  forecasting  the  subtler 
.>f*   movements  of  trade ;  though  it  is  true  that  as  purchasers  of 
ships  they  have  great  and  difficult  trade  risks  of  their  own. 
and  in  the  Again,  the  broader  risks  of  publishing  a  book  are  borne  by 
of  books      the  piiblisher,  perhaps  in  company  with  the  author;  while 
the  printer  is  the  employer  of  labour  and  supplies  the  ex- 
pensive types  and  machinery  required  for  the  business.     And 
a  somewhat  similar  plan  is  adopted  in  many  branches  of  the 
metal  trades,  and  of  those  which  supply  furniture,  clothing,  &c. 
This  plan  Thus  there  are  many  ways  in  which  those  who  undertake 

tales ;  ""^  the  chief  risks  of  buying  and  selling  may  avoid  the  trouble 
of  housing  and  superintending  those  who  work  for  them. 
They  all  have  their  advantages;  and  when  the  workers  are 
men  of  strong  character,  as  at  Sheffield,  the  results  are  on 
bnt  is  liable  the  whole  not  Unsatisfactory.  But  unfortunately  it  is  often 
the  weakest  class  of  workers,  those  with  the  least  resource 
and  the  least  self-control  who  drift  into  work  of  this  kind. 
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The  elasticity  of  the  system  which  recommends  it  to  the   book  it. 

undertaker,  is  really  the  means  of  enabling  him  to  exercise,      J ' 

if  he  chooses,  an  undesirable  pressure  on  those  who  do  his 
work. 

For  while  the  success  of  a  factory  depends  in  a  great 
measure  on  its  having  a  set  of  operatives  who  adhere  steadily 
to  it,  the  capitalist  who  gives  out  work  to  be  done  at  home 
has  an  interest  in  retaining  a  great  many  persons  on  his 
books ;  he  is  tempted  to  give  each  of  them  a  little  employ- 
ment occasionally  and  play  them  oflf  one  against  another ; 
and  this  he  can  easily  do  because  they  do  not  know  one 
another,  and  cannot  arrange  concerted  action. 

S  5.     When  the  profits  of  business  are  under  discussion  Several 

''  ^  distinct 


they  are   generally  connected  in   people's   minds  with   the  fanctiona 
employer  of  labour :    "  the  employer "  is  often  taken  as  a  bined  in 
term  practically  coextensive  with  the  receiver  of  business  ^y theWeai 
profits.     But  the  instances  which  we  have  iust  considered  mann- 

tactnrer : 

are  sufficient  to  illustrate  the  truth  that  the  superintendence 
of  labour  is  but  one  side,  and  often  not  the  most  important 
side  of  business  work ;  and  that  the  employer  who  undertakes 
the  whole  risks  of  his  business  really  performs  two  entirely 
distinct  services  on  behalf  of  the  community,  and  requires 
a  twofold  ability. 

The  ideal  manufacturer,  for  instance,  if  he  makes  goods  the  facni- 
not  to  meet  special  orders  but  for  the  general  market,  must,  quired  in 
in  his  first  r6le  as  merchant  and  organizer  of  production,  have 
a  thorough  knowledge  of  things  in  his  own  trade.  He  must 
have  the  power  of  forecasting  the  broad  movements  of  pro- 
duction and  consumption,  of  seeing  where  there  is  an  oppor- 
tunity for  supplying  a  new  commodity  that  will  meet  a  real 
want  or  improving  the  plan  of  producing  an  old  commodity. 
He  must  be  able  to  judge  cautiously  »nd  undertake  risks 
boldly ;  and  he  must  of  course  understand  the  materials  and 
machinery  used  in  his  trade. 

But  secondly  in  this  r61e  of  employer  he  must  be  a  natural 
leader  of  men.  He  must  have  a  power  of  first  choosing  his 
assistants  rightly  and  then  trusting  them  fully ;  of  interesting 
them  in  the  business  and  of  getting  them  to  trust  him,  so  as 
to  bring  out  whatever  enterprise  and  power  of  origination 
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BOOK  rv.    there  is  in  them ;  while  he  himself  exercises  a  general  control 

J. ■    over  everything,  and  preserves  order  and  unity  in  the  main 

plan  of  the  business. 

The  abilities  required  to  make  an  ideal  employer  are 

so  great  and  so  numerous  that  very  few  persons  can  exhibit 

them  all  in  a  very  high  degree.     Their  relative  importance 

however  varies  with  the  nature  of  the  industry  and  the  size 

of  the  business ;  and  while  one  employer  excels  in  one  set  of 

qualities,  another  excels  in  another;  scarcely  any  two  owe 

their  success  to  exactly  the  same  combination  of  advantages. 

Some  men  make  their  way  by  the  use  of  none  but  noble 

qualities,  while  others  owe  their  prosperity  to  qualities  in 

which  there  is  very  little  that  is  really  admirable  except 

sagacity  and  strength  of  purpose. 

The  supply        Such   then   being  the  general   nature    of  the   work   of 

abiiUy^ay  business  management,  we  have  next  to  inquire  what  op- 

cussedin    portunities   different   classes  of  people   have  of  developing 

connection  business  ability ;  and,  when  they  have  obtained  that,  what 

with  the  ■•,,,.  -  1  ,-, 

forms  of     opportunities  they  have  oi  getting  command  over  the  capital 
inanage-      required  to  give  it  scope.     We  may  thus  come  a  little  closer 
™™'-         to  the  problem  stated  at  the  beginning  of  the  chapter,  and 
examine  the  course  of  development  of  a  business  firm  during 
several  consecutive  generations.     And  this  inquiry  may  con- 
veniently be  combined  with  some  examination  of  the  different 
forms  of  business  management.     Hitherto  we  have  considered 
almost  exclusively  that  form  in  which  the  whole  responsi- 
bility and  control  rests  in  the  hands  of  a  single  individual. 
But  this  form  is  yielding  ground  to  others  in  which  the 
supreme   authority   is   distributed    among   several    partners 
or  even  a  great  number  of  shareholders.     Private  firms  and 
joint-stock  companies,  co-operative  societies  and  public  cor- 
porations are  taking  a  constantly  increasing  share  in  the 
management  of  business ;   and  one  chief  reason  of  this  is 
that  they  off'er  an  attractive  field  to  people  who  have  good 
business  abilities,  but  have  not  inherited  any  great  business 
opportunities. 
The  son  of        8  6.     It  is  obvious  that  the  son  of  a  man  already  esta- 
man  has  a  blished  in  business  starts  with  very  great  advantages  over 
goo  s  ar .  jj^jjgj.g     2g  Yias  from  his  youth  up  special  facilities  for  ob- 
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taining  the  knowledge  and  developing  the  faculties  that  are   book  iv. 

required  in  the  management  of  his  father's  business :  he  learns      _! ' 

quietly  and  almost  unconsciously  about  men  and  manners  in 
his  father's  trade  and  in  those  from  which  that  trade  buys 
and  to  which  it  sells ;  he  gets  to  know  the  relative  import- 
ance and  the  real  significance  of  the  various  problems  and 
anxieties  which  occupy  his  father's  mind :  and  he  acquires  a 
technical  knowledge  of  the  processes  and  the  machinery  of 
the  trade*.  Some  of  what  he  learns  will  be  applicable  only 
to  his  father's  trade ;  but  the  greater  part  will  be  serviceable 
in  any  trade  that  is  in  any  way  allied  with  that ;  while 
those  general  faculties  of  judgment  and  resource,  of  enter- 
prise and  caution,  of  firmness  and  courtesy,  which  are  trained 
by  association  with  those  who  control  the  larger  issues  of 
any  one  trade,  will  go  a  long  way  towards  fitting  him  for 
managing  almost  any  other  trade.  Further,  the  sons  of 
successful  business  men  start  with  more  material  capital 
than  almost  anyone  else  except  those  who  by  nurture  and 
education  are  likely  to  be  disinclined  for  business  and  un- 
fitted for  it :  and  if  they  continue  their  fathers'  work,  they 
have  also  the  vantage  ground  of  established  trade  connections. 

It  would  therefore  at  first  sight  seem  likely  that  business  Bat  bnsi- 

DOSS  Tnfin 

men  should  constitute  a  sort  of  caste ;  dividing  out  among  do  not 
their    sons    the    chief    posts    of    command,   and    founding  caste, V- 
hereditary  dynasties,  which  should  rule  certain  branches  of  ^IJities""' 
trade  for  many  generations  together.     But  the  actual  state  and  tastes 
of  things  is  very  different.    For  when  a  man  has  got  together  always 
a  great  business,  his  descendants  often  fail,  in  spite  of  their  ™  *" 
great   advantages,  to    develop   the   high   abilities   and   the 
special  turn  of  mind  and  temperament  required  for  carrying 
it  on  with  equal  success.     He  himself  was  probably  brought 
up  by  parents  of  strong  earnest  character ;  and  was  educated 
by  their  personal  influence  and  by  struggle  with  difficulties 
in  early  life.     But  his  children,  at  all  events  if  they  were 
born  afber  he  became  rich,  and  in  any  case  his  grandchildren, 

1  We  have  already  noticed  how  ahnost  the  only  perfect  apprenticeships  of 
modem  times  are  those  of  the  sons  of  mannfactnrers,  who  practise  almost  every 
important  operation  that  is  carried  on  in  the  works  sufficiently  to  be  able  in  after 
years  to  enter  into  the  difficulties  of  all  their  employes  and  form  a  fair  judgment 
on  their  work. 
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BOOK  IV.    are  perhaps  left  a  good  deal  to  the  care  of  domestic  servants 

J '    who  are  not  of  the  same  strong  fibre  as  the  parents  by  whose 

influence  he  was  educated.  And  while  his  higjiest  ambition 
was  probably  success  in  business,  they  are  likely  to  be  at 
least  equally  anxious  for  social  or  academic  distinction'. 

For  a  time  indeed  all  may  go  well.     His  sons  find  a 

firmly  established    trade   connection,  and  what   is  perhaps 

even  more    important,  a  well-chosen  staff  of  subordinates 

with  a  generous  interest  in  the  business.     By  mere  assiduity 

and  caution,  availing  themselves  of  the  traditions  of  the  firm, 

they  may  hold  together  for  a  long  time.     But  when  a  full 

generation  has  passed,  when  the  old  traditions  are  no  longer . 

a  safe  guide,  and  when  the  bonds  that  held  together  the 

old   staff   have   been   dissolved,    then   the  business   almost 

invariably  falls  to  pieces  unless  it  is  practically  handed  over 

to  the  management  of  new  men  who  have  meanwhile  risen 

to  partnership  in  the  firm. 

and  after  a        But  in  most  cases  his  descendants  arrive  at  this  result  by 

blood  mnst  ^  shorter  route.     They  prefer  an  abundant  income  coming  to 

^*  k'ZII??^  them  without  effort  on  their  part,  to  one  which  though  twice 

\T\  Dy  some  x^        '  o 

method,      as  large  could  be  earned  only  by  incessant  toil  and  anxiety ; 

and  they  sell  the  business  to  private  persons  or  a  joint-stock 

company ;  or  they  become  sleeping  partners  in  it ;   that  is 

sharing  in  its  risks  and  in  its  profits,  but  not  taking  part  in 

its  management :  in  either  case  the  active  control  over  their 

capital  falls  chiefly  into  the  hands  of  new  men. 

The  §  7.     The  oldest  and  simplest  plan  for  renovating  the 

private  "    energies  of  a  business  is  that  of  taking  into  partnership  some 

partner-      of  its  ablest  emploj'ds.     The  autocratic  owner  and  manager 

of  a  large  manufacturing  or  trading  concern  finds  that,  as 

years  go  on,  he  has  to  delegate  more  and  more  responsibility 

to  his  chief  subordinates ;    partly  because   the  work  to  be 

1  Until  latelj  there  has  ever  been  in  England  a  kind  of  antagonism  between 
academic  studies  and  business.  This  is  now  being  diminished  by  the  broadening 
of  the  spirit  of  onr  great  Universities,  and  by  the  growth  of  Colleges  in  onr  chief 
business  centres.  The  sons  of  business  men  when  sent  to  the  Universities  do 
not  learn  to  despise  their  fathers'  trades  as  often  as  they  used  to  do  even  a 
generation  ago.  Many  of  them  indeed  are  drawn  away  from  business  by  the 
desire  to  extend  the  boundaries  of  knowledge.  But  the  higher  forms  of  mental 
activity,  those  which  are  constructive  and  not  merely  critical,  tend  to  promote  a 
just  appreciation  of  the  nobihty  of  business  work  rightly  done. 
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done  is  growing  heavier,  and  partly  because  his  own  strength    book  iv. 

is  becoming  less  than  it  was.     He  still  exercises  a  supreme      J ' 

control,  but  much  must  depend  on  their  energy  and  probity : 
so,  if  his  sons  are  not  old  enough,  or  for  any  other  reason  are 
not  ready  to  take  part  of  the  burden  off  his  shoulders,  he 
decides  to  take  one  of  his  trusted  assistants  into  partnership  : 
he  thus  lightens  his  own  labours,  at  the  same  time  that  he 
secures  that  the  task  of  his  life  will  be  carried  on  by  those 
whose  habits  he  has  moulded,  and  for  whom  he  has  perhaps 
acquired  something  like  a  fatherly  affection'. 

But  there  are  now,  and  there  always  have  been,  private 
partnerships  on  more  equal  terms,  two  or  more  people  of 
about  equal  wealth  and  ability  combining  their  resources 
for  a  large  and  difficult  undertaking.  In  such  cases  there  is 
often  a  distinct  partition  of  the  work  of  management :  in 
manufactures  for  instance  one  partner  will  sometimes  give 
himself  almost  exclusively  to  the  work  of  buying  raw  material 
and  selling  the  finished  product,  while  the  other  is  respon- 
sible for  the  management  of  the  factory :  and  in  a  trading 
establishment  one  partner  will  control  the  wholesale  and  the 
other  the  retail  department.  In  these  and  other  ways  private 
partnership  is  capable  of  adapting  itself  to  a  great  variety  of 
problems :  it  is  very  strong  and  very  elastic ;  it  has  played  a 
great  part  in  the  past,  and  it  is  full  of  vitality  now. 

§  8.     But  from  the  end  of  the  Middle  Ages  to  the  present  The 
time  there  has  been  in  some  classes  of  trades  a  movement  public 
towards  the  substitution    of  public  joint-stock   companies,  companies, 
the  shares  of  which  can  be  sold  to  anybody  in  the  open 
market,  for  private  companies,  the  shares  in  which  are  not 
transferable  without  the  leave  of  all  concerned.     The  effect 
of  this  change   has  been  to  induce  people,  many  of  whom 
have  no  special  knowledge  of  trade,  to  give  their  capital  into 
the  hands  of  others  employed  by  them  :  and  there  has  thus 

1  Much  of  the  happiest  romance  of  life,  mnch  that  is  most  pleasant  to  dwell 
npon  in  the  social  history  of  England  from  the  Middle  Ages  up  to  onr  own  day  is 
connected  with  the  story  of  private  partnerships  of  this  class.  Many  a  yonth  has 
been  stimulated  to  a  brave  career  by  the  influence  of  ballads  and  tales  which  nar- 
rate the  difficulties  and  the  ultimate  triumph  of  the  faithful  apprentice,  who  has  at 
length  married  his  employer's  daughter  and  been  taken  into  partnership  by  him. 
There  are  no  influences  on  national  character  more  far-reaching  than  those  which 
thus  give  shape  to  the  aims  of  aspiring  yonth. 
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BOOK  IV.    arisen  a  new  distnbution  of  the  various  parts  of  the  work  of 

CH.  XII.      ,        . 

busme.ss  management. 

The  share-        The  ultimate  undertakers  of  the  risks  incurred  by  a  joint- 
nndertake   stock  company  are  the  shareholders ;  but  as  a  rule  they  do 
^  ^'    not  take  much  active  part  in  engfineering  the  business  and 
controlling  its  general  policy;    and  they  take  no   part   in 
the  superintending  its  details.     After  the  business  has  once  got 

control"^    out  of  the  hands  of  its  original  promoters,  the  control  of  it  is 
the  Mana-   igft  chiefly  in  the  hands  of  Directors ;  who,  if  the  company  is 
a  very  large  one,  probably  own  but  a  very  small  proportion  of 
its  shares,  while  the  greater  part  of  them  have  not  much 
technical  knowledge  of  the  work  to  be  done.     They  are  not 
generally  expected  to  give  their  whole  time  to  it ;  but  they 
are  supposed  to  bring  wide  general  knowledge  and  sound 
judgment  to  bear  on  the  broader  problems  of  its  policy ;  and 
at  the  same  time  to  make  sure  that  the  "  Managers  "  of  the 
who  super-  company  are  doing  their  work  thoroughly'.    To  the  Managers 
detaUs.       ^^^  their  assistants  is  left  a  great  part  of  the  work  of  engi- 
neering the  business,  and  the  whole  of  the  work  of  superin- 
tending it :   but  they  are  not  required  to  bring  any  capital 
into  it ;  and  they  are  supposed  to  be  promoted  from  the  lower 
ranks  to  the  higher  according  to  their  zeal  and  ability.    Since 
the  joint-stock   companies   in   the   United    Kingdom   have 
an  aggregate  income  of  £100,000,000,  and  do  a  tenth  of  the 
business  of  all  kinds  that  is  done  in  the  country,  they  offer 
very  large    opportunities  to  men  with  natural  talents   for 
business  management,  who  have  not  inherited  any  material 
capital,  or  any  business  connection. 
Those  who        §  9.     Joint- stock  companies  have  great  elasticity  and  can 
the  risks     expand  themselves  without  limit  when  the  work  to  which 
always       they  have  set  themselves  offers  a  wide  scope ;  and  they  are 

1  Bagehot  deUghted  to  argue  (see  for  instance  English  Constitution,  Ch.  vii.) 
that  a  Cabinet  Minister  often  derives  some  advantage  from  his  want  of  technical 
knowledge  of  the  business  of  his  Department.  For  he  can  get  information  on 
matters  of  detail  from  the  Permanent  Secretary  and  other  ofBcials  who  are  under 
his  authority ;  and,  while  he  is  not  likely  to  set  his  judgment  against  theirs  on 
matters  where  their  knowledge  gives  them  the  advantage,  his  unprejudiced 
common  sense  may  well  overrule  the  traditions  of  officialism  in  broad  questions 
of  public  policy:  and  in  like  manner  the  interests  of  a  Company  may  possibly 
sometimes  be  most  advanced  by  those  Directors  who  have  the  least  technical 
knowledge  of  the  details  of  its  business. 
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gaining  ground  in  nearly  all  directions.     But  they  have  one   book  iv. 

great  source  of  weakness  in  the  absence  of  any  adequate     J ' 

knowledge  of  the  business  on  the  part  of  the  shareholders  |^^|4er 
who  undertake  its  chief  risks.     It  is  true  that  the  head  of  a  '•»«  *>»«»- 

ness  IB 

large  private  firm  undertakes  the  chief  risks  of  the  business,  well 
while  he  intrusts  many  of  its  details  to  others  ;  but  his  posi- 
tion is  secured  by  his  power  of  forming  a  direct  judgment  as 
to  whether  his  subordinates  serve  his  interests  faithfully  and 
discreetly.  If  those  to  whom  he  has  intrusted  the  bujdng  or 
selling  of  goods  for  him  take  commissions  from  those  with 
whom  they  deal,  he  is  in  a  position  to  discover  and  punish 
the  fraud.  If  they  show  favouritism  and  promote  incompe- 
tent relations  or  friends  of  their  own,  or  if  they  themselves 
become  idle  and  shirk  their  work,  or  even  if  they  do  not 
fulfil  the  promise  of  exceptional  ability  which  induced  him 
to  give  them  their  first  lift,  he  can  discover  what  is  going 
wrong  and  set  it  right. 

But  in  all  these  matters  the  great  body  of  the  share- The  system 

,,,-..  -  •  i»  is  rendered 

holders  of  a  jomt-stock  company  are,  save  m  a  tew  excep-  workable 
tional  instances,  almost  powerless ;  though  a  few  of  the  larger  modem    * 
shareholders  often  exert  themselves  to  find  out  what  is  goinsf  poytii  <>£ 

o        o  business 

on  ;  and  are  thus  able  to  exercise  an  effective  and  wise  con-  morality, 
trol  over  the  general  management  of  the  business.  It  is  a 
strong  proof  of  the  marvellous  growth  in  recent  times  of  a 
spirit  of  honesty  and  uprightness  in  commercial  matters,  that 
the  leading  officers  of  great  public  companies  yield  as  little  as 
they  do  to  the  vast  temptations  to  fraud  which  lie  in  their 
way.  If  they  showed  an  eagerness  to  avail  themselves  of 
opportunities  for  wrongdoing  at  all  approaching  that  of 
which  we  read  in  the  commercial  history  of  earlier  civili- 
zation, their  wrong  uses  of  the  trusts  imposed  in  them  would 
have  been  on  so  great  a  scale  as  to  prevent  the  development 
of  this  democratic  form  of  business.  There  is  every  reason 
to  hope  that  the  progress  of  trade  morality  will  continue, 
aided  in  the  future  as  it  has  been  in  the  past,  by  a  diminu- 
tion of  trade  secrecy  and  by  increased  publicity  in  every 
form ;  and  thus  collective  and  democratic  forms  of  business 
management  may  be  able  to  extend  themselves  safely  in 
many  directions  in  which  they  have  hitherto  failed,  and  may 
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far  exceed  the  great  services  they  already  render  in  opening 
a  large  career  to  those  who  have  no  advantages  of  birth. 

The  same  may  be  said  of  the  undertakings  of  Govern- 
ments imperial  and  local :  they  also  may  have  a  great  future 
before  them,  but  up  to  the  present  time  the  tax -payer  who 
undertakes  the  ultimate  risks  has  not  generally  succeeded  in 
exercising  an  eflScient  control  over  the  businesses,  and  in 
securing  officers  who  will  do  their  work  with  as  much  energy 
and  enterprise  as  is  shown  in  private  establishments.  The 
problem  of  Government  undertakings  involves  however  many 
complex  issues,  into  which  we  cannot  inquire  here. 

§  10.  The  system  of  Co-operation  aims  at  avoiding  the 
evils  of  these  two  methods  of  business  management.  In 
that  ideal  form  of  Co-operative  Society,  for  which  many  still 
fondly  hope,  but  which  as  yet  has  been  scantily  realized  in 
practice,  a  part  or  the  whole  of  those  shareholders  who  under- 
take the  risks  of  the  business  are  themselves  employed  by  it. 
The  employes,  whether  they  contribute  towards  the  material 
capital  of  the  business  or  not,  have  a  share  in  its  profits,  and 
some  power  of  voting  at  the  general  meetings  at  which  the 
broad  lines  of  its  policy  are  laid  down,  and  the  officers 
appointed  who  are  to  carry  that  policy  into  effect.  They 
are  thus  the  employers  and  masters  of  their  own  managers 
and  foremen ;  they  have  fairly  good  means  of  judging  whether 
the  higher  work  of  engineering  the  business  is  conducted 
honestly  and  efficiently,  and  they  have  the  best  possible 
opportunities  for  detecting  any  laxity  or  incompetence  in  its 
detailed  administration.  And  lastly  they  render  unnecessary 
some  of  the  minor  work  of  superintendence  that  is  required 
in  other  establishments ;  for  their  own  pecuniary  interests  and 
the  pride  they  take  in  the  success  of  their  own  business 
make  each  of  them  averse  to  any  shirking  of  work  either  by 
himself  or  by  his  fellow  workmen. 

But  unfortunately  the  system  has  very  great  difficulties 
of  its  own.  For  human  nature  being  what  it  is,  the  employes 
themselves  are  not  always  the  best  possible  masters  of  their 
own  foremen  and  managers;  jealousies  and  frettings  at 
reproof  are  apt  to  act  like  sand,  that  has  got  mixed  with  the 
oil  in  the  bearings  of  a  great  and  complex  machinery.     The 
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hai-dest  work  of  business  management  is  generally  that  which    book  iv: 

makes  the  least  outward  show,  those  who  work  with  their     J ' 

hands  are  apt  to  underrate  the  intensity  of  the  strain 
involved  in  the  highest  work  of  engineering  the  business,  and 
to  grudge  its  being  paid  for  at  anything  like  as  high  a  rate 
as  it  could  earn  elsewhere.  And  in  fact  the  managers  of  a 
Co-operative  Society  seldom  have  the  alertness,  the  inventive- 
ness and  the  ready  versatility  of  the  ablest  of  those  men  who 
have  been  selected  by  the  struggle  for  survival,  and  have 
been  trained  by  the  perfectly  free  and  unfettered  responsibi- 
lity of  private  business.  Partly  for  these  reasons  the  Co- 
operative system  has  seldom  been  carried  out  in  its  entirety ; 
and  its  partial  application  has  not  yet  attained  a  conspicuous 
success  except  in  retailing  commodities  consumed  by  working 
men.  But  within  the  last  few  years  more  hopeful  signs  have 
appeared  of  the  success  of  bond  fide  productive  associations, 
or  "  co-partnerships." 

Those  working-men  indeed  whose  tempers  are  strongly  bnt  it  may 
individualistic,  and  whose  minds  are  concentrated  almost  "oi^oT 
wholly  on  their  own  affairs,  will  perhaps  always  find  their  *^*^- 
quickest  and  most  congenial  path  to  material  success  by 
commencing  business  as  small  independent  "  undertakers,"  or 
by  working  their  way  upwards  in  a  private  firm  or  a  public 
company.  But  co-operation  has  a  special  charm  for  those  in 
whose  tempers  the  social  element  is  stronger,  and  who  desire 
not  to  separate  themselves  from  their  old  comrades,  but  to 
work  among  them  as  their  leaders.  Its  aspirations  may  in 
some  respects  be  higher  than  its  practice ;  but  it  undoubtedly 
does  rest  in  a  great  measure  on  ethical  motives.  The  true 
co-operator  combines  a  keen  business  intellect  with  a  spirit 
full  of  an  earnest  Faith  ;  and  some  co-operative  societies  have 
been  served  excellently  by  men  of  great  genius  both  mentally 
and  morally — men  who  for  the  sake  of  the  Co-operative  Faith 
that  is  in  them,  have  worked  with  great  ability  and  energy, 
and  with  perfect  uprightness,  being  all  the  time  content  with 
lower  pay  than  they  could  have  got  as  business  managers  on 
their  own  account  or  for  a  private  firm.  Men  of  this  stamp 
are  more  common  among  the  officers  of  co-operative  societies 
than  in  other  occupations;  and  though  they  are  not  very 
M.  25 


386 


BUSINESS  MANAGEMENT. 


BOOS  IV. 
CH.  XII. 


Profit- 
Sharing. 


Profit-and- 

IiOSS- 

Shariog. 


Partial  Co- 
operation. 


common  even  there,  yet  it  may  be  hoped  that  the  diffusion 
of  a  better  knowledge  of  the  true  principles  of  co-operation, 
and  the  increase  of  general  education,  are  every  day  fitting  a 
larger  number  of  co-operators  for  the  complex  problems  of 
business  management. 

Meanwhile  many  partial  applications  of  the  co-operative 
principle  are  being  tried  under  various  conditions,  each  of 
which  presents  some  new  aspect  of  business  management. 
Thus  under  the  scheme  of  Profit-Sharing,  a  private  firm  while 
retaining  the  unfettered  management  of  its  business,  pays 
its  employes  the  full  market  rate  of  wages,  whether  by  Time 
or  Piece-work,  and  agrees  in  addition  to  divide  among  them 
a  certain  share  of  any  profits  that  may  be  made  above  a 
certain  fixed  minimum  ;  it  being  hoped  that  the  firm  will  find 
a  material  as  well  as  a  moral  reward  in  the  diminution  of 
friction,  in  the  increased  willingness  of  their  employes  to  go 
out  of  their  way  to  do  little  things  that  may  be  of  great 
benefit  comparatively  to  the  firm,  and  lastly  in  attracting  to 
themselves  workers  of  more  than  average  ability  and  industry. 
Under  the  scheme  of  Profit-and-Loss-Sharing,  a  small  part  of 
the  market  wages  of  the  employes  is  held  back  as  a  contribu- 
tion towards  any  loss  that  may  be  shown  on  the  year's  work- 
ing ;  while  they  receive  a  more  than  proportionate  share  of  the 
profits  in  a  bad  year.  Another  partially  co-operative  scheme 
is  that  of  some  Oldham  Cotton-mills :  they  are  really  joint- 
stock  companies ;  but  among  their  shareholders  are  many 
working  men  who  have  a  special  knowledge  of  the  trade, 
though  they  often  prefer  not  to  be  employed  in  the  mills  of 
which  they  are  part  owners.  And  another  is  that  of  the 
Productive  establishments,  owned  by  the  main  body  of 
Co-operative  Stores,  through  their  agents,  the  Co-operative 
Wholesale  Society;  but  in  which,  partly  on  account  of 
technical  difficulties,  the  workers  as  such  have  as  yet  no 
share  either  in  the  management  or  in  the  profits  of  the 
works. 

At  a  later  stage  we  shall  have  to  study  all  those  various 
co-operative  and  semi-co-operative  forms  of  business  more  in 
detail,  and  to  inquire  into  the  causes  of  their  success  or 
failure  in  different  classes  of  business,  wholesale  and  retail. 
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agricultural,  manufacturing  and  trading.     But  we  must  not    book  iv. 

pursue  this  inquiry  further  now.     Enough  has  been  said  to ' 

show  that  the  world  is  only  just  beginning  to  be  ready  for  the  ^g^nto^e 
higher  work  of  the  co-operative  movement ;  and  that  its 
many  different  forms  may  therefore  be  reasonably  expected 
to  attain  a  larger  success  in  the  future  than  in  the 
past ;  and  to  offer  excellent  opportunities  for  working-men  to 
practise  themselves  in  the  work  of  business  management,  to 
grow  into  the  trust  and  confidence  of  others,  and  gradually 
rise  to  posts  in  which  theu-  business  abilities  will  find  scope. 

§  11.     In  speaking  of  the  difficulty  that  a  working-man  The  rise 
has  in  rising  to  a  post  in  which  he  can  turn  his  business  worUng- 
ability  to  full  account,  the  chief  stress  is  commonly  laid  upon  hSder^°* 
his  want  of  capital:  but  this  is  not  always  his  chief  difficulty.  »«  ""i''. 
For  instance  the  co-operative  distributive  societies  have  ac-  sight 
cumulated  a  vast  capital,  on  which  they  find  it  difficult  to  by  his 
get  a  good  rate  of  iuterest;  and  which  they  would  be  rejoiced  ^p"*^; 
to  lend  to  any  set  of  working-men  who  could  show  that  they 
had  the  capacity  for  dealing  with  difficult  business  problems. 
Co-operators  who  have  firstly  a  high  order  of  business  ability 
and  probity,  and  secondly  the  "  personal  capital "  of  a  great 
reputation  among  their  fellows  for  these  qualities,  will  have 
no  difficulty  in  getting  command  of  enough  material  capital 
for  a  considerable  undertaking :  the  real  difficulty  is  to  con- 
vince a  sufficient  number  of  those  around  them  that  they 
have  these  rare  qualities.     And  the  case  is  not  very  different 
when  an  individual  endeavours  to  obtain  from  the  ordinary 
sources   the   loan  of  the  capital  required  to  start   him  in 
business. 

It  is  true  that  in  almost  every  business  there  is  a  constant  for  the 
increase  in  the  amount  of  capital  required  to  make  a  fair  jg  increas- 
start ;  but  there  is  a  much  more  rapid  increase  in  the  amount  ^f„™g 
of  capital  which  is  owned  by  people  who  do  not  want  to  use  ""^  in 

.  .      eagerness 

it  themselves,  and  are  so  eager  to  lend  it  out  that  they  will  for  employ- 
accept  a  constantly  lower  and  lower  rate  of  interest  for  it. 
Much  of  this  capital  passes  into  the  hands  of  bankers  and 
others,  people  of  keen  intellect  and  restless  energy ;  people 
who  have  no  class  prejudices  and  care  nothing  for  social  dis- 
tinctions; and  who  would  promptly  lend  it  to  anyone  of 

25—2 
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whose  business  ability  and  honesty  they  were  convinced.  To 
say  nothing  of  the  credit  that  can  be  got  in  many  businesses 
from  those  who  supply  the  requisite  raw  material  or  stock  in 
trade,  the  opportunities  for  direct  borrowing  are  now  so  great 
that  an  increase  in  the  amount  of  capital  required  for  a  start 
in  business  is  no  very  serious  obstacle  in  the  way  of  a  person 
who  has  once  got  over  the  initial  diflBculty  of  earning  a  repu- 
tation for  being  likely  to  use  it  well. 

But  perhaps  a  greater  though  less  conspicuous  hindrance 
to  the  rise  of  the  working  man  is  the  growing  complexity 
of  business.  The  head  of  a  business  has  now  to  think  of 
many  things  about  which  he  never  used  to  trouble  himself 
in  earlier  days ;  and  these  are  just  the  kind  of  difficulties  for 
which  the  training  of  the  workshop  affords  the  least  prepa- 
ration. Against  this  must  be  set  the  rapid  improvement  of 
the  education  of  the  working  man  not  only  at  school,  but 
what  is  more  important,  in  after  life  by  newspapers,  and  from 
the  work  of  co-operative  societies  and  trades  unions,  and  in 
other  ways. 

About  three-fourths  of  the  whole  population  of  England 
belong  to  the  wage-earning  classes ;  and  at  all  events  when 
they  are  well  fed,  properly  housed  and  educated,  they  have  their 
fair  share  of  that  nervous  strength  which  is  the  raw  material 
of  business  ability.  Without  going  out  of  their  way  they  are 
all  consciously  or  unconsciously  competitors  for  posts  of  busi- 
ness command.  The  ordinary  workman  if  he  shows  ability 
generally  becomes  a  foreman,  from  that  he  may  rise  to  be  a 
manager,  and  to  be  taken  into  partnership  with  his  employer. 
Or  having  saved  a  little  of  his  own  he  may  start  one  of  those 
small  shops  which  still  can  hold  their  own  in  a  working  man's 
quarter,  stock  it  chiefly  on  credit,  and  let  his  wife  attend  to 
it  by  day,  while  he  gives  his  evenings  to  it.  In  these  or  in 
other  ways  he  may  increase  his  capital  till  he  can  start  a 
small  workshop,  or  factory.  Once  having  made  a  good  begin- 
ning he  will  find  the  banks  eager  to  give  him  generous  credit. 
He  must  have  time;  and  since  he  is  not  likely  to  start  in 
business  till  after  middle  age  he  must  have  a  long  as  well  as 
a  strong  life;  but  if  he  has  this  and  has  also  "patience, 
genius  and  good  fortune"  he  is  pretty  sure  to  command  a 
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large  capital  before  he  dies'.     In  a  factory  those  who  work    book  it. 

with  their  hands  have  better  opportunities  of  rising  to  posts      — ' 

of  command  than  the  book-keepers  and  many  others  to  whom 
social  tradition  has  assigned  a  higher  place.  But  in  trading 
concerns  it  is  otherwise ;  what  manual  work  is  done  in  them 
has  as  a  rule  no  educating  character,  while  the  experience  of 
the  office  is  better  adapted  for  preparing  a  man  to  manage  a 
commercial  than  a  manufacturing  business. 

There  is  then  on  the  whole  a  broad  movement  from  below  The  rise 
upwards.     Perhaps  not  so  many  as  formerly  rise  at  once  ^J^^^. 
from  the  position  of  working-men  to  that  of  employers :  but  F*'!""^ 
there  are  more  who  get  on  sufficiently  far  to  give  their  sons  a  one ; 
good  chance  of  attaining  to  the  highest  posts.    The  complete 
rise  is  not  so  very  often  accomplished  in  one  generation ;  it 
is  more  often  spread  over  two;  but  the  total  volume  of  the 
movement  upwards  is  probably  greater  than  it  has  ever  been,  but  that 
And  it  may  be  remarked  in  passing  that  it  is  better  for  society  n„^x^ 
as  a  whole  that  the  rise  should  be  distributed  over  two  gene-  ®"^- 
rations.     The  workmen  who  at  the  beginning  of  this  century 
rose  in  such  large  numbers  to  become  employers  were  seldom 
fit  for  posts  of  command:  they  were  too  often  harsh  and 
tyrannical;   they  lost    their   self-control,  and  were   neither 
truly  noble  nor  truly  happy ;  while  their  children  were  often 
haughty,  extravagant,  and  self-indulgent,  squandering  their 
wealth  on  low  and  vulgar  amusements,  having  the  worst 
faults  of  the  older  aristocracy  without  their  virtues.     The 
foreman  or  superintendent  who  has  still  to  obey  as  well  as  to 

'  The  Germans  say  that  success  in  business  requires  "Gteld,  Gednld,  Genie 
und  Gliick."  The  chances  that  a  working-man  has  of  rising  vary  somewhat  with 
the  nature  of  the  work,  being  greatest  in  those  trades  in  which  a  careful  attention 
to  details  counts  tor  most,  and  a  wide  knowledge,  whether  of  science  or  of  the 
world  movements  of  speculation,  counts  for  least.  Thus  for  instance  "  thrift  and 
the  knowledge  of  practical  details  "  are  the  most  important  elements  of  success  in 
the  ordinary  work  of  the  pottery  trade ;  and  in  consequence  most  of  those  who 
have  done  well  in  it  "have  risen  from  the  bench  like  Josiah  Wedgwood"  (see 
Mr  G.  Wedgwood's  evidence  before  the  Commission  on  Technical  Education); 
and  a  similar  statement  might  be  made  about  many  of  the  Sheffield  trades.  But 
some  of  the  working  classes  develop  a  great  faculty  for  taking  speculative  risks ; 
and  if  the  knowledge  of  facts  by  which  successful  speculation  must  be  guided, 
comes  within  their  reach,  they  will  often  push  their  way  through  competitors  who 
have  started  above  them.  Some  of  the  most  successful  wholesale  dealers  in 
perishable  comimodities  such  as  fish  and  fruit  have  begun  life  as  market  x>orters. 
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BOOK  IV.  command,  but  who  is  rising  and  sees  his  children  likely  to 
rise  further,  is  in  some  ways  more  to  be  envied  than  the 
small  master.  His  success  is  less  conspicuous,  but  his  work 
is  often  higher  and  more  important  for  the  world,  while  his 
character  is  more  gentle  and  refined  and  not  less  strong. 
His  children  aie  well-trained ;  and  if  they  get  wealth,  they 
are  likely  to  make  a  fairly  good  use  of  it. 
An  able  §  12.     When  a  man  of  great  ability  is  once  at  the  head  of 

join  an  independent  business,  whatever  be  the  route  by  which  he 

merges  ^^  S''*  there,  he  will  with  moderate  good  fortune,  soon  be 
the  capital  a^le  to  show  such  evidence  of  his  power  of  turning  capital  to 
command,  good  account  as  to  enable  him  to  borrow  in  one  way  or  another 
almost  any  amount  that  he  may  need.  Making  good  profits 
he  adds  to  his  own  capital,  and  this  extra  capital  of  his  own 
is  a  material  security  for  further  borrowings ;  while  the  fact 
that  he  has  made  it  himself  tends  to  make  lenders  less  careful 
to  insist  on  a  full  security  for  their  loans.  Of  course  fortune 
tells  for  much  in  business  :  a  very  able  man  may  find  things 
going  against  him ;  the  fact  that  he  is  losing  money  may 
diminish  his  power  of  borrowing.  If  he  is  working  partly  on 
boiTowed  capital,  it  may  even  make  those  who  have  lent  it 
refuse  to  renew  their  loans,  and  may  thus  cause  him  to  suc- 
cumb to  what  would  have  been  but  a  passing  misfortune,  if 
he  had  been  using  no  capital  but  his  own':  and  in  fighting 
his  way  upwards  he  may  have  a  chequered  life  full  of  great 
anxieties,  and  even  misfortunes.  But  he  can  show  his  ability 
in  misfortune  as  well  as  in  success:  human  nature  is  sanguine ; 
and  it  is  notorious  that  men  are  abundantly  willing  to  lend  to 
those  who  have  passed  through  commercial  disaster  without" 
loss  to  their  business  reputation.  Thus,  in  spite  of  vicissi- 
tudes, the  able  business  man  generally  finds  that  in  the  long 
run  the  capital  at  his  command  grows  in  proportion  to  his 
ability. 

^  The  danger  of  not  being  able  to  renew  his  borrowings  jnst  at  the  time  when 
he  wants  them  most,  pats  him  at  a  disadvantage  relatively  to  those  who  ase  only 
their  own  capital,  mnch  greater  than  is  represented  by  the  mere  interest  on  his 
borrowings:  and,  when  we  come  to  that  part  of  the  doctrine  of  Distribution  which 
deals  with  Earnings  of  Management,  we  shall  find  that,  for  this  among  other 
reasons,  profits  are  something  more  than  interest  in  addition  to  Net  Earnings  of 
Management,  i.e.  those  earnings  which  are  properly  to  be  ascribed  to  the  abilities 
of  bosiness  men. 
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Meanwhile,  as  we  have  seen,  he,  who  with  small  ability  is    book  iv. 
in  command  of  a  large  capital,  speedily  loses  it :  he  may  per-      J — ' 
haps  be  one  who  could  and  would  have  managed  a  small  ^0^^^'"'"* 
business  with  credit,  and  left  it  stronger  than  he  had  found  ereat  buaj- 

'  °       .  .  ness  ability 

it :  but  if  he  has  not  the  genius  for  dealing  with  great  pro-  loses  his 
blems,  the  larger  it  is  the  more  speedily  will  he  break  it  up.  the  more 
For  as  a  rule  a  large  business  can  be  kept  going  only  by  J^g^^i^^ 
transactions  which,  after  allowing  for  ordinary  risks,  leave  but  bosmessis. 
a  very  small  percentage  of  gain.     A  small  profit  on  a  large 
turn-over  quickly  made,  will  yield  a  rich  income  to  able  men : 
and  in  those  businesses  which  are  of  such  a  nature  as  to  give 
scope  to  very  large  capitals,  competition  generally  cuts  the 
rate  of  profits  on  the  turn-over  very  fine.     A  village  trader 
may  make  five  per  cent,  less  profits  on  his  turn-over  than  his 
abler  rival,  and  yet  be  able  to  hold  his  head  above  water. 
But  in  those  large  manufacturing  and  trading  businesses  in 
which  there  is  a  quick  return  and  a  straightforward  routine, 
the  whole  profits  on  the  turn-over  are  often  so  very  small  that 
a  person  who  falls  behind  his  rivals  by  even  a  small  percent- 
age loses  a  large  sum  at  every  turn-over ;  while  in  those  large 
businesses  which  are  difficult  and  do  not  rely  on  routine,  and 
which  aiford   high  profits  on  the  turn-over  to  really  able 
management,  there  are  no  profits  at  all  to  be  got  by  anyone 
who  attempts  the  task  with  only  ordinary  ability. 

These  two  sets  of  forces,  the  one  increasing  the  capital  These  two 
at  the  command  of  able  men,  and  the  other  destroying  the  to  adjust 
capital  that  is  in  the  hands  of  weaker  men,  bring  about  the  ^Ihe'"*^ 
result  that  there  is  a  far  more  close  correspondence  between  ability  re- 

^  qnired  to 

the  ability  of  business  men  and  the  size  of  the  busiuesses  nse  it  well, 
which  they  own  than  at  first  sight  would  appear  probable. 
And  when  to  this  fact  we  add  all  the  many  routes,  which  we 
have  already  discussed,  by  which  a  man  of  great  natural 
business  ability  can  work  his  way  up  high  in  some  private 
firm  or  public  company,  we  may  conclude  that  wherever  there 
is  work  on  a  large  scale  to  be  done  in  such  a  country  as 
England,  the  ability  and  the  capital  required  for  it  are  pretty 
sure  to  be  speedily  forthcoming. 

Further,  just  as  industrial  skill  and  ability  are  getting 
every  day  to  depend  more  and  more  on  the  broad  faculties 
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CH.  XII. 


BOOK  IV.  of  judgment,  promptness,  resource,  carefulness  and  steadfast- 
ness of  purpose — faculties  which  are  not  specialized  to  any 
one  trade,  but  which  are  more  or  less  useful  in  all — so  it  is 
with  regard  to  business  ability.  In  fact  business  ability  con- 
sists more  of  these  general  and  non-specialized  faculties  than 
do  industrial  skill  and  ability  in  the  lower  grades :  and  the 
higher  the  grade  of  business  ability  the  more  various  are  its 
applications. 
Business  Since  then  business  ability  in  command  of  capital  moves 

comin^d  "''^tb   great  ease  horizontally  from  a  trade  which  is  over- 
of  capital    crowded  to  one  which  offers  good  openings  for  it :  and  since 
defined       it  moves  with  great  ease  vertically,  the  abler  men  rising  to 
price  in       the  higher  posts  ia  their  own  trade,  we  see,  even  at  this 
country  as  early  stage  of  our  inquiry,  some  good  reasons  for  believing 
England,    ^jjg^^  jj^  modern  England  the  supply  of  business  ability  in 
command  of  capital  accommodates  itself,  as  a  general  rule,  to 
the  demand  for  it ;  and  thus  has  a  fairly  defined  supply  price. 
Finally,  we   may  regard   this  supply  price  of  business 
ability  in  command  of  capital  as  composed  of  three  elements. 
The  first  is  the  supply  price  of  capital;    the  second  is  the 
supply  price  of  business  ability  and  energy ;   and  the  third 
is   the   supply   price   of   that    organization    by   which    the 
appropriate   business  ability  and   the  requisite  capital  are 
Net  and      brought   together.     We    have   called  the  price  of  the  first 
Earnings     of  these  three  elements  "  Interest ;  "  we  may  call  the  price  of 
^^ff"""^'- the  second  taken  by  itself  "  iV^ei  Earnings  of  Management," 
and  that  of  the  second  and  third,  taken  together,  "  Gross 
Earnings  of  Management." 


The 
relation 


CHAPTER   XIII. 

CONCLUSION.      THE   LAW   OF   INCREASING   IN   BELATION  TO 
THAT  OF   DIMINISHING   BETUEN. 

§  1.     At  the  beginning  of  this  Book  we  saw  how  the    book  iv. 
extra  Return  of  raw  produce  which  Nature  affords  to  an 
increased  application  of  capital  and  labour,  other  things  being  ■ 
equal,  tends  in  the  long  run  to  diminish.     In  the  remainder  m  which 
of  the  Book  and  especially  in  the  last  four  chapters  we  have  chapters  of 
looked  at  the  other  side  of  the  shield,  and  seen  how  man's  stand  to 
power  of  productive  work  increases  with  the  volume  of  the  '^*  earher. 
work  that  he  does.     Considering  first  the  causes  that  deter- 
mine the  Supply  of  Labour,  we  saw  how  every  increase  in 
the  phj'sical,  mental  and  moral  vigour  of  a  people  makes  them 
more  likely,  other  things  being  equal,  to  rear  to  adult  age  a 
large  number  of  vigorous  children.     Turning  next  to  the 
Growth  of  Wealth,  we  observed  how  every  increase  of  wealth 
tends  in  many  ways  to  make  a  greater  increase  more  easy 
than  before.     And  lastly  we  saw  how  every  increase  of  wealth 
and  every  increase  in  the  numbers  and  intelligence  of  the 
people  increased  the  facilities  for  a  highly  developed  Indus- 
trial Organization,  which  in  its  turn  adds  much  to  the  collec- 
tive efficiency  of  capital  and  labour. 

Looking  more  closely  at  the  economies  arising  from  an  A  summary 
increase  in  the  scale  of  production  of  any  kind  of  goods,  we  chapters 
found  that  they  fell  into  two  classes — those  dependent  on  the  ^^^ 
general  development  of  the  industry,  and  those  dependent  on 
the  resources  of  the  individual  houses  of  business  engaged  in 
it   and    the  efficiency  of  their  management ;    that  is,  into 
external  and  internal  economies. 

We  saw  how  these  latter  economies  are  liable  to  constant 
fluctuations  so  far  as  any  particular  house  is  concerned.  An 
able  man,  assisted  perhaps  by  some  strokes  of  good  fortune. 
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BOOK  IV.    gets  a  firm  footing  in  the  trade,  he  works  hard  and  lives 

J '    sparely,  his  own   capital  grows   fast,  and  the   credit   that 

Summary,  enables  him  to  borrow  more  capital  grows  still  faster;  he 
collects  around  him  subordinates  of  more  than  ordinary  zeal 
and  ability;  as  his  business  increases  they  rise  with  him, 
they  trust  him  and  he  trusts  them,  each  of  them  devotes 
himself  with  energy  to  just  that  work  for  which  he  is  specially 
fitted,  so  that  no  high  ability  is  wasted  on  easy  work,  and  no 
difficult  work  is  entrusted  to  unskilful  hands.  Corresponding 
to  this  steadily  increasing  economy  of  skill,  the  growth  of  his 
business  brings  with  it  similar  economies  of  specialized  ma- 
chines and  plant  of  all  kinds ;  every  improved  process  is 
quickly  adopted  and  made  the  basis  of  further  improvements ; 
success  brings  credit  and  credit  brings  success ;  credit  and 
success  help  to  retain  old  customers  and  to  bring  new  ones ; 
the  increase  of  his  trade  gives  him  great  advantages  in  buy- 
ing ;  his  goods  advertise  one  another,  and  thus  diminish  his 
difficulty  in  finding  a  vent  for  them.  The  increase  in  the 
scale  of  his  business  increases  rapidly  the  advantages  which 
he  has  over  his  competitors,  and  lowers  the  price  at  which  he 
can  afford  to  sell.  This  process  may  go  on  as  long  as  his 
energy  and  enterprise,  his  inventive  and  organizing  power 
retain  their  full  strength  and  freshness,  and  so  long  as  the 
risks  which  are  inseparable  from  business  do  not  cause  him 
exceptional  losses ;  and  if  it  could  endure  for  a  hundred  years, 
he  and  one  or  two  others  like  him  would  divide  between  them 
the  whole  of  that  branch  of  industry  in  which  he  is  engaged. 
The  large  scale  of  their  production  would  put  great  economies 
within  their  reach;  and  provided  they  competed  to  their 
utmost  with  one  another,  the  public  would  derive  the  chief 
benefit  of  these  economies,  and  the  price  of  the  commodity 
would  fall  very  low. 

But  here  we  may  read  a  lesson  from  the  young  trees  of 
the  forest  as  they  struggle  upwards  through  the  benumbing 
shade  of  their  older  rivals.  Many  succumb  on  the  way,  and  a 
few  only  survive ;  those  few  become  stronger  with  every  year, 
they  get  a  larger  share  of  light  and  air  with  every  increase  of 
their  height,  and  at  last  in  their  turn  they  tower  above  their 
neighbours,  and  seem  as  though  they  would  grow  on  for  ever, 
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and  for  ever  become  stronger  as  they  grow.     But  they  do  not.    book  rv. 

One  tree  will  last  longer  in  full  vigour  and  attain  a  greater      J ' 

size  than  another ;  but  sooner  or  later  age  tells  on  them  all.  Sammary. 
Though  the  taller  ones  have  a  better  access  to  light  and  air 
than  their  rivals,  they  gradually  lose  vitality ;  and  one  after 
another  they  give  place  to   others,   which,  though   of  less 
material  strength,  have  on  their  side  the  vigour  of  youth. 

And  as  with  the  growth  of  trees,  so  is  it  with  the  growth 
of  businesses.  As  each  kind  of  tree  has  its  normal  life  in 
which  it  attains  its  normal  height,  so  the  length  of  life  during 
which  a  business  of  any  kind  is  likely  to  retain  full  vigour  is 
limited  by  the  laws  of  nature  combined  with  the  circum- 
stances of  place  and  time,  and  the  character  and  stage  of 
development  of  the  particular  trade  in  which  it  lies. 

The  laws  of  nature  press  upon  it  by  limiting  the  length 
of  the  life  of  its  original  founders,  and  by  limiting  even  more 
narrowly  that  part  of  their  lives,  in  which  their  faculties 
retain  full  vigour.  And  so  after  a  while  the  guidance  of  the 
business  falls  into  the  hands  of  people  with  less  energy  and 
less  creative  genius,  if  not  with  less  active  interest  in  its 
prosperity.  Perhaps  it  decays  altogether;  or  it  may  be 
carried  on  with  more  or  less  wisdom  and  ability  by  a  public 
company.  In  that  case,  it  may  retain  the  advantages  of 
division  of  labour,  of  specialized  skill  and  machinery;  it 
may  even  increase  them  by  a  further  increase  of  its  capital ; 
and  under  favourable  conditions  it  may  secure  a  permanent 
and  prominent  place  in  the  work  of  production.  But  it  is 
almost  sure  to  have  lost  much  of  its  elasticity  and  of  its  pro- 
gressive force ;  the  advantages  are  no  longer  exclusively  on 
its  side  in  its  competition  with  younger  and  smaller  rivals : 
and,  unless  it  be  in  banking,  or  transport  or  some  other  of 
those  exceptional  trades,  which  will  require  a  separate  dis- 
cussion, it  can  no  longer  obtain  from  every  increase  in  its 
scale  of  production  the  means  of  reducing  considerably  the 
price  at  which  it  sells  its  goods  or  its  services. 

The  growth  and  the  decay  of  the  energies  of  a  great 
business  establishment  seldom  follow  twice  on  exactly  the 
same  lines  even  in  the  same  trade:  they  vary  with  the 
varying  incidents  of  the  life  and  fortune,  of  the  personal 
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BOOK  IT.  friendships  and  the  business  and  family  connections  of  the 
J —  "  individuals  concerned ;  but  they  also  vary  much  from  one 
Summary,  trade  to  another.  Thus  for  instance  no  single  very  large 
business  has  appeared  in  agriculture,  while  in  banking  and 
insurance,  in  the  supply  of  news,  and  in  transport  by  land 
and  sea,  such  small  businesses  as  still  remain  find  a  constantly 
increasing  difficulty  in  holding  their  own.  There  is  no  rule 
of  universal  application ;  but  the  struggle  between  the  solid 
strength  of  steady-going  firms  with  large  capitals  on  the  one 
hand,  and  the  quick  inventiveness  and  energy,  the  suppleness 
and  power  of  variation  of  their  smaller  rivals  on  the  other, 
seems  inclined  to  issue  in  the  large  majority  of  cases  in  the 
victory  of  the  former.  We  may  conclude  that  as  a  general 
rule,  subject  to  important  exceptions,  an  increase  in  the  total 
volume  of  any  branch  of  production  tends  to  increase  the 
average  size  of  the  businesses  engaged  in  it. 

When  therefore  we  are  considering  the  broad  results 
which  the  gi-owth  of  wealth  and  population  exert  on  the 
economies  of  production,  the  general  character  of  our  con- 
clusions is  not  very  much  afiected  by  the  facts  that  many 
of  these  economies  depend  directly  on  the  size  of  the  indi- 
vidual establishments  engaged  in  the  production,  and  that 
in  almost  every  trade  there  is  a  constant  rise  and  fall  of  large 
businesses,  at  any  one  moment  some  firms  being  in  the 
ascending  phase  and  others  in  the  descending.  For  in  times 
of  average  prosperity  decay  in  one  direction  is  sure  to  be 
more  than  balanced  by  growth  in  another. 

Meanwhile  an  increase  in  the  aggregate  scale  of  produc- 
tion of  course  increases  those  economies,  which  do  not  directly 
depend  on  the  size  of  individual  houses  of  business.  The 
most  important  of  these  result  from  the  growth  of  correlated 
branches  of  industry  which  mutually  assist  one  another, 
perhaps  being  concentrated  in  the  same  localities,  but  any- 
how availing  themselves  of  the  modern  facilities  for  com- 
munication offered  by  steam  transport,  by  the  telegraph  and 
by  the  printing-press.  The  economies  arising  irom  such 
sources  as  this,  which  are  accessible  to  any  branch  of  pro- 
duction, do  not  depend  exclusively  upon  its  own  growth :  but 
yet  they  are  sure  to  grow  rapidly  and  steadily  with  that 
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growth ;  and  they  are  sure  to  dwindle  in  some,  though  not    book  iv. 
in  all  respects,  if  it  decays.  J ' 

§  2.     These  results  will  be  of  great  importance  when  we  Forecast 
come  to  discuss  the  causes  which  govern  the  supply  price  of  gtudy'^of 
a  commodity.     We  shall  have  to  analyse  carefully  the  normal  *^°J-°^ 
cost  of  producing  a  commodity,  relatively  to  a  given  aggre-  «» »  Repre- 
gate  volume  of  production ;   and  for  this  purpose  we  shall  firm. 
have  to  study  the  expenses  of  a  Representative  producer  for 
that  aggregate  volume.     On  the  one  hand  we  shall  not  want 
to  select  some  new  producer  just  struggling  into  business, 
who  works  under  many  disadvantages,  and  has  to  be  content 
for  a  time  with  little  or  no  profits,  but  who  is  satisfied  with 
the  fact  that  he  is  establishing  a  connection  and  taking  the 
first  steps  towards  building  up  a  successful  business ;  nor  on 
the  other  hand  shall  we  want  to  take  a  firm  which  by  ex- 
ceptionally long-sustained  ability  and  good  fortune  has  got 
together  a  vast  business,  and  huge  well-ordered  workshops 
that  give  it  a  superiority  over  almost  all  its  rivals.     But  our 
representative  firm  must  be  one  which  has  had  a  fairly  long 
life,  and  fair  success,  which  is  managed  with  normal  ability, 
and  which  has  normal  access  to  the  economies,  external  and 
internal,  which   belong   to   that   aggregate  volume  of  pro- 
duction ;  account  being  taken  of  the  class  of  goods  produced, 
the  conditions  of  marketing  them  and  the  economic  environ- 
ment generally. 

The  general  argument  of  the  present  Book  shows  that  an 
increase  in  the  aggregate  volume  of  production  of  anything 
will  generally  increase  the  size,  and  therefore  the  internal 
economies  possessed  by  this  representative  firm ;  that  it  will 
always  increase  the  external  economies  to  which  such  a  firm 
has  access ;  and  thus  will  enable  it  to  manufacture  at  a  less 
proportionate  cost  of  labour  and  sacrifice  than  before. 

In  other  words,  we  say  broadly  that  whilethe^gartjdiich  The  Laws 
Nature  plays  in  production. cojaforms  to  tEfinag.o£.diniinish-  ^^^Jitra, 
in^  return,  the  part  which_ma,n  j}lajt&..r.nnfnrma  .to_tJbye..,£gw 
&f-dfnereasm^'^^im,  which  may  be  stated  thus : — An  in- 
crease of  capital  and  labour  leads  generally  to  an  improved 
organization ;  and  therefore  in  those  industries  which  are  not 
engaged  in  raising  raw  produce  it  generally  gives  a  return 
increased  more  than  in  proportion ;  and  further  this  improved 
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BooKiv.'-Norganization  tends  to  diminiBh  or  even  override  any  increased 

J '  jresistance   which    Nature    may    offer   to   raising    increased 

and  of        amounts  of  raw  produce.     If  the  actions  of  the  laws  of  in- 
lUtum'^     creasing  and  diminishing  return  are  balanced  we  have  the 
Law  of  Constant  Return,  and  an  increased  produce  is  obtained 
by  labour  and  sacrifice  increased  just  in  proportion. 
The  For  the  two  tendencies  towards  increasing  and  diminish- 

o/Se™^     ing  return  press   constantly  against  one  another.     In   the 
tendencies  production  of  wheat  and  wool,  for  instance,  the  latter  ten- 
inoreasmg  dency  has  almost  exclusive  sway  in  an  old  country,  which 
diminish-    cannot  import  freely'.     In  turning  the  wheat  into  flour,  or  the 
t^ahfst'cme  wool  into  blankets,  an  increase  in  the  agg^regate  volume  of 
another,      production  brings  some  new  economies,  but  not  many;  for 
the  trades  of  grinding  wheat  and  making  blankets  are  already 
on  so  great  a  scale  that  any  new  economies  that  they  may 
attain  are  more  likely  to  be  the  result  of  new  inventions  than 
of  improved  organization.     In  a  country  however  in  which 
the  blanket  trade  is  but  slightly  developed,  these  latter  may 
be  important ;  and  then  it  may  happen  that  an  increase  in 
the  aggregate  production  of  blankets  diminishes  the  propor- 
tionate difficulty  of  manufacturing  by  just  as  much  as  it 
increases  that  of  raising  the  raw  material.     In  that  case  the 
actions  of  the  laws  of  diminishing  and  of  increasing  return 
would  just  neutralize  one  another;  and  blankets  would  con- 
form  to  the  law  of  constant  return.     But  in  most  of  the 
more  delicate  branches  of  manufacturing,  where  the  cost  of 
raw  material  counts  for  little,  and  in  most  of  the  modern 
transport    industries    the    law   of    increasing    return    acts 
almost  unopposed. 

We  shall  long  be  occupied  with  the  details  and  the  limi- 
tations of  the  broad  truths  which  have  just  been  sketched 
out :  but  before  closing  the  present  Book  we  may  stay  a  little 
to  consider  their  bearing  on  the  problem  of  the  pressure  of 
population  on  the  means  of  subsistence.  We  are  not  yet  in 
a  position  to  deal  with  it  thoroughly,  but  there  is  some 
advantage  in  taking  a  rapid  survey  of  it  at  this  early  stage. 

§  3.  Our  discussion  of  the  character  and  organization  of 
industry  taken  as  a  whole  tends  to  show  that  an  increase  in 

1  As  regards  the  struggle  of  the  two  tendencies  in  agricnltnre,  compare  Book 
IV.  Oh.  m.  §  6. 
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the  volume  of  labour  causes  in  general,  other  things  being    bookiv. 

equal,  a  more  than  proportionate  increase  in  the  total  effi-      J ' 

ciency  of  labour.     But  we  must  not  forget  that  other  things  ~™^'^of 
may  not  be  equal.     The  increase  of  numbers  may  be  accom-  population 

•',  *  — ; ** is  an  evil 

panied  by  more  or  less  general  adoption  of  unhealthy_  and  under  some 
enervating  habits  of  life  in  overcrowded  towns.      Or  it  may  * 

have  started  "Badly,  ouf funning  the  material  resources  of  the 
people,  causing  them  with  imperfect  appliances  to  make  ex- 
cessive demands  on  the  soil ;  and  so  to  call  forth  the  stem 
action  of  the  law  of  diminishing  return  as  regai'ds  raw 
produce,  without  having  the  power  of  minimizing  its  effects : 
having  thus  begun  with  poverty,  an  increase  in  numbers 
may  go  on  to  its  too  frequent  consequences  in  that  weakness 
of  character  which  unfits  a  people  for  developing  a  highly 
organized  industry. 

All  this  and  more  may  be  granted,  and  yet  it  remains  but  not 
true  that  the  collective  efiiciency  of  a  people  with  a  given  others, 
average  of  individual  strengfth  and  energy  may  increase  more 
than  in  proportion  to  their  numbers.  If  they  can  for  a  time 
escape  from  the  pressure  of  the  law  of  diminishing  return 
by  importing  food  and  other  raw  produce  on  easy  terms ;  if 
their  wealth  is  not  consumed  in  great  wars,  and  increases  at 
least  as  fast  as  their  numbers ;  and  if  they  avoid  habits  of  life 
that  would  enfeeble  them;  then  every  increase  in  their 
numbers  is  likely  for  the  time  to  be  accompanied  by  a  more 
than  proportionate  increase  in  their  power  of  obtaining 
material  goods. 

For  it  enables  them  to  secure  the  many  various  economies 
of  specialized  skill  and  specialized  machinery,  of  localized 
industries  and  production  on  a  large  scale :  it  enables  them 
to  have  increased  facilities  of  communication  of  all  kinds ; 
while  the  very  closeness  of  their  neighbourhood  diminishes 
the  expense  of  time  and  effort  involved  in  every  sort  of  trafiBc 
between  them,  and  gives  them  new  opportunities  of  getting 
social  enjoyments  and  the  comforts  and  luxuries  of  culture  in 
every  form.  It  is  true  that  against  this  must  be  set  the 
growing  difficulty  of  finding  solitude  and  quiet  and  even 
fresh  air.  This  deduction  is  a  weighty  one ;  but  there  may 
still  remain  a  balance  of  good'. 

^  The  Englishman  Mill   bursts  into  unwonted  enthusiasm  when  speaking 
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BOOK  IT.  Taking  account  of  the  fact  that  an  increasing  density  of. 

-! —  '    population   generally  brings  with   it   access   to   new  social 
enjoyments  we   may  give    a   rather   broader  scope  to  this 
statement  and  say : — An  increase  of  population  accompanied 
by  an  equal  increase  in  the  material  sources  of  enjoyment 
and  aids  to  production  is  likely  to  lead  to  a  more  than  pro- 
portionate increase  in  the  aggregate  income  of  enjoyment  of 
all  kinds ;  provided  firstly,  an  adequate  supply  of  raw  produce 
can  be  obtained  without  great  difficulty,  and  secondly  there 
is  no  such  overcrowding  as  causes  physical  and  moral  vigour 
to  be  impaired  by  the  want  of  fresh  air  and  light  and  of 
healthy  and  joyous  recreation  for  the  young. 
The  effects         The  accumulated  wealth  of  civilized  countries  is  at  present 
of  n^bers  growing  faster  than  the  population  :  and  though  it  may  be 
carefrffy     *'^"®  *^^*  ^^^  wealth  per  head  would  increase  somewhat  faster 
distm-        if  tjje  population  did  not  increase  quite  so   fast;   yet  as  a 
from  those  matter  of  fact  an  increase  of  population  is  likely  to  continue 
growth  of    to  be  accompanied  by  a  more  than  proportionate  increase  of 
which  it  fs  the   material  aids  to  production:   and  in  England   at   the 
generally    present  time,  with  easy  access  to  abundant  foreign  supplies 
panied.       of  raw  material,  an  increase  of  population  is  accompanied  by 
a  more  than  proportionate  increase  of  the  means  of  satisfying 
human  wants  other  than  the  need  for  light,  fresh  air,  &c. 
Much  of  this  increase  is  however  attributable  not  to  the 
increase  of  industrial  efficiency  but  to  the  increase  of  wealth 
by  which  it  is  accompanied :  and  therefore  it  does  not  neces- 
sarily benefit  those  who  have  no  share  in  that  wealth.      And 
further,  England's  foreign  supplies  of  raw  produce  may  at 
any  time  be  checked  by  changes  in  the  trade  regulations  of 
other  countries,  and  may  be  almost  cut  off  by  a  great  war, 
while  the  naval  and  military  expenditure  which  would  be 
necessary  to  make  the  country  fairly  secure  against  this  last 
risk,  would  appreciably  diminish  the  benefits  that  she  derives 
from  the  action  of  the  law  of  increasing  return. 


{Political  Economy,  Book  it.  Ch.  ti.  §  2)  of  the  pleasures  of  wandering  alone  in 
beaatiful  scenery:  and  many  American  writers  giTe  fervid  descriptions  of  the 
growing  richness  of  hnman  life  as  the  backwoodsman  finds  neighbonrs  settling 
aronnd  him,  as  the  backwoods  settlement  dcTelopes  into  a  Tillage,  the  Tillage  into 
a  town,  and  the  town  into  a  vast  city.  (See  for  instance  Carey's  Principlea  of 
Social  Science  and  Mr  Henry  George's  Progress  and  Poverty.) 


BOOK   V. 

THE  EQUILIBRIUM   OF    DEMAND  AND    SUPPLY. 
CHAPTER   I. 

ON   MARKETS. 

§  1.     In  spite  of  a  great  variety  in  detail  nearly  all  the    book  v. 
chief  problems  of  economics  agree  in  this  that  they  have  a         " 
kernel  of  the  same  kind.     This  kernel  is  an  inquiry  as  to  the  ^°„omig 
balancing  of  two  opposed  classes  of  motives,  the  one  consist-  problems 
ing  of  desires  to  acquire  certain  new  goods,  and  thus  satisfy  common 
wants ;  while  the  other  consists  of  desires  to  avoid  certain  relating  to 
efforts    or   retain   certain   immediate   enjoyments   or   other  ytrj^of 
goods,  the  command  over  which  has  already  been  acquired  ;  demand 

o  '  ^  T.  '  and  supply. 

in  other  words  it  is  an  inquiry  into  the  balancing  of  the 
forces  of  demand  and  supply,  these  terms  being  used  in  their 
broadest  sense.  The  purpose  of  the  present  book  is  to 
examine  the  general  conditions  of  the  equilibrium  of  demand 
and  supply :  illustrations  will  be  taken  now  from  one  class  of 
economic  problems  and  now  from  another,  but  the  main  . 
course  of  the  reasoning  will  be  kept  free  from  assumptions 
which  specially  belong  to  any  particular  class. 

§  2.  When  demand  and  supply  are  spoken  of  in  relation  Definition 
to  one  another,  it  is  of  course  necessary  that  the  markets  to  Market. 
which  they  refer  should  be  the  same.  As  Cournot  says, 
"  Economists  understand  by  the  term  Market,  not  any  par- 
ticular market  place  in  which  things  are  bought  and  sold, 
but  the  whole  of  any  region  in  which  buyers  and  sellers  are 
M.  26 
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BOOK  v.    in  such  free  intercourse  with  one  another  that  the  prices  of 

'_!     the  same  goods  tend  to  equality  easily  and  quickly  V     Or 

again  as  Jevons  says: — "Originally  a  market  was  a  public 
place  in  a  town  where  provisions  and  other  objects  were 
exposed  for  sale;  but  the  word  has  been  generalized,  so  as  to 
mean  any  body  of  persons  who  are  in  intimate  business 
relations  and  carry  on  extensive  transactions  in  any  com- 
modity. A  great  city  may  contain  as  many  markets  as  there 
are  important  branches  of  trade,  and  these  markets  may  or  may 
not  be  localized.  The  central  point  of  a  market  is  the  public 
exchange,  mart  or  auction  rooms,  where  the  traders  agree  to 
meet  and  transact  business.  In  London  the  Stock  Market, 
the  Com  Market,  the  Coal  Market,  the  Sugar  Market,  and 
many  others  are  distinctly  localized ;  in  Manchester  the 
Cotton  Market,  the  Cotton  Waste  Market,  and  others.  But 
this  distinction  of  locality  is  not  necessary.  The  traders 
may  be  spread  over  a  whole  town,  or  region  of  country,  and 
yet  make  a  market,  if  they  are,  by  means  of  fairs,  meetings, 
published  price  lists,  the  post-office  or  otherwise,  in  close 
communication  with  each  other'." 

Thus  the  more  nearly  perfect  a  market  is,  the  stronger 
is  the  tendency  for  the  same  price  to  be  paid  for  the  same 
thing  at  the  same  time  in  all  parts  of  the  market :  but  of 
course  if  the  market  is  large,  allowance  must  be  made  for 
the  expense  of  delivering  the  goods  to  different  purchasers ; 
each  of  whom  must  be  supposed  to  pay  in  addition  to  the 
market  price  a  special  charge  on  account  of  delivery". 
Boundaries  §  3.  In  applying  economic  reasonings  in  practice  it  is 
market.  often  difficult  to  ascertain  how  far  the  movements  of  supply 
and  demand  in  any  one  place  are  influenced  by  those  in 
another.  It  is  clear  that  the  general  tendency  of  the 
telegraph,  the  printing-press  and  steam  traffic  is  to  extend 
the  area  over  which  such  influences  act  and  to  increase  their 
force.     The  whole  Western  World  may,  in  a  sense,  be  re- 

1  Recherches  sur  les  Principes  MatMmatiquea  de  la  Thiorie  des  Bicheases, 
Ch.  IT.    See  also  above  Book  m.  Ch.  it.  §  7. 

2  Theory  of  Political  Economy,  Ch.  iv. 

•  Thus  it  is  common  to  see  the  prices  of  bulky  goods  quoted  as  delivered  "  free 
on  board "  (f .  o.  b.)  any  vessel  in  a  certain  port,  each  purchaser  having  to  make 
his  own  reckoning  for  bringing  the  goods  home. 
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garded  as  one  market  for  many  kinds  of  stock  exchange    book  v. 
securities,  for  the  more  valuable  metals,  and  to  a  less  extent      —' 
for  wool  and  cotton  and  even  wheat ;  proper  allowance  being  l^^^n^^ 
made  for  expenses  of  transport,  in  which  may  be  included  taxes  ^''J® 
levied  by  any  customs  houses  through  which  the  goods  have 
to  pass.    'For  in  all  these  cases  the  expenses  of  transport, 
including  customs  duties,  are  not  suflScient  to  prevent  buyers 
from  all  parts  of  the  Western  World  from  competing  with 
one  another  for  the  same  supplies. 

There   are    many   special   causes   which    may   widen   or  General 
narrow  the  market  of  any  particular  commodity :  but  nearly  wUch'°° 
all  those  things  for  which  there  is  a  very  wide  market  are  in  ^^n/^* 
universal  demand,  and  capable  of  being  easily  and  exactly  <>'  '^e 
described.     Thus  for  instance  cotton,  wheat,  and  iron  satisfy  for  a  thing, 
wants    that   are   urgent   and    nearly   universal.     They   can  fo? grading 
be  easily  described,  so  that  they  can  be  bought  and  sold  ^mpUng. 
by  persons  at  a  distance  from  one  another  and  at  a  distance 
also  from  the  commodities.     If  necessary,  samples  can  be 
taken  of  them  which  are  truly  representative :  and  they  can 
even  be  "graded,"  as  is  the  actual  practice  with  regard  to 
grain   in  America,  by  an   independent  authority;   so  that 
the  purchaser  may  be  secure  that  what  he  buys  will  come 
up  to  a  given  standard,  though  he  has  never  seen  a  sample 
of  the  goods  which  he  is  buying  and  perhaps  would  not 
be  able  himself  to  form  an  opinion  on  it  if  he  did'. 

Commodities  for  which  there  is  a  very  wide  market  must  Porta- 
also  be  such  as  will  bear  a  long  carriage:  they  must  be  some-  ^' 
what  durable,  and  their  value  must  be  considerable  in  pro- 
portion to  their  bulk.  A.  thing  which  is  so  bulky  that  its 
price  is  necessarily  raised  very  much  when  it  is  sold  far  away 
from  the  place  in  which  it  is  produced,  must  as  a  rule  have  a 
narrow  market.  The  market  for  common  bricks  for  instance 
is   practically  confined   to  the  near  neighbourhood  of  the 

1  Thns  the  managers  of  a  pnblic  or  private  "elevator,"  receive  grain  from 
a  farmer,  divide  it  into  different  grades,  and  return  to  him  certificates  for  as 
many  bushels  of  each  grade  as  he  has  delivered.  His  grain  is  then  mixed  with 
those  of  other  farmers ;  his  certificates  are  likely  to  change  hands  several  times 
before  they  reach  a  purchaser  who  demands  that  the  grain  shall  be  actnally 
delivered  to  him ;  and  little  or  none  of  what  that  purchaser  receives  may  have 
come  from  the  farm  of  the  original  recipient  of  the  certificate. 

26—2 
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BOOK  V.    kilns  in  which  they  are  made :  they  can  scarcely  ever  bear 

— L."      a  long  carriage  by  land  to  a  district  which  has  any  kilns  of 

its  own.     But  bricks  of  certain  exceptional  kinds  have  a 

market  extending  over  a  great  part  of  England. 

The  con-  g  4_     Lg^j  ^g  then  consider  more  closely  the  markets  for 

highly        things  which  satisfy  in  an  exceptional  way  these  Conditions 

markets      of  being  in  general  demand,  cognizable  and  portable.     They 

are,  as  we  have  said,  stock  exchange  securities  and  the  more 

valuable  metals. 

illustrated         ^.ny  One  share  or  bond  of  a  public  company,  or  any  bond 

enceto       of  a  government  is  of  exactly  the  same  value  as  any  other 

exchanges,  of  the  Same  issue:  it  can  make  no  difference  to  any  purchaser 

which  of  the  two  he  buys.    Some  securities,  principally  those 

of  comparatively  small  mining,  shipping,  and  other  companies, 

require  local  knowledge,  and  are  not  very  easily  dealt  in 

except  on  the  stock  exchanges  of  provincial  towns  in  their 

immediate  neighbourhood.     But  the  whole  of  England  is  one 

market  for  the  shares  and  bonds  of  a  large  English  railway. 

In  ordinary  times  a  dealer  will  sell,  say.  Midland  Railway 

shares,  even  if  he  has  not  them  himself;  because  he  knows 

they  are  always  coming  into  the  market,  and  he  is  sure  to  be 

able  to  buy  them. 

But  the  strongest  case  of  all  is  that  of  securities  which 
are  called  "international,"  because  they  are  in  request  in 
every  part  of  the  globe.  They  are  the  bonds  of  the  chief 
governments,  ana  of  very  large  public  companies  such  as 
those  of  the  Suez  Canal  and  the  New  York  Central  Railway. 
For  bonds  of  this  class  the  telegraph  keeps  prices  at  almost 
exactly  the  same  level  in  all  the  stock  exchanges  of  the 
world.  If  the  price  of  one  of  them  rises  in  New  York  or 
in  Paris,  in  London  or  in  Berlin,  the  mere  news  of  the 
rise  tends  to  cause  a  rise  in  other  markets ;  and  if  for  any 
reason  the  rise  is  delayed,  that  particular  class  of  bonds 
is  likely  soon  to  be  offered  for  sale  in  the  high  priced  market 
under  telegraphic  orders  from  the  other  markets,  while  dealers 
in  the  first  market  will  be  making  telegraphic  purchases  in 
other  markets.  These  sales  on  the  one  hand,  and  purchases 
on  the  other,  strengthen  the  tendency  which  the  price  has  to 
seek  the  same  level  everywhere ;  and  unless  some  of  the 


HIGHLY  ORGANIZED  MARKETS.  405 

markets  are  in  an  abnormal  condition,  the  tendency  soon    book  v. 
becomes  irresistible.  !_' 

On  the  stock  exchange  also  a  dealer  can  generally  make 
sure  of  selling  at  nearly  the  same  price  as  that  at  which  he 
buys ;  and  he  is  often  willing  to  buy  first  class  stocks  at  a 
half,  or  a  quarter,  or  an  eighth,  or  in  some  cases  even  a  six- 
teenth per  cent,  less  than  he  offers  in  the  same  breath  to  sell 
them  at.  If  there  are  two  securities  equally  good,  but  one 
of  them  belongs  to  a  large  issue  of  bonds,  and  the  other  to  a 
small  issue  by  the  same  government,  so  that  the  first  is  con- 
stantly coming  on  the  market,  and  the  latter  but  seldom, 
then  the  dealers  will  on  this  account  alone  require  a  larger 
margin  between  their  selling  price  and  their  buying  price  in 
the  latter  case  than  in  the  former'.  This  illustrates  well 
the  great  law,  of  which  we  shall  have  much  to  say  when 
we  come  to  consider  the  influence  of  foreign  trade  on  eco- 
nomic progress,  that  the  larger  the  market  for  a  commodity 
the  smaller  generally  are  the  fluctuations  in  its  price,  and 
the  lower  is  the  percentage  on  the  turnover  which  dealers 
charge  for  doing  business  in  it. 

Stock  exchanges  then  are  the  pattern  on  which  markets  The  world 
have  been,  and  are  being  formed  for  dealing  in  many  kinds  foj.  the 
of  produce  which  can  be  easily  and  exactly  described,  are  ^^^^J"^ 
portable  and  in  general  demand.     The  material  commodities 
however  which  possess  these  qualities  in  the  highest  degree 
are  gold  and  silver.     For  that  very  reason  they  have  been 
chosen  by  common  consent  for  use  as  money,  .to  represent  the 
value  of  other  things :   the  world  market  for  them  is  most 
highly  organized,  and  will  be  found  to  offer  many  subtle 
illustrations  of  the  actions  of  the  laws  which  we  are  now 
discussing. 

§  5.  At  the  opposite  extremity  to  international  stock 
exchange  securities  and  the  more  valuable  metals  are,  firstly, 

1  In  the  case  of  shares  of  very  small  and  little  known  companies,  the  difEerence 
between  the  price  at  which  a  dealer  is  willing  to  bny  and  that  at  which  he  will  sell 
amonnts  to  from  five  to  twenty  per  cent,  of  the  selling  valne.  If  he  hays,  he  may 
have  to  carry  this  sectirity  a  long  time  before  he  meets  with  any  one  who  comes  to 
take  it  from  him,  and  meanwhile  it  may  fall  in  valne :  while  if  he  nndertakes  to 
deliver  a  sectirity  which  he  has  not  himself  got  and  which  does  not  come  on  the 
market  every  day,  he  may  be  nnable  to  complete  his  contract  without  much 
trouble  and  expense. 
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Putting 
aside 
cases  of 
retail 
dealing, 


we  pass  to 
a  market 
which 
seems  to  be 
narrowly 
confined, 


though 
even  this 
is  subject 
to  indirect 
influences 
from  great 
distances. 


things  which  must  be  made  to  order  to  Eiiit  particular 
individuals,  such  as  well-fitting  clothes ;  and,  secondly,  perish- 
able and  bulky  goods,  such  as  fresh  vegetables,  which  can 
seldom  be  profitably  carried  long  distances.  The  first  can 
scarcely  be  said  to  have  a  wholesale  market  at  all ;  the  con- 
ditions by  which  their  price  is  determined  are  those  of  retail 
buying  and  selling,  and  the  study  of  them  may  be  postponed'. 

There  are  indeed  wholesale  markets  for  the  second  class, 
but  they  are  confined  within  narrow  boundaries ;  we  may  find 
our  typical  instance  in  the  sale  of  the  commoner  kinds  of 
vegetables  in  a  countiy  town.  The  market-gardeners  in  the 
neighbourhood  have  probably  to  arrange  for  the  sale  of  their 
vegetables  to  the  townspeople  with  but  little  external  inter- 
ference on  either  side.  There  may  be  some  check  to  extreme 
prices  by  the  power  on  the  one  side  of  selling,  and  on  the 
other  of  buying  elsewhere ;  but  under  ordinary  circumstances 
the  check  is  inoperative,  and  it  may  happen  that  the  dealers 
in  such  a  case  are  able  to  combine,  and  thus  fix  an  artificial 
monopoly  price ;  that  is,  a  price  determined  with  little  direct 
reference  to  cost  of  production,  but  chiefly  by  a  consideration 
of  what  the  market  will  bear. 

On  the  other  hand,  it  may  happen  that  some  of  the 
market-gardeners  are  almost  equally  near  a  second  country 
town,  and  send  their  vegetables  now  to  one  and  now  to  the 
other;  and  some  people  who  occasionally  buy  in  the  first 
town  may  have  equally  good  access  to  the  second.  The  least 
variation  in  price  will  lead  them  to  prefer  the  better  market ; 
and  thus  make  the  bargainings  in  the  two  towns  to  some 
extent  mutually  dependent.  It  may  happen  that  this  second 
town  is  in  close  communication  with  London  or  some  other 
central  market,  so  that  its  prices  are  controlled  by  the  prices 
in  the  central  market ;  and  in  that  case  prices  in  our  first 
town  also  must  move  to  a  considerable  extent  in  harmony 

1  A  man  may  not  trouble  himself  much  about  small  retail  purchases:  he 
may  give  half-a-crown  for  a  packet  of  paper  in  one  shop  which  he  could  hare  got 
for  two  shillings  in  another.  But  it  is  otherwise  with  wholesale  prices.  A 
manufacturer  cannot  sell  a  ream  of  paper  for  six  shillings  while  his  neighbour  is 
selling  it  at  five.  For  those  whose  business  it  is  to  deal  in  paper  know  almost 
exactly  the  lowest  price  at  which  it  can  be  bought,  and  will  not  pay  more  than 
this.  The  manufacturer  has  to  sell  at  about  the  market  price,  that  is  at  about  the 
price  at  which  other  manufacturers  are  selling  at  the  same  time. 
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with  them.     As  news  passes  from  mouth  to  mouth  till  a    book  v. 

rumour  spreads  far  away  from  its  forgotten  source,  so  even     _' 

the  most  secluded  market  is  liable  to  be  influenced  by  changes 
of  which  those  in  the  market  have  no  direct  cognizance, 
changes  that  have  had  their  origin  far  away  and  have  spread 
gradually  from  market  to  market. 

Thus  at  the  one  extreme  are  world  markets  in  which  com- 
petition acts  directly  from  aU  parts  of  the  globe ;  and  at  the 
other  those  secluded  markets  in  which  all  direct  competition 
from  afar  is  shut  out,  though  indirect  and  transmitted  com- 
petition may  make  itself  felt  even  in  these  ;  and  about  midway 
between  these  extremes  lie  the  great  majority  of  the  markets 
which  the  economist  and  the  business  man  have  to  study. 

§  6.     Again,  markets  vary  with  regard  to  the  period  of  Limita- 
time  which  is  allowed  to  the  forces  of  demand  and  supply  to  market 
bring  themselves  into  equilibrium  with  one  another,  as  well  as  ^^^ 
with  regard  to  the  area  over  which  they  extend.     And  this  to  t™e 

affect  the 

element  of  Time  requires  more  careful  attention  just  now  nature  of 
than  does  that  of  Space.     For  the  nature  of  the  equilibrium  of  wM^^ 
itself,  and  that  of  the  causes  by  which  it  is  determined,  J^\^g® 
depend  on  the  length  of  the  period  over  which  the  market  is  accomit. 
taken  to  extend.     We  shall  find  that  if  the  period  is  short, 
the  supply  is  limited  to  the  stores  which  happen  to  be  at 
hand :  if  the  period  is  longer,  the  supply  will  be  influenced 
by  the  cost  of  producing  the  commodity  in  question  ;  and  if 
the  period  is  very  long,  this  cost  will  be  influenced  by  the 
cost  of  producing  the  labour  and  the  material  things  required 
for  producing  the  commodity.     This  latter  distinction  will  be 
seen  to  be  one  of  degree  only,  and  to  be  not  clearly  and 
firmly  drawn :  and  even  the  former  is  not  perfectly  definite, 
but  yet  it  is  definite  enough  to  merit  a  separate  discussion. 
Accordingly  we   shall   consider  in  the  next  chapter   those 
temporary  equilibria  of  demand  and  supply,  in  which  the 
cost  of  producing  the  commodity  exerts  either  no  influence 
or  merely  an  indirect  influence. 

At  a  later  stage  we  shall  have  to  combine  the  difficulties 
with  reg;ard  to  time  on  the  side  of  supply  with  those  on  the 
side  of  demand,  of  which  something  has  already  been  said'. 

'  Book  m.  Ch.  iv.  §§  5,  6. 


CHAPTEK  II. 

TEMPOEART   EQUILIBRIUM   OF   DEMAND   AND   SUPPLY. 

BOOK  V.  §  1.     TTTBjiimplpHt,  p^se  of  balance  or  equilibrium  between 

°°"°"     desire  and  ^ort-Jfl  found  when  a  person  satisfies  one  of  his 

4stuic'e  of  ^'*'^^*3  bY.hi8_ojyn  direct  action,  a-s  for  instance  when  he  picks 

eqniiibrium  blackhemfis.     At  first  the  pleasure  of  eating  is  much  more 

between  ,,..,.  •<.  i_ 

desire  and  than  enough  to  repay  the  trouble  of  picking ;  in  fact  the 
action  of  picking  may  itself  be  pleasurable  for  a  time.  But 
after  he  has  eaten  a  good  deal,  the  desire  for  more  diminishes ; 
while  the  task  of  picking  begins  to  cause  weariness.  This 
weariness  may  be  caused  more  by  monotony  than  by  fatigue. 
And  when  at  last  hia  eagerness  to  play  and  his  disinclination 
for  the  work  of  picking_counterbalance  the  desire  for  eating, 
equilibrium  is  attained.  The  satisfaction  which  he  can  get 
from  picking  fruit  has  arrived  at  its  maodmum. :  for  up  to 
that  time  every  fresh  picking  has  added  more  to  his  pleasure 
than  it  has  taken  away ;  and  after  that  time  any  further 
picking  would  take  away  from  his  pleasure  more^  than  it 
would  add*. 
In  a  casnal  In  a  rn-iiinl  hnrgHiin  thnit  nnn  pqrsftn  nna.Trpgwit.h  another, 
thereu  ^^  ^^^  instance  when  two  backwoodsmen  barteFaTrifl'e  for  a 
no'trn'^^  canoe,  there  is  seldom  anything  that  can  properly  be  called 
eqniii-  an  equilibrium_ofjupply"and  demand:  tnere  is~  probably  a 
margin  of  satisfaction  on  either  side ;  for  probably  the  one 
would  be  willing  to  give  something  besides  the  rifle  for  the 
canoe,  if  he  could  not  get  the  canop  otherwise;  while  the 
other  would  in  case  of  necessity  give  something  besides  the 
canoe  for  the  rifle. 

1  See  Book  it.  Ch.  i.  §  2,  and  Mathematical  Note  xn. 
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It  is  indeed  possible  tliat  a  true  eqmlibriiiiii  may  be    book  v. 

arrived  at  under  a  system  of  barter ;  but  barter,  though  earlier      

in  history  than  buying  and  selling,  is  in  some  ways  more  ^^fj^* 
intricate ;  and  the  simplest  cases  of  a  true  equilibrium  value  ^^  ™^^ 
are  found  in  the  markets  of  a  more  advanced  state  of  civiliza-  ferred. 
tion\ 

I  2.     Let  us  take  an  Ulustration  fix)m  a  com-maiiet  in  a  iThistra- 
country  towiL     The   amount  which   each   former   or   other  local  com- 
seUer  offers  for  sale  at  any  price  is  governed  by  his  own  need  ^5,5^1^  ^ 
for  money  in  hand,  and  by  his  calculation  of  the  present  and  5^^^^ 
future  conditions  of  the  market  with  which  he  is  connected,  tonporaiy 

.  ■  eiinili- 

There  are  some  prices  which  no  seller  would  accept,  some  bman  -is 
which  no  one  would  refuse.  There  are  other  intermediate 
prices  which  would  be  accepted  for  larger  or  smaller  amounts 
by  many  or  all  of  the  sellers.  Let  us  assume  for  the  sake  of 
simplicity  that  all  the  com  in  the  market  is  of  the  same 
quality.  An  acute  dealer  having  com  for  sale  may  perhaps, 
after  looking  around  him,  come  to  the  conclusion  that  if  37s. 
could  be  got  throughout  the  day,  the  fermers  between  them 
would  be  willing  to  sell  to  the  extent  of  about  1,000  quarters ; 
and  that  if  no  more  than  36s.  could  be  got,  several  would 
refuse  to  sell,  or  would  sell  only  small  quantities,  so  that  oidy 
700  quarters  would  be  brought  forward  for  sale ;  and  that  a 
price  of  35s.  would  only  induce  some  500  quarters  to  be 
brought   forward.     Suppose   him   further  to   calculate  that 

1  We  maj  pnt  aside  also  as  of  rery  Ht^  pxaciical  importaiM^e,  a  cSass  of 
dealings  'which  hare  ooeaiaed  a  good  deal  of  space  in  ecaaasiac  literatare.  Thej 
r^ate  to  such  things  s^  pictnres  by  the  cdd  masters,  iBje  coins  and  oiher  thing':, 
which  cannot  be  "graded"  at  aH;  foe  each  of  tJ>p^  is  nniqne,  and ^»^q  no  direct 
eqairalent  or  competitor.  Anyone  who  o^ers  to  hay  soch  a  thing,  'without  any 
thoa^it  of  selling  it  again,  has  to  assure  himself  cmly  that  the  ple&stire  he  will  de- 
rive frtHn  its  possessitHi  is  as  great  as  that  -whk^  he  cocld  get  by  spending  its 
price  in  any  other  way ;  the  highf^  price  to  'whid  he  'will  go  is  gOTemed  by  the 
ntility  or  pl£a.snre  giving  power  to  him  ai  numey  on  the  one  haad  and  the  object 
of  worth  on  the  other.  And  therefore  the  price  at  which  such  a  thing  is  sold  'wiQ 
depoid  very  mmdi  on  wheths-  any  rich  persons  with  a  £ancy  far  that  particalar 
thing  happen  to  be  prt-s^tt  at  its  sale.  If  not,  it  "will  prc^iably  be  boo^t  by 
dealers  'who  reckon  on  being  aWe  to  sell  it  at  a  profit ;  and  the  Tariations  in  the 
■price  for  which  the  same  pictnre  seUs  at  soeeesdre  auctions,  great  as  they  are. 
woold  be  mnrh  greater  still  if  it  were  not  for  the  steadjing  inftiKitfc  of  prof es- 
aaaii  and  semi-iRnrfesaitHial  psrehasss.  The  "egTriWliTitmi  price"  for  soch  sales 
is  very  mnch  a  matter  <^  aeddent ;  bnt  the  enrioiis  mi^t  reap  some  re'ward  from 
a  minnte  study  of  it. 
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BooKT.  millers  and  others  would  be  willing  to  buy  900  quarters  if 
they  could  be  got  at  35s.  each,  but  only  700  if  they  could  not 
be  got  for  less  than  36s.,  and  only  600  if  they  could  not  be 
got  for  less  than  37s.'  He  will  conclude  that  a  price  of  36s., 
if  established  at  once,  would  equate  supply  and  demand, 
because  the  amount  offered  for  sale  at  that  price  would  equal 
the  amount  which  could  just  find  purchasers  at  that  price. 
He  will  therefore  take  at  once  any  offer  considerably  over 
36s. ;  and  other  sellers  will  do  the  same. 

Buyers  on  their  part  will  make  similar  calculations ;  and 
if  at  any  time  the  price  should  rise  considerably  above  36s. 
they  will  argue  that  the  supply  will  be  much  greater  than 
the  demand  at  that  price ;  therefore  even  those  of  them  who 
would  rather  pay  that  price  than  go  unserved,  wait,  and  by 
waiting  they  help  to  bring  the  price  down.  On  the  other 
hand,  when  the  price  is  much  below  36s.  even  those  sellers 
who  would  rather  take  the  price  than  leave  the  market  with 
their  corn  unsold,  may  argue  that  at  that  price  the  demand 
will  be  in  excess  of  the  supply :  so  they  wait,  and  by  waiting 
help  to  bring  the  price  up. 

The  price  of  36s.  has  thus  a  claim  to  be  called  the  true 
equilibrium  price :  because  if  it  were  fixed  on  at  the  begin- 
ning, and  adhered  to  throughout,  it  would  exactly  equate 
demand  and  supply;  and  because  every  dealer  who  has  a 
perfect  knowledge  of  the  circumstances  of  the  market 
expects  that  price  to  be  established.  If  he  sees  the  price 
differing  much  from  36s.  he  expects  that  a  change  will 
come  before  long,  and  by  anticipating  it  he  helps  it  to 
come   quickly. 

It  is  not  indeed  necessary  for  our  argument  that  any 
dealers  should  have  a  thorough  knowledge  of  the  circum- 
stances of  the  market.  Many  of  the  buyers  may  perhaps 
underrate  the  willingness  of  the  sellers  to  sell,  with  the  effect 
that  for  some  time  the  price  rules  at  the  highest  level  at 

^  This  resalt  of  his  study  of  the  market  may  be  put  in  a  tabular  form  thus : 
Sellers  will  be  Buyers  will  bo 

At  the  price  willing  to  sell  willing  to  buy 

37a.  1000  quarters,  600  quarters, 

86».  700        „  700 

35».  500         „  900 
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which  any  buyers  can  be  found ;  and  thus  500  quarters  may  book  v. 
be  sold  before  the  price  sinks  below  37s.  But  afterwards  the  " 
price  must  begin  to  fall  and  the  result  will  still  probably  be 
that  200  more  quarters  will  be  sold,  and  the  market  will  close 
on  a  price  of  about  365.  For  when  700  bushels  have  been 
sold,  no  seller  will  be  anxious  to  dispose  of  any  more  except 
at  a  higher  price  than  36s.,  and  no  buyer  will  be  anxious  to 
purchase  any  more  except  at  a  lower  price  than  36s.  In  the 
same  way  if  the  sellers  had  underrated  the  willingness  of  the 
buyers  to  pay  a  high  price,  some  of  them  might  begin  to  sell 
at  the  lowest  price  they  would  take,  rather  than  have  their 
corn  left  on  their  hands,  and  in  this  case  much  com  might  be 
sold  at  a  price  of  35s. ;  but  the  market  would  probably  close 
on  a  pi-ice  of  36s.  and  a  total  sale  of  700  quarters'. 

§  3.     In  this  illustration  there  is  a  latent   assumption  The  latent 
which  is  in  accordance  with  the  actual  conditions  of  most  tion, 
markets ;  but  which  ought  to  be  distinctly  recognized  in  order  marginal 
to  prevent  its  creepiner  into  those  cases  in  which  it  is  not  "tiiity  9* 

^  .     °  money  is 

justifiable.     We  tacitly  assumed  that  the  sum  which  pur-  nearly 
chasers  were  willing  to  pay,  and  which  sellers  were  willing  to  to  each 
take,  for  the  seven  hundredth  bushel  would  not  be  affected  a^rtag  the 
by  the  question  whether  the  earlier  bargains  had  been  made  <'«*l^er> 
at  a  high  or  a  low  rate.     We  allowed  for  the  diminution  in 
the  marginal  utility  of  corn  to  the  buyers  as  the  amount 
bought  increased.     But  we  did  not  allow  for  any  appreciable 
change  in  the  marginal  utility  of  money ;  we  assumed  that  it 
would  be  practically  the  same  whether  the  early  payments 
had  been  at  a  high  or  a  low  rate. 

This  assumption  is  justifiable  with  regard  to  most  of  tlie  is  gene- 
market  dealings  with   which   we  are  practically  concerned,  as  to  a 
When  a  person  buys  anything  for  his  own  consumption,  he  m™ket  • 
generally  spends  on  it  a  small  part  of  his  total  resources ; 
while  when  he  buys  it  for  the  purposes  of  trade,  he  looks  to 
re-selling  it,  and  therefore  his  potential  resources  are  not 
diminished.     In  either  case  the  marginal  utility  of  money  to 
him  is  not  appreciably  changed^ 

^  A  simple  form  of  the  influence  which  opinion  exerts  on  the  action  of  dealers, 
and  therefore  on  market  price,  is  indicated  in  this  illastration :  we  shall  be  much 
occupied  with  more  complex  developments  of  it  later  on. 

>  But  though  this  is  the  case  as  a  rule,  there  are  exceptions  to  the  rule.    A 
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BOOK  T.  The  exceptions  are  rare  and  unimportant  in  markets  for 

"         commodities ;  but  in  markets  for  labour  they  are  frequent  and 
^^^*      important.     When  a  workman  is  in  fear  of  hunger,  the  mar- 
market  the  ginal  utility  of  money  to  him  is  very  high  ;  and  if  at  starting 
are  often     he  gets  the  worst  of  the  bargaining,  and  is  employed  at  low 
wages,  it  remains  high,  and  he  may  go  on  selling  his  labour 
at  a  low  rate.     That  is  all  the  more  probable  because,  while 
the  advantage  in  bargaining  is  likely  to  be  pretty  well  distri- 
buted between  the  two  sides  of  a  market  for  commodities,  it 
is  more  often  on  the  side  of  the  buyers  than  on  that  of  the 
sellers  in  a  market  for  labour.     This  is  one  among  many 
facts,  in  which  we  shall  find,  as  we  go  on,  the  explanation 
Thisdif-     of  much  of  that  instinctive  objection    which   the  working 
importenr  classes  have  felt  to  the  habit  of  some  economists,  particularly 
theOTTtSd  *^ose  of  the  employer  class,  of  treating  labour  simply  as  a 
in  practice;  commodity  and  regarding  the  labour  market  as  like  every 
other  market ;  whereas  in  fact  the  differences  between  the 
two  cases,  though  not  fundamental  from  the  point  of  view 
of  theory,  are  yet  clearly  marked,  and  in  practice  often  very 
important  \ 

The  theory  of  buying  and  selling  becomes  therefore  much 

buyer  is  sometimes  straitened  for  want  of  ready  money,  and  has  to  let  offers  pass 
by  him  in  no  way  inferior  to  others  which  he  has  gladly  accepted.  His  own  funds 
being  exhausted,  he  could  not  perhaps  borrow  except  on  terms  that  would  take 
away  all  the  profit  that  the  bargains  had  at  first  sight  offered. 

Again,  it  is  possible  that  several  of  those  who  had  been  counted  as  ready  to  sell 
com  at  a  price  of  363.  were  willing  to  sell  only  because  they  were  in  urgent  need 
of  a  certain  amount  of  ready  money ;  if  they  succeeded  in  selling  some  com  at  a 
high  price,  there  might  be  a  perceptible  diminution  in  the  marginal  utility  of  ready 
money  to  them ;  and  therefore  they  might  refuse  to  sell  for  36«.  a  quarter  all  the 
corn  which  they  would  have  sold  if  the  price  had  been  36s.  throughout.  In  this 
case  the  sellers  in  consequence  of  getting  an  advantage  in  bargaining  at  the  begin- 
ning of  the  market  might  retain  to  the  end  a  price  higher  than  the  equilibrium 
price.  The  price  at  which  the  market  closed  would  be  an  equilibrium  price,  but 
not  the  equilibrium  price. 

Conversely,  if  the  market  had  opened  much  to  the  disadvantage  of  the  sellers 
ELnd  they  had  sold  some  corn  very  cheap,  so  that  they  remained  in  great  want  of 
ready  money,  the  final  utility  of  money  to  them  might  have  remained  so  high  that 
they  would  have  gone  on  selling  considerably  below  365.  until  the  buyers  had  been 
supplied  with  all  that  they  cared  to  take.  The  market  would  then  close  without 
the  true  equilibrium  price  having  ever  been  reached. 

1  The  analogy,  which  we  are  now  considering,  between  a  labour  market  and  a 
market  for  commodities  is  weakened,  as  most  others  of  this  kind  are,  by  the  fact 
that  each  seller  of  labour  has  only  one  unit  of  labour  to  dispose  of. 
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more  complex  when  we  take  account  of  the  dependence  of   book  v. 
marginal  utility  on  amount  in  the  case  of  money  as  well  as     °°""" 
of  the  commodity  itself.     When  we  do  this  we  are  really  °°  ^^^t 
reverting  to  the  problem  of  barter,  in  which  the  changes  in  is  thrown 
the  marginal   utilities  of  both  commodities   are  of  course  study  of 
prominent.     As  we  have  remarked,  barter,  though  earlier  th^'^uow- 
historically  than  buying  and  selling,  is  really  a  more  complex  "'^  ^°*®" 
transaction :  and  the  theory  of  it  is  curious  rather  than  im- 
portant.    Some  account  of  it  is  given  in  the  following  Note, 
chiefly  with  a  view  of  throwing  additional  light  on  the  excep- 
tional cases  which  we  have  just  been  considei^ing. 

Note  on  Barter. 

Let  us  consider  the  case  of  two  individuals  engaged  in  barter.     A  The  rate 
has,  say  a  basket  of  apples,  B  a  basket  of  nuts ;  A  wants  some  nuts,  B  t  i?'^'*'' 
wants  some  apples.    The  satisfaction  which  B  would  get  from  one  apple  two  indi- 
would  perhaps  outweigh  that  which  he  would  lose  by  parting  with  12  ^duals^ 
nuts ;  while  the  satisfaction  which  A  would  get  from  perhaps  three  nuts  by 
would  outweigh  that  which  he  would  lose  by  parting  with  one  apple,  accident. 
The  exchange  will  be  started  somewhere  between  these  two  rates :  but 
if  it  goes  on  gradually,  every  apple  that  A  loses  will  increase  the 
marginal  utility  of  apples  to  him  and  make  him  more  unwiUing  to  part 
with  any  more :  while  every  additional  nut  that  he  gets  will  lower  the 
marginal  utility  of  nuts  to  him  and  diminish  his  eagerness  for  more : 
and  vice  versd  with  B.     At  last  A'a  eagerness  for  nuts  relatively  to 
apples  will  no  longer  exceed  J5's ;  and  exchange  will  cease  because  any 
terms  that  the  one  is  willing  to  propose  would  be  disadvantageous  to 
the  other.     Up  to  this  point  exchange  has  increased  the  satisfaction  on 
both  sides,  but  it  can  do  so  no  further.    Equilibrium  has  been  attained ; 
but  really  it  is  not  the  equilibrium,  it  is  an  accidental  equilibrium. 

There  is,  however,  one  equilibrium  rate  of  exchange  which  has  some  There  is  a 
sort  of  right  to  be  called  the  true  equilibrium  rate,  because  if  once  hit  ^'^  which 
upon  it  would  be  adhered  to  throughout.     It  is  clear  that  if  very  many  called  the 
nuts  were  to  be  given  throughout  for  an  apple,  B  would  be  willing  to  do  *™®  ™''®' 
but  httle  business ;  while  if  but  very  few  were  to  be  given,  A  woiild  be 
willing  to  do  but  httle.     There  must  be  some  intermediate  rate  at 
which  they  would  be  willing  to  do  business  to  the  same  extent.    Suppose 
that  this  rate  is  six  nuts  for  an  apple ;  and  that  A  is  willing  to  give 
eight  apples  for  48  nuts,  while  B  is  willing  to  receive  eight  apples  at 
that  rate;  but  that  A  would  not  be  willing  to  give  a  ninth  apple  for 
another  six  nuts  while  B  would  not  be  willing  to  give  another  six  nuts 
for  a  ninth  apple.     This  is  then  the  true  position  of  equilibrium ;  but 
there  is  no  reason  to  suppose  that  it  will  be  reached  in  practice. 
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Suppose,  for  instjince,  that  ^'s  basket  had  originally  20  apples  in  it 

and  ^8  100  nuts,  and  that  A  at  starting  induced  B  to  believe  that  he 

but  It  is       does  not  care  much  to  have  any  nuts;  and  so  manages  to  barter  four 

"°*^®'y     apples  for  40  nuts,  and  afterwards  two  more  for  17  nuts,  and  afterwards 

attained  in  0D6  more  for  eight.     Equilibrium  may  now  have  been  reached,  there 

practice,      may  be  no  further  exchange  which  is  advantageous  to  both.     A  has 

65  nuts  and  does  not  care  to  give  another  apple  even  for  eight; 

while  B,  having  only  35  nuts,  sets  a  high  value  on  them,  and  will  not 

give  as  many  as  eight  for  another  apple. 

On  the  other  hand,  if  B  had  been  the  more  skilful  in  bargaining 
he  might  have  perhaps  induced  A  to  give  six  apples  for  15  nuts,  and 
then  two  more  for  seven.  He  has  now  given  up  eight  apples  and' got  22 
nuts :  if  the  terms  at  starting  had  been  six  nuts  for  an  apple  and  he 
had  got  48  nuts  for  his  eight  apples,  he  would  not  have  given  up 
another  apple  for  even  seven  nuts;  but  having  so  few  nuts  he  is 
anxious  to  get  more  and  is  wiUing  to  give  two  more  apples  in  exchange 
for  eight  nuts,  and  then  two  more  for  nine  nuts,  and  then  one  more 
for  five;  and  then  again  equilibrium  may  be  reached;  for  B,  having 
13  apples  and  56  nuts,  does  not  perhaps  care  to  give  more  than  five 
nuts  for  an  apple,  and  A  may  be  unwilling  to  give  up  one  of  his  few 
remaining  apples  for  less  than  six. 

In  both  these  cases  the  exchange  would  have  increased  the  satis- 
faction of  both  as  far  as  it  went;  and  when  it  ceased,  no  further 
exchange  would  have  been  possible  which  would  not  have  diminished  the 
satisfaction  of  at  least  one  of  them.  In  each  case  an  equilibrium  rate 
would  have  been  reached ;  but  it  would  be  an  arbitrary  equilibrium. 

Next  suppose  that  there  are  a  hundred  people  in  a  similar  position 
to  that  of  A,  each  with  about  20  apples,  and  the  same  desire  for  nuts  as 
A ;  and  an  equal  number  on  the  other  side  similarly  situated  to  the 
original  B.  Then  the  acutest  bargainers  in  the  market  would  probably 
be  some  of  them  on  A'a  side,  some  of  them  on  B's ;  and  whether 
there  was  free  communication  throughout  the  market  or  not,  the 
mean  of  the  bargains  would  not  be  so  likely  to  differ  very  widely 
from  the  rate  of  six  nuts  for  an  apple  as  in  the  case  of  barter  between 
two  people.  But  yet  there  would  be  no  such  strong  probability  of  its 
adhering  very  closely  to  that  rate,  as  we  saw  was  the  case  in  the 
corn-market.  It  would  be  quite  possible  for  those  on  the  A  side 
to  get  in  varying  degrees  the  better  of  those  on  the  B  side  in  bargain- 
ing, so  that  after  a  time  6500  nuts  might  have  been  exchanged  for  700 
apples;  and  then  those  on  the  A  side,  having  so  many  nuts,  might 
be  imwilling  to  do  any  more  trade  except  at  the  rate  of  at  least  eight 
nuts  for  an  apple,  while  those  on  the  B  side,  having  only  35  nuts  apiece 
left  on  the  average,  might  probably  refuse  to  part  with  any  more  at 
that  rate.  On  the  other  hand,  the  B'a  might  have  got  in  various 
degrees  the  better  of  the  A^s  in  bargaining,  with  the  result  that  after  a 
time  1300  apples  had  been  exchanged  for  only  4400  nuts:   the  B'a 
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having  then  1300  apples  and  5600  nuts,  might  be  unwilling  to  offer     book  v. 
more  than  five  nuts  for  an  apple,  while  the  A'a,  having  only  seven      <'^-  '^• 
apples  apiece  left  on  the  average,  might  decline  that  rate.     In  the  one 
case  equilibrium  would  be  found  at  a  rate  of  eight  nuts  for  an  apple, 
and  in  the  other  at  the  rate  of  five  nuts.     In  each  case  an  equilibrium 
would  be  attained,  but  not  the  equilibrium. 

This  uncertainty  of  the  rate  at  which  equilibrium  is  reached  does  Mnch 
not  depend  on  the  fact  that  one  commodity  is  being  bartered  for  another  °'  ^?  ^' 
instead  of  being  sold  for  money.     It  results  from  our  being  obliged  to  removed 
regard  the  marginal  utilities  of  both  commodities  as  varying.     And  ^  *^^. 
indeed  if  we  had  supposed  that  it  was  a  nut-growing  district,  and  that  ntUity  of 
all  the  traders  on  both  sides  had  large  stores  of  nuts,  while  only  the  A's  °^^  o* '''« 

ij"WO  pom- 

had  apples,  then  the  exchange  of  a  few  handfuls  of  nuts  would  not  modities 
visibly  affect  their  stores,  or  change  appreciably  the  marginal  utility  of  's  nearly 
nuts.     In  that  case  the  bargaining  would  resemble  in  all  fundamentals  °°""  *"  ' 
the  buying  and  selling  in  an   ordinary  corn-market.     The  real   dis- 
tinction then  between  the  theory  of  buying  and  selling  and  that  of 
barter  is  that  in  the  former  it  generally  is,  and  in  the  latter  it  generally 
is  not,  right  to  assume  that  the  marginal  utility  of  one  of  the  things 
dealt  with  is  practically  constant. 

Thus,  for  instance,  let  a  single  A  with  20  apples,  bargain  with  a 
single  B.  Let  A  be  willing  to  sell  5  apples  for  15  nuts,  a  sixth  for 
4  nuts,  a  seventh  for  5,  an  eighth  for  6,  a  ninth  for  7  and  so  on ;  the 
marginal  utility  of  nuts  being  always  constant  to  him,  so  that  he  is  just 
willing  to  sell  the  eighth  for  6  and  so  on,  whether  in  the  earlier  part  of 
the  trade  he  has  got  the  better  of  the  bargaining  with  B  or  not.  Mean- 
while let  B  be  willing  to  pay  50  nuts  for  the  first  5  apples  rather  than 
go  without  them,  9  for  a  sixth,  7  for  a  seventh,  6  for  an  eighth,  and 
only  5  for  a  ninth;  the  marginal  utility  of  nuts  being  constant  to  him, 
so  that  he  will  just  give  6  nuts  for  the  eighth  apple  whether  he  has 
bought  the  earlier  apples  cheaply  or  not.  In  this  case  the  bargaining 
must  issue  in  the  transfer  of  eight  apples,  the  eighth  apple  being  given 
for  six  nuts.  But  of  course  if  A  had  got  the  better  of  the  bargaining 
at  first,  he  might  have  got  50  or  60  nuts  for  the  first  seven  apples; 
while  if  B  had  got  the  better  of  the  bargaining  at  first,  he  might  have 
got  the  first  seven  apples  for  30  or  40  nuts.  This  corresponds  to  the 
fact  that  in  the  corn-market  discussed  in  the  text,  about  700  quarters 
would  be  sold  with  a  final  rate  of  36s. ;  but  if  the  sellers  had  got  the 
best  of  the  bargaining  at  first,  the  aggregate  price  paid  might  be  a  good 
deal  more  than  700  times  36s. ;  while  if  the  buyers  had  got  the  better 
of  the  bargaining  at  first,  the  aggregate  price  would  be  a  good  deal  less 
than  700  times  36*.     (See  Mathematical  Note  xii.) 


CHAPTER   III. 

EQUILIBRIUM    OF    NORMAL    DEMAND    AND    SUPPLY. 

BOOK  V.  §  1      Even  in  the  corn-oxchangc,  of  a  country  town  on  a 

market-day  the  equilibrium  price  is  iififocted  by  calouhitioiiH 

dealings' in  of  the  future  relations  of  production  and  consumption  ;  while 
tieo^af     ^^  *h®  leading  corn-markets  of  America  and  Europe  dealings 
are  not       for   future   delivery   already  predominate    and    are    rapidly 
perishable,  Weaving  into  one  web  all  the  loading  threads  of  tradu   in 
bycaicu-     com  throughout  the  whole  world.     Some  of  those  dealings 
the"futi^e ■  ^°  "futures"  are  but  incidents  in  speculative   manasuvrcs; 
but  in  the  main  they  aro  governed  by  calculations  of  the 
world's  consumption  on  the  one  hand,  and  of  the  existing 
stocks  and  coming  harvests  in  the  Northern  and  Soiithorn 
hemispheres  on  the  other:  they  take  account  of  the  areas 
sown  with  each  kind  of  grain,  of  the  forwardness  and  wdighl, 
of  the  crops,  and  of  the  supply  of  things  which  can  bo  usod 
as  substitutes  for  corn,  and  of  the  things  for  which  com  can 
be    used   as  a   substitute.     Thus,  when    buying   or   soiling 
barley,  they  would  have  to  take  account  of  the  supplies  of 
such  things  as  sugar,  which  can  be  used  as  substitutes  for  it 
in  brewing,  and  again   of   all  the  vaiious    feeding   stuffs,  a 
scarcity  of  which  might  raise  the  value  of  barley  for  con- 
sumption on  the  farm.     If  it  is  thought  that  the  growers  of 
any  kind  of  grain  in  any  part  of  the  world  have  Ixien  losing 
money,  and  are  likely  to  sow  a  less  area  for  a  futun;  liarvcHl,, 
it  is  arg\ied  that  prices  are   likely  to  rise  as  soon  as  that 
harvest   comes    into   sight;   anticipations   of   that   rise   will 
exercise  an  influence  on  present  sales  for  future  delivery,  and 
that  in  its  turn  influences  cash  [irioes ;  so  that  these  prie(!S 
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are  indirectly  affected  by  estimates  of  the  expenses  of  pro-    book  v. 
ducing  farther  supplies.  J ' 

But  in  this  and  the  following  chapters  we  are  specially  and  we  are 
concerned  with  movements  of  price  ranging  over  still  longer  consider 
periods  than  those  for  which  the  most  fer-sighted  dealers  in  ^!^^^ 
futures  generally  make  their  reckoning :  we  have  to  consider  adjust- 
the  volume  of  production  adjusting  itself  to  the  conditions  supply  and 
of  the  market,  and  the  normal  price  being  thus  determined 
at  the  position  of  stable  equilibrium  of  normal  demand  and 
normal  supply. 

In  this  discussion  we  shall  have  to  make  frequent  use  of 
the  terms  "  Cost "  and  "  Expenses  "  of  production ;  and  some 
provisional  account  of  them  must  be  given  before  proceeding 
further. 

§  2.     We  may  take  up  the  discussion   of  the  analogy  The 
between  the  supply  price  and  the  demand  price  of  a  com-  t^^ 
modity  at  the  point  at  which  we  left  it  when,  for  the  moment  ^J^g^  ^ 
assuming  that  the  efficiency  of  production  depended  solely  ^'*'e 
upon  the  exertions  of  the  workers,  we  said  "the  price  re- 
quired  to  call  forth  the   exertion  necessary  for  producing 
any  given   amount  of    a    commodity    may   be    called    the 
supply  price  for  that  amount'."      But  now  we  have  to  take 
account  of  the  fact  that  the  production  of  a  commodity 
generally  requires  many  different  kinds  of  labour  and  the 
use   of  capital   in   many  forms.     The  exertions  of  all   the 
different   kinds   of   labour   that   are   directly   or   indirectly 
involved  in  making  it ;   together  with  the   abstinences    or 
rather  the  waitings  required  for  saving  the  capital  used  in 
making  it :  all  these  efforts  and  sacrifices  together  will  be 
called  the  Real  Cost  of  production  of  the  commodity.    The  sums  Real  and 
of  money  that  have  to  be  paid  for  these  efforts  and  sacrifices  Coat  of 
will  be  called  either  its  Money  Cost  of  production,  or,  for  tiim"" 
shortness,  its  Expenses  of  production ;   they  are  the  prices  Expenses 
which  have  to  be  paid  in  order  to  call  forth  an  adequate  lion. 
supply  of  the   efforts   and  waitings   that  are   required   for 
making  it;  or,  in  other  words,  they  are  its  supply  price*. 

1  Book  IT.  Ch.  I.  §  2. 

>  Mill  and  some  other  economists  have  followed  the  practice  of  ordinary  life  in 
nsing  the  term  Cost  of  production  in  two  senses,  sometimes  to  signify  the  difficulty 
of  producing  a  thing,  emd  sometimes  to  express  the  outlay  of  money  that  has  to 
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BooKT.  The  analysis  of  the  Expenses  of  production  of  a  com- 

— — "  modity  might  be  carried  backward  to  any  length  ;  but  it  is 
seldom  worth  while  to  go  back  very  far.  It  is  for  instance 
often  sufficient  to  take  the  supply  prices  of  the  different 
kinds  of  raw  material  used  in  any  manufacture  as  ultimate 
facts,  without  analysing  these  supply  prices  into  the  several 
elements  of  which  they  are  composed ;  otherwise  indeed  the 
analysis  would  never  end.  We  may  then  arrange  the  things 
that  are  required  for  making  a  commodity  into  whatever 
Factors  of  groups  are  convenient,  and  call  them  its  Factors  of  production. 

production,  y.  ir  j      j.-  i.  •  j.      i-   'i.  ■ 

its  expenses  oi  production  when  any  given  amount  oi  it  is 

produced  are  thus  the  supply  prices  of  the  corresponding 

quantities  of  its  factors  of  production.    And  the  sum  of  these 

is  the  supply  price  of  that  amount  of  the  commodity. 

There  is  §  3.     The  typical  modem  market  is  often  regarded  as 

variety  in    that  in  which  manufacturers  sell  goods  to  wholesale  dealers 

topoitoce  ^*  prices  into  which  but  few  trading  expenses  enter.     But 

°i  *^®[®°f  taking  a  broader  view,  we  may  consider  that  the  supply  price 

cost  of  pro-  of  a  commodity  is  the  price  at  which  it  will  be  delivered  for 

sale  to  that  group  of  persons  whose  demand  for  it  we  are 

considering ;  or,  in  other  words,  in  the  market  which  we  have 

in  view.     On  the  character  of  that  market  will  depend  how 

many  trading  expenses  have  to  be  reckoned  to  make  up  the 

supply  price*.     For  instance,  the  supply  price  of  wood  in  the 

be  incnrred  in  order  to  induce  people  to  overcome  this  difficulty  and  produce 
it.  Bat  by  passing  from  one  nse  of  the  term  to  the  other  without  giving  ex- 
plicit warning,  they  have  led  to  many  misunderstandings  and  much  barren  contro- 
versy. The  attack  on  Mill's  doctrine  of  Cost  of  Production  in  relation  to  Value, 
which  is  made  in  Caimes'  Leading  Principles,  was  published  just  after  Mill's 
death;  and  unfortunately  his  interpretation  of  Mill's  words  was  generally  ac- 
cepted as  authoritative,  because  he  was  regarded  as  a  follower  of  Mill.  But  in 
an  article  by  the  present  vnriter  on  "Mill's  Theory  of  Value"  {Fortnightly  Review, 
April  1876)  it  is  argued  that  Caimes  had  mistaken  Mill's  meaning,  and  had  really 
seen  not  more  but  less  of  the  truth  than  Mill  had  done. 

The  expenses  of  production  of  any  amount  of  a  raw  commodity  may  best  be 
estimated  with  reference  to  the  "margin  of  production  "  at  which  no  rent  is  paid. 
But  this  method  of  speaking  has  great  difficulties  with  regard  to  commodities  that 
obey  the  law  of  increasing  return.  It  seemed  best  to  note  this  point  in  passing : 
it  will  be  fully  discussed  later  on,  chiefly  in  Ch.  xi. 

1  We  have  already  (Book  n.  Ch.  rn.)  noticed  that  the  economic  use  of  the  term 
"  production  "  includes  the  production  of  new  utilities  by  moving  a  thing  from  a 
place  in  which  it  is  less  wanted  to  a  place  in  which  it  is  more  wanted,  or  by  help- 
ing consumers  to  satisfy  their  needs. 
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neighbourhood   of   Canadian  forests  often    consists    almost    bookt. 

exclusively  of  the  price  of  the  labour  of  lumber  men :  but ' 

the  supply  price  of  Canadian  deal  in  the  wholesale  London 
market  consists  in  a  large  measure  of  freights;  while  the 
supply  price  of  the  same  wood  to  a  small  retail  buyer  in  an 
English  country  town  is  more  than  half  made  up  of  the 
charges  of  the  railways  and  middlemen  who  have  brought 
what  he  wants  to  his  doors,  and  keep  a  stock  of  it  ready  for 
him.  Again,  the  supply  price  of  a  certain  kind  of  labour 
may  for  some  purposes  be  analysed  into  the  expenses  of 
rearing,  of  general  education  and  of  special  trade  education. 
The  possible  combinations  are  numberless ;  and  though  each 
may  have  incidents  of  its  own  which  will  require  separate 
treatment  in  the  complete  solution  of  any  problem  connected 
with  it,  yet  at  this  stage  of  our  inquiry  all  such  incidents  may 
be  ignored,  so  far  as  the  reasonings  of  this  Book  are  concerned. 

In  calculating  the  expenses  of  production  of  a  commodity 
we  must  take  account  of  the  fact  that  changes  in  the  amounts 
produced  are  likely,  even  when  there  is  no  new  invention,  to 
be  accompanied  by  changes  in  the  relative  quantities  of  its 
several  factors  of  production.  For  instance,  when  the  scale 
of  production  increases,  horse  or  steam  power  is  likely  to  be 
substituted  for  manual  labour;  materials  are  likely  to  be 
brought  from  a  greater  distance  and  in  greater  quantities, 
thus  increasing  those  expenses  of  production  which  corre- 
spond to  the  work  of  carriers,  middlemen  and  traders  of  all 
kinds. 

As  far  as  the  knowledge  and  business  enterprise  of  the  The  Law 
producers  reach,  they  in  each  case  choose  those  factors  oi°^i{^^ 
production  which  are  best  for  their  purpose ;  the  sum  of  the 
supply  prices  of  those  factors  which  are  used  is,  as  a  rule,  less 
than  the  sum  of  the  supply  prices  of  any  other  set  of  factors 
which  could  be  substituted  for  them;  and  whenever  it 
appears  to  the  producers  that  this  is  not  the  case,  they  will, 
as  a  rule,  set  to  work  to  substitute  the  less  expensive  method. 
We  may  call  this,  for  convenience  of  reference.  The  Law  of 
Substitution. 

In  the  course  of  our  future  work  we  shall  be  constantly 
referring  to  this  Law:   its  applications  extend  over  almost 
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BOOK  v.    every  field  of  economic  inquiry,  and  indeed  include  a  great 

_I '    part  of  the  results  that  are  often  referred  to  the  action  of 

competition.     From  another  point  of  view  the  law  may  be 

regarded  as  closely  akin  to  the  law  of  the  distribution  of  a 

commodity  between  different  uses  \ 

The  posi-  §  4.     The  position  then  is  this :  we  are  investigating  the 

which  we    equilibrium  of  normal  demand  and  normal  supply  in  their 

* '  ■         most  general  form ;  we  are  neglecting  those  features  which 

are  special  to  particular  parts  of  economic  science,  and  are 

confining  our  attention  to  those  broad  relations  which  are 

We  BBgnme  common  to  nearly  the  whole  of  it.     Thus  we  assume  that 

free  play  •' 

for  demand  the  forces  of  demand  and  supply  have  free  play;  that  there  is 
in  the  no  combination  among  dealers  on  either  side ;  but  each  acts 
"""  *  ■  for  himself,  and  there  is  free  competition ;  that  is,  buyers 
compete  freely  with  buyers,  and  sellers  compete  freely  with 
sellers.  But  though  everyone  acts  for  himself,  his  knowledge 
of  what  others  are  doing  is  supposed  to  be  generally  sufficient 
to  prevent  him  from  taking  a  lower  or  paying  a  higher  price 
than  others  are  doing.  This  is  assumed  provisionally  to  be 
true  both  of  finished  goods  and  of  their  factora  of  production, 
of  the  hire  of  labour  and  of  the  borrowing  of  capital.  We 
have  already  inquired  to  some  extent,  and  we  shall  have  to 
inquire  further,  how  far  these  assumptions  are  in  accordance 
with  the  actual  facts  of  life.  But  meanwhile  this  is  the  sup- 
position on  which  we  proceed ;  we  assume  that  there  is  only 
one  price  in  the  market  at  one  and  the  same  time ;  it  being 
understood  that  separate  allowance  is  made,  when  necessary, 
for  differences  in  the  expense  of  delivering  goods  to  dealers 
in  diflferent  parts  of  the  market ;  including,  if  it  is  a  retail 
market,  allowance  for  the  special  expenses  of  retailing. 
General  In  such  a  market  there  is  a  demand  price  for  each  amount 

of  "demand.  °f  *^®  commodity,  that  is,  a  price  at  which  each  particular 
amount  of  the  commodity  can  find  purchasers  in  a  unit  of 
time.  The  circumstances  which  govern  this  price  for  any 
given  amount  of  the  commodity  vary  in  character  from  one 
problem  to  another ;  but  in  every  case  the  more  of  a  thing  is 

I  See  Book  m.  Ch.  v.  and  Book  it.  Ch.  td.  §  8.  This  general  statement  of 
a  broad  principle  is  called  a  Law,  not  very  appropriately,  bat  for  lack  of  a  better 
term.  Its  applications  are  nnmerons ;  and  many  words  would  be  wast^^i^iring- 
ing  it  to  bear,  if  it  had  not  a  special  name.     See  Book  i.  Ch.  ti.  §  6. 
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offered  for  sale  in  a  market  the  lower  is  the  price  at  which  it    book  v. 
will  find  purchasers;  or  in  other  words,  the  demand  price 
for  each  unit  diminishes  with  every  increase  in  the  amount 
offered. 

The  unit  of  time  may  be  chosen  according  to  the  cir- 
cumstances of  each  particular  problem :  it  may  be  a  day,  a 
month,  a  year,  or  even  a  generation:  but  in  every  case  it 
must  be  short  relatively  to  the  whole  period  of  the  market 
the  equilibrium  of  which  is  being  investigated.  It  is  to  be 
assumed  that  the  general  circumstances  of  the  market  remain 
unchanged  throughout  this  period;  that  there  is,  for  instance, 
no  change  in  fashion  or  taste,  no  new  substitute  which  might 
affect  the  demand,  no  new  invention  to  disturb  the  supply. 

The  conditions  of  normal  supply  are  less  definite ;  and  a  The  condi- 
full  study  of  them  must  be  reserved  for  later  chapters.    They  supply  will 
will  be  found  to  vary  in  detail  with  the  length  of  the  period  ^|^enrth 
of  time  to  which  the  investigation  refers ;  chiefly  because  °^^^  *° 
both  the  Material  capital  of  machinery  and  other  business  reference 

•  is  zu&dfi 

plant,  and  the  Immaterial  capital  of  business  skill  and  ability 
and  organization,  are  of  slow  growth  and  slow  decay. 

Let   us   call   to   mind   the    Representative   firm,   whose  But  we 
economies  of  production,  internal  and  external,  are  dependent  yisroSuy 
on  the  aggregate  volume  of  production  of  the  commodity  that  „o^^i 
they  make';  and,  postponing  all  further  study  of  the  nature  ™pply 
of  this  dependence,  let  us  assume  that  the  normal  supply  the  ex- 
price  of  any  amount  of  that  commodity  may  be  taken  to  be  production, 
its  normal  expenses  of  production  (including  gross  earnings  ctoss^*"^ 
of  management")  by  that  firm.     That  is,  let  us  assume  that  earnings 

°  _     '     •"  ...  ™  manage- 

this  is  the  price  the  expectation  of  which  will  just  suflSce  to  ment,  of  a 
maintain  the  existing  aggreg;ate  amount  of  production ;  some  tative  firm, 
firms  meanwhile  rising  and  increasing  their  output,  and 
others  falling  and  diminishing  theirs;  but  the  aggregate  pro- 
duction remaining  unchanged.  A  price  higher  than  this 
would  increase  the  growth  of  the  rising  firms,  and  slacken, 
though  it  might  not  arrest,  the  decay  of  the  falling  firms ; 
with  the  net  result  of  an  increase  in  the  aggregate  produc- 
tion.    And  on  the  other  hand,  a  price  lower  than  this  would 

1  See  Book  iv.  Ch.  xm.  §  2. 

»  See  last  paragraph  of  Book  iv.  Ch.  xn. 
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hasten  the  decay  of  the  falling  firms,  and  slacken  the  growth 
of  the  rising  firms ;  and  on  the  whole  diminish  production. 

§  5.  To  give  definiteness  to  the  ideas  let  us  suppose 
that  a  person  well  acquainted  with  the  woollen  trade  sets 
himself  to  inquire  what  would  be  the  normal  supply  price 
of  a  certain  number  of  millions  of  yards  annually  of  a 
particular  kind  of  cloth.  He  would  have  to  reckon  (i)  the 
price  of  the  wool,  coal,  and  other  materials  which  would  be 
used  up  in  making  it,  (ii)  wear  and  tear  and  depreciation  of 
the  buildings,  machinery  and  other  fixed  capital,  (iii)  interest 
and  insurance  on  all  the  capital,  (iv)  the  wages  of  those  who 
work  in  the  factories,  and  (v)  the  gross  earnings  of  manage- 
ment, (including  insurance  against  loss)  of  those  who  under- 
take the  risks,  who  engineer  and  superintend  the  working. 
He  would  of  course  estimate  the  supply  prices  of  all  these 
dififerent  factors  of  production  of  the  cloth  with  reference 
to  the  amounts  of  each  of  them  that  would  be  wanted,  and 
on  the  supposition  that  the  conditions  of  supply  would  be 
normal. 

Let  us  suppose  a  list  of  supply  price§  (or  a  supply 
schedule)  made  on  a  similar  plan  to  that  of  our  list  of 
demand  prices  (or  demand  schedule'):  the  supply  price 
of  the  production  of  each  amount  of  the  commodity  in  a 
year,  or  any  other  unit  of  time,  being  written  against  that 
amount'.     As  the  (annual)  amount  produced  increases,  the 


Fig.  18. 


1  See  Book  m.  Ch.  m.  §  4. 

2  Heasoriug,  as  in  the  case  of  the  demand 
curve,  amonnts  of  the  commodity  along  Ox 
and  prices  parallel  to  Oy,  we  get  for  each 
point  M  along  Ox  a  line  MP  drawn  at  right 
angles  to  it  measuring  the  sapply  price  for 
the  amonnt  OM,  the  extremity  of  which,  P, 
may  be  called  a  supply  point ;  this  price  MP 
being  made  np  of  the  supply  prices  of  the 
several  factors  of  production  for  the  amount 
OM.  The  locus  of  P  may  be  called  the  supply 
curve. 

Suppose,  for  instance,  that  we  classify  the 
expenses  of  production  of  our  representative 
firm,  when  an  amount  OM  of  cloth  is  being 
produced  under  the  heads  of  (i)  Mpi ,  the 
supply  price  of  the  wool  and  other  circulating  capital  which  would  be  consumed 
in  maMng  it,  (ii)  p^,  the  corresponding  wear-and-tear  and  depreciation  on  build- 
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supply  price   may  either  increase  or  diminish,  or  it  may    book  v. 

even  alternately  increase  and  diminish'.     For  if  nature  is      _! " 

offering  a  sturdy  resistance  to  man's  efforts  to  wring  from 
her  a  larger  supply  of  raw  material,  while  at  that  particular 
stage  there  is  no  great  room  for  introducing  important 
new  economies  into  the  manufacture,  the  supply  price  will 
rise ;  but  if  the  volume  of  production  were  greater,  it  would 
perhaps  be  profitable  to  substitute  largely  machine  work  for 
hand  work  and  steam  power  for  muscular  force ;  and  the 
increase  in  the  volume  of  production  would  have  diminished 
the  expenses  of  production  of  the  commodity  of  our  Repre- 
sentative firm. 

But  those  cases  in  which  the  supply  price  falls  as  the  We  post- 
amount  increases  involve  special  difficulties  of  their  own.  fn^hich 
And,  in  order  that  we  may  get  a  clear  view  of  the  broad  ^^"^^'^ 
relations  between  normal  demand  and  supply,  let  us  leave  dimmishes 
them  out  of  account,  and  confine  our  attention  m  the  re-  amount 
mainder  of  this  chapter  to  cases  in  which  the  normal  supply  tocreases. 
price  either  remains  constant  for  different  amounts  or  in- 
creases as  the  amount  produced  increases. 

5  6.     When  therefore  the  amount  produced  (in  a  unit  of  What  is 

\    •  1111  1         •         •  1      meant  by 

time)  18  such  that  the  demand  price   is  greater  than  the  eqyiiii- 
supply  price,  then  sellers  receive  more  than  is  sufficient  to 
make  it  worth  their  while  to  bring  goods  to  market  to  that 

ings,  machinery  and  other  fixed  capital ;  (iii)  piPj  the  interest  and  insnrance  on 
all  the  capital,  (iv)  p^t  ^^  wages  of  those  who  work  in  the  factory,  and  (v)  p^P 
the  gross  earnings  of  management,  &c.  of  those  who  undertake  the  risks  and  direct 
the  work.  Thas  as  M  moves  from  0  towards  the  right  Pi,Pt,Pi,pi  will  each 
trace  oat  a  curve,  and  the  ultimate  supply  curve  traced  out  by  P  will  be  thus 
shown  as  obtained  by  superimposing  the  supply  curves  for  the  several  factors  of 
production  of  the  cloth. 

It  mast  be  remembered  that  these  supply  prices  are  the  prices  not  of  units  of 
the  several  factors  but  of  those  amounts  of  the  several  factors  which  are  required 
for  producing  a  yard  of  the  cloth.  Thus,  for  instance,  papt  is  the  supply  price  not 
of  any  fixed  amount  of  labour  but  of  that  amount  of  labour  which  is  employed  in 
making  a  yard  where  there  is  an  aggregate  production  of  OM  yards.  (See  above, 
§  3.)  We  need  not  trouble  ourselves  to  consider  just  here  whether  the  ground- 
rent  of  the  factory  must  be  pat  into  a  classiyAself :  this  belongs  to  a  group  of 
questions  which  will  be  discussed  lateft""'TVeare  taking  no  notice  of  rates  and 
taxes,  for  which  he  would  of  course  have  to  make  his  account. 

1  That  is,  a  point  moving  along  the  supply  curve  towards  the  right  may  either 
rise  or  fall,  or  even  it  may  alternately  rise  and  fall ;  iu  other  words,  the  supply 
curve  may  be  inclined  positively  or  negatively,  or  even  at  some  parts  of  its  course 
it  may  be  inclined  positively  and  at  others  negatively.    (See  foot-note  on  p.  175.) 
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BooKv.    amount;  and  there  is  at  work  an  active  force  tending  to 

_! — "     increase  the  amount  brought  forward  for  sale.     On  the  other 

hand,  when  the  amount  produced  is  such  that  the  demand 

price  is  less  than  the  supply  price,  sellers  receive  less  than  is 

sufiBcient  to  make  it  worth  their  while  to  bring  goods  to 

market  on  that  scale;  so  that  those  who  were  just  on  the 

margin  of  doubt  as  to  whether  to  go  on  producing  are  decided 

not  to  do  so,  and  there  is  an  active  force  at  work  tending  to 

diminish  the  amount  brought  forward  for  sale.     When  the 

demand,  price  is   equal   to   the   supply  price,  the   amount 

produced  has  no  tendency  either  to  be  increased  or  to  be 

diminished ;  it  is  in  equilibrium. 

Equilibri-  When  demand  and  supply  are  in  equilibrium,  the  amount 

and'^jut^  of  ^^^  Commodity  which  is  being  produced  in  a  unit  of  time 

^^^'      may  be   called    the  Equilibrium-amount,  and  the  price  at 

which  it  is  being  sold  may  be  called  the  Equilibrium-price. 

Stable  Such  an  equilibrium  is  Stable ;  that  is,  the  price,  if  dis-       ^, 

cjui »    a,  pjg^ggjj  g^  little  from  it,  will  tend  to  return,  as  a  pendulum  T* 

the  con-      oscillates  about  jts  lowest  point ;  and  it  will  be  found  to  be  a 

„j,^°°^       characteristic  of  stable  equilibria  that  in  them  the  demand 

which  they  price  is  greater  than  the  supply  price  for  amounts  just  less 

than  the  equilibrium  amount,  and  vice  versd\     For  when  the 

demand  price  is  greater  than  the  supply  price,  the  amount 

produced  tends  to  increase;    and  therefore,  if  the  demand 

price  is  greater  than  the  supply  price  for  amounts  just  less 

than  an  equilibrium  amount,  then  if  the  scale  of  production 

is  temporarily  diminished  somewhat  below  that  equilibrium 

position,  it  will  tend  to  return  ;  thus  the  equilibrium  is  stable 

for  displacements  in  that  direction.     If  the  demand  price  is 

greater  than  the  supply  price  for  amounts  just  less  than  the 

equilibrium  amount,  it  is  sure  to  be  less  than  the  supply 

price  for  amounts  just  greater :  and  therefore,  if  the  scale  of 

production  is  somewhat  increased  beyond  the  equilibrium 

position,  it  will  tend  to  return ;  and  the  equilibrium  will  be 

stable  for  displacements  in  that  direction  also. 

'  When  we  come  to  diBcnss  eqailibria  of  demand  and  supply  with  reference  to 
things  of  which  the  snppl;  price  diminishes  as  the  amount  produced  increases, 
we  shall  find  that  some  eqailibria,  which  though  not  practically  important  are  yet 
theoretically  possible,  are  unstable;  and  that  they  are  distinguished  from  stable 
equilibria  by  wanting  this  characteristic. 
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When  demand  and  supply  ar,e  in  stable  equilibrium,  if    bookt. 

any  accident  should  move  the  scale  of  production  from  its      _! ' 

equilibrium  position,  there  will  be  instantly  brought  into  ^^^aiwnt 
play  forces  tending  to  bring  it  back  to  that  position ;  just  as,  a  position 
if  a  stone  hanging  by  a  string  is  displaced  from  its  equilibrium  eqoiii- 
position,  the  force  of  gravity  will  at  once  tend  to  bring  it  back   " 
to  its  equilibrium  position.     The  movements  of  the  scale  of 
production  about  its  position  of  equilibrium  will  be  of  a 
somewhat  similar  kind': 

But  in  real  life  such  oscillations  are  seldom  as  rhjrthmi-  a™  seldom 

,.»i/.  -1      rhythmi- 

cal as  those  of  a  stone  hanging  freely  from  a  strmg ;    the  cal. 

comparison  would  be  more  exact  if  the  string  were  supposed 
to  hang  in  the  troubled  waters  of  a  mill-race,  whose  stream 
was  at  one  time  allowed  to  flow  freely,  and  at  another  parti- 
ally cut  off.  The  demand  and  supply  schedules  do  not  in 
practice  remain  unchanged  for  a  long  time  together,  but 
are  constantly  being  changed ;  and  every  change  in  them 
alters  the  equilibrium  amount  and  the  equilibrium  price, 
and  thus  gives  new  positions  to  the  centres  about  which 
the  amount  and  the  price  tend  to  oscillate. 

These  considerations  point  to  the  great  importance  of  Looseness 
the  element  of  time  in  relation  to  demand  and  supply,  to  connection 
the  study  of  which  we  now  proceed.     We  shall  gradually  ^J^^'^*®" 
discover  a  great  many  different  limitations  of  the  doctrine  P"«e  of  a 

°  •'  commodity 

1  To  represent  the  equilibiinm  of  demand  and  sapply  geometrically  we  may 
draw  the  demand  and  sapply  corves  together  as  in  Fig.  19.  If  then  OB  repre- 
sents the  rate  at  which  production  is  being  actaally  carried  on,  and  Rd  the  demand 
price  is  greater  than  Rs  the  snpply  price,  the  prodnction 
is  exceptionally  profitable,  and  will  be  increased.  R, 
the  anuyunt-ijidex,  as  we  may  call  it,  will  move  to  the 
right.  On  the  other  hand,  if  Rd  is  less  than  Rs,  R  will 
move  to  the  left.  If  Rd  is  eqnal  to  Rs,  that  is,  if  ii  is 
rerticaUy  nnder  a  point  of  intersection  of  the  carves, 
demand  and  sapply  are  in  eqailibrinm. 

This  may  be  taken  as  the  typical  diagram  for  stable 
eqnilibriam   for  a    commodity  that  obeys  the  law  of 
diminishing  retnm.    But  if  we  had  made  SS'  a  hori- 
zontal straight  line,  we  should  have  represented  the  case  of  "constant  retnm," 
in  which  the  sapply  price  is  the  same  for  all  amonnts  of  the  commodity.    And 
if  we  bad  made  SS'  inclined  negatively,  bnt  less  steeply  than  DI/  (the  necessity  for 
this  condition  will  appear  more  folly  later  on),  we  should  have  got  a  case  of  stable 
equilibrium  for  a  commodity  which  obeys  the  law  of  increasing  return.    In  either 
case  the  above  reasoning  remains  onchanged  without  the  alteration  of  a  word  or  a 
letter ;  but  the  last  case  introduces  difiScnlties  which  we  have  arranged  to  postpone. 


Fig.  19. 
Ks' 
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that  the  price  at  which  a  thing  can  be  produced  represents 
its  real  cost  of  production,  that  is,  the  efforts  and  sacrifices 
which  have  been  directly  and  indirectly  devoted  to  its  pro- 
duction. That  doctrine  would  indeed  represent  facts  accu- 
rately enough  in  a  stationary  society,  in  which  people's  habits 
of  life,  and  the  methods  and  volume  of  production  remained 
unchanged  from  one  generation  to  another;  provided  that 
people  were  tolerably  free  to  choose  those  occupations  for 
their  capital  and  labour  which  seemed  most  advantageous. 

But  in  an  age  of  change  such  as  this,  the  equilibrium  of 
normal  demand  and  supply  does  not  thus  correspond  to  any 
distinct  relation  of  a  certain  aggregate  of  pleasures  got  from 
the  consumption  of  the  commodity  and  an  aggregate  of  efforts 
and  sacrifices  involved  in  producing  them ;  and  it  would  not 
do  so  even  if  normal  earnings  and  interest  were  exact  measures 
of  the  efforts  and  sacrifices  for  which  they  are  severally  the 
money  payments.  It  represents  only  the  equilibrium  of  the 
forces  working  at  the  margins  of  demand  and  supply,  tending 
to  increase  the  amount  demanded  on  the  one  hand,  or  to 
.diminish  the  amount  supplied  at  the  equilibrium  price. 

This  is  the  real  drift  of  that  much-quoted,  and  much- 
misunderstood  doctrine  of  Adam  Smith  and  other  economists 
that_the  normal,  or  "natural,"  value  of  a  commodity  is  that 
which  economic  forces  tend  to  bring  a.bnnt,  in  th/>.  Irmff  r~im. 
It  is  tlie~av5mgt!  value  which  economic  forces  would  bring 

'ere  stationary  for  "it 


about  if  the  genera:l~  oouditiono  of-ti: 

run  of  time  Fong  enough  to  enable  them  all  to  work  out  their 
fijll  effect:  The  tact  Lhal  Liu-  general  conditions  of  life  are 
not  stationary  is  the  source  of  many  of  the  diflBculties  that 
are  met  with  in  applying  economic  doctrines  to  practical 
problems.  And  the  remainder  of  the  present  volume  will  be 
chiefly  occupied  with  interpreting  and  limiting  ihis"5octrine 
that  the  jialua.^f_a  thing  tends  in  the  long  run  to  measure 
its  cost,ofj^oduction^7     ■— — 

1  It  has  been  objected  that  since  "  the  economic  world  is  subject  to  continual 
changes,  and  is  becoming  more  complex,. ..the  longer  the  run  the  more  hopeless 
the  rectification  " :  so  that  to  speak  of  that  position  which  value  tends  to  reach  in 
the  long  run  is  to  treat  "yariables  as  constants."  (Devas,  Political  Economy, 
Boole  IT.  Ch.  T.)  The  charge  is  so  far  just,  that  we  do  treat  variables  provinonally 
as  constants.    For  indeed  that  is  the  only  method  by  which  science  has  ever  made 


MEANING   OF   THE   PHRASE    "IN   THE   LONG   RUN."  427 


BOOK  V. 

CH.  in. 


§  7.  \Tjol  the  Note  at  the  end  of  this  Book  some  account 
will  be  given  of  the  controversy  whether  "  Cost  of  production  " 
or  "Utility  "governs  value.     But  it  may  be  well  to  say  here  Jj x?tm^* 
\at  once  that\we  might  as  reasonably  dispute  whether  it  is  and  Cost  of 
the  upper  or  the  lower  blade  of  a  pair  of  scissors  that  cuts  a  on  value, 
piece  of  paper.     It  is  true  that  when  one  blade  is  held  still, 
and  the  cutting  is  effected  by  moving  the  other,  we  may  say 
,  with  careless  brevity  that  the  cutting  is  done  by  the  second ; 
but  the  statement  is  not   strictly  accurate,  and   is   to   be 
excused  only  so  long  as  it  claims  to  be  merely  a  popular  and 
not  a  strictly  scientific  account  of  what  actually  happens. 

In  the  same  way,  when  a  thing  already  made  has  to  be  The  fonner 
sold,  the  prices  which  people  will  be  willing  to  pay  for  it  will  ates  to  *' 
be  governed  by  their  desire  to  have  it,  together  with  the  ™*^^*. 
amount  they  can  afford  to  spend  on  it.  Their  desire  to  have 
it  depends  partly  on  the  chance  that,  if  they  do  not  buy  it, 
they  will  be  able  to  get  another  thing  like  it  at  as  low  a  price : 
this  depends  on  the  causes  that  govern  the  supply  of  it,  and 
this  again  upon  cost  of  production.  But  it  may  so  happen 
that  the  stock  to  be  sold  is  practically  fixed.  This  for 
instance  is  the  case  with  a  fish  market,  in  which  the  value  of 
fish  for  the  day  is  governed  almost  exclusively  by  the  stock 
on  the  slabs  in  relation  to  the  demand.  And  if  a  person 
chooses  to  take  the  stock  for  granted ;  and  say  that  the  price 
is  governed  by  demand,  his  brevity  may  perhaps  be  excused 
so  long  as  he  does  not  claim  strict  accuracy.  So  again  it  may 
be  pardonable,  but  it  is  not  strictly  accurate  to  say  that  the 
varying  prices  which  the  same  rare  book  fetches,  when  sold 
and  resold  at  Christie's  auction  room,  are  governed  exclusively 
by  demand. 

Taking  a  case  at  the  opposite  extreme,  we  find  some  the  latter 
commodities  which  conform  pretty  closely  to  the  law  ofvaines. 
constant  return ;  that  is  to  say,  their  average  cost  of  produc- 
tion will  be  very  nearly  the  same  whether  they  are  produced 
in  small  quantities  or  in  large.  In  such  a  case  the  normal 
level  about  which  the  market  price  fluctuates  will  be  this 
definite  and  fixed  (money)  cost  of  production.     If  the  demand 

any  great  progress  in  dealing  with  complex  and  changefol  matter,  whether  in 
the  physical  or  moral  world. 
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BooKv.  happens  to  be  great,  the  market  price  will  rise  for  a  time 
above  the  level ;  but  as  a  result  production  will  increase  and 
the  market  price  will  fall :  and  conversely,  if  the  demand  falls 
for  a  time  below  its  ordinary  level. 

In  such  a  case,  if  a  person  chooses  to  neglect  market 
fluctuations,  and  to  take  it  for  granted  that  there  will  any- 
how be  enough  demand  for  the  commodity  to  insure  that 
some  of  it,  more  or  less,  will  find  purchasers  at  a  price  equal 
to  this  cost  of  production,  then  he  may  be  excused  for 
ignoring  the  influence  of  demand,  and  speaking  of  (normal) 
price  as  governed  by  cost  of  production — provided  only  he 
does  not  claim  scientific  accuracy  for  the  wording  of  his 
doctrine,  and  explains  the  influence  of  demand  in  its  right 
place. 

Thus  we  may  say  that,  as  a  general  rule,  the  shorter  the 
period  which  we  are  considering  the  g;reater  must  be  the 
share  of  our  attention  which  is  given  to  the  influence  of 
demand  on  value;  and  the  longer  the  period,  the  more 
important  will  be  the  influence  of  cost  of  production  on 
value. 


BOOK  V. 
IV. 


CHAPTER  IV. 

INVESTMENT   OF   RESOURCES   FOR  A   DISTANT   RETURN. 
PRIME   COST  AND  TOTAL   COST. 

§  1.     The  true  nature  of  the  investment  of  resources  for 
a  distant  return  is  disguised  by  the  modem  methods  of  doing     °°'"^ 
busiaess,  in  which  the  undertaker  buys  most  of  the  labour  "^^  ™o- 
required  for  his  work ;  for  he  thinks  chiefly  of  the  expenses  mining  the 
of  production  and  seldom  pays  much  attention  to  the  efforts  for  a 
and  sacrifices  to  which  those  payments  more  or  less  closely  ^Jf^g^" 
correspond,  and  which  constitute  the  Real  cost  of  production,  eomp'ex. 
It  will  be  well  therefore  to  begin  by  watching  the  action  of 
a  person  who  neither  buys  what  he  wants  nor  sells  what  he 
makes,  but  works  on  his  own  behalf;   and  who  therefore 
balances  the  efforts  and  sacrifices  which  he  makes  on  the 
one  hand  against  the  pleasures  which  he  expects  to  derive 
from  their  fruit  on  the  other,  without  the  intervention  of  any 
money  payments  at  all. 

Let  us  then  take  the  case  of  a  man  who  builds  a  house  They  may 
for  himself  on  land,  and  of  materials,  which  Nature  supplies  seen  in\he 
gratis ;  and  who  makes  his  implements  as  he  goes,  the  labour  ^^  ^jj* 
of  making  them  being  counted  as  part  of  the  labour  of  build-  ^''^^j* 
ing  the  house.     He  would  have  to  estimate  the  efforts  re-  Ws  own 
quired   for   building  on  any  proposed   plan;    and  to  allow 
almost  instinctively  an   amount   increasing   in   geometrical 
proportion  (a  sort  of  compound  interest)  for  the  period  that 
would  elapse  between  each  effort  and  the  time  when  the 
house  would  be  ready  for  his  use.     The  utility  of  the  house 
to  him  when  finished  would  have  to  compensate  him  not 
only  for  the  efforts,  but  for  the  waitings\ 

^  For  he  might  have  applied  these  efforts,  or  efforts  equivalent  to  them,  to 
prodacing  immediate  gratifications;   and  ii  he  deliberately  chose  the  deferred 
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BooKv.  If  the  two  motives,  one  deterring,  the  other  impelling, 

_I ■     seemed  equally  balanced,  he  would  be   on  the  margin  of 

doubt.  Probably  the  gain  would  be  much  stronger  than  the 
"  real  "  cost  with  regard  to  some  part  of  the  house ;  (and  from 
this  he  would  derive  a  Producer's  Surplus  or  Rent)'.  But  as 
he  turned  over  more  and  more  ambitious  plans,  there  would 
be  a  point  at  which  the  advantages  of  any  further  extension 
would  be  balanced  by  the  efforts  and  waitings  required  for 
making  it;  and  that  part  of  the  building  would  be  on  the 
margin  of  profitableness  of  the  investment  of  his  capital*. 

There  would  probably  be  several  ways  of  building  parts 
of  the  house ;  some  parts  for  instance  might  almost  equally 
well  be  built  of  wood  or  of  rough  stones :  the  investment  of 
capital  on  each  plan  for  each  part  of  the  accommodation 
would  be  compared  with  the  advantages  offered  thereby,  and 
each  would  be  pushed  forward  till  the  margin  of  profitable- 
ness had  been  reached.     Thus  there  would  be  a  great  many 
margins  of  profitableness :  one  corresponding  to  each  kind 
of  plan  on  which  each  kind  of  accommodation  might  be 
provided'. 
Transition        §  2.     This  illustration  may  serve  to  keep  before  us  the 
vestment    way  in  which  the  efforts  and  sacrifices , -which  are  the  real 
by*a^^'*^    cost  of  production  of  a  thing,  underlie  the  expenses  which  are 

gratifications,  it  would  be  because,  even  after  allowing  for  the  disadvEintages  of 
waiting,  he  regarded  them  as  outweighing  the  earlier  gratifications  which  he  could 
have  substituted  for  them.  The  motive  force  then  tending  to  deter  him  from 
building  the  house  would  be  his  estimate  of  the  aggregate  of  these  efforts,  the  evil 
or  discommodity  of  each  being  increased  in  geometrical  proportion  (a  sort  of 
compound  interest)  according  to  the  corresponding  interval  of  waiting.  The 
motive  on  the  other  hand  impelling  him  to  build  it,  would  be  expectation  of  the 
satisfaction  which  he  would  have  from  the  house  when  completed;  and  that  again 
might  be  resolved  into  the  aggregate  of  many  pleasures  more  or  less  remote,  and 
more  or  less  certain,  which  he  expected  to  derive  from  its  use.  (See  Book  in. 
Oh.  V.  §  3,  and  Book  iv.  Oh.  vu.  §  8.) 

If  he  thought  that  this  satisfaction  which  he  would  derive  from  the  house 
when  finished,  this  aggregate  of  discounted  values  of  satisfactions  that  it  would 
afford  him,  would  be  more  than  a  recompense  to  him  for  all  the  efforts  and 
waitings  which  he  had  undergone,  he  would  decide  to  build. 

1  See  above,  pp.  314  and  217. 

'  See  Mathematical  Note  xin. 

^  On  such  a  supposition  as  that  made  in  this  Section,  we  may  look  upon  capital 
as  stored-np  effort,  the  amount  of  effort  and  the  amount  of  sacrifice  involved  in 
the  waiting  for  the  result  being  measnred  quantitatively.  See  Mathematical 
Note  xrr. 


BALANCING   OF   FUTURE   BENEFITS  AGAINST   PRESENT.  431 

its  Money  cost.     But,  as  has  just  been  remarked,  the  modern    book  v. 

business  man  commonly  takes  the  payments  which  he  has  to      _! ' 

make,  whether  for  wages  or  raw  material,  as  he  finds  them ;  ^JJ^e^ter 
without  staying  to  inquire  how  far  they  are  an  accurate  of  business 
measure  of  the  efforts  and  sacrifices  to  which  they  correspond,  prises. 
His  expenditure  is  generally  made  piece-meal ;  and  the  longer 
he  expects  to  wait  for  the  fruit  of  any  outlay,  the  richer  must 
that  fruit  be  in  order  to  compensate  him.      The  anticipated 
fruit  may  not  be  certain ;  and  in  that  case  he  will  have  to 
allow  for  the  risk  of  failure.      After  making  that  allowance, 
the  fruit  of  the  outlay  must  be  expected  to  exceed  the  outlay 
itself  by  an  amount  which,  independently  of  his  own  remu- 
neration, increases  at  compound  interest  in  proportion  to  the 
time  of  waiting  ^ 

For  brevity  we  may  speak  of  any  element  of  outlay  (allow- 
ance being  made  for  the  remuneration  of  the  undertaker 
himself)  when  increased  by  compound  interest  in  this  way, 
as  Accmnvlated ;  just  as  we  used  the  term  Discounted  to  AcmmvL- 
represent  the  present  value  of  a  distant  pleasure.      Each  and  dis.- 
element  of  outlay  has  then  to  be  accumulated  for  the  time  ^toe'out- 
which  will  elapse  between  its  being  incurred  and  its  bearine:  lays.and 

r  o  o  receipts. 

fruit ;  and  the  aggregate  of  these  accumulated  elements  is 
the  total  outlay  involved  in  the  enterprise. 

If  the  enterprise  were,  say,  to  dig  out  a  dock-basin  on  a  Thebaianc- 
contract,  the  payment  for  which  would  be  made  without  fail  l^i^sttte 
when  the  work  was  finished ;  and  if  the  plant  used  in  the  ""'*'■■ 
work  might  be  taken  to  be  worn  out  in  the  process,  and 
valueless  at  the  end  of  it;  then  the  enterprise  would  be  just 
remunerative  if  this  aggregate  of  outlays  accumulated  up  to 
the  period  of  payment  were  just  equal  to  that  payment. 

But  in  fact  in  nearly  every  business  undertaking  the 
incomings  are  a  constant  process  as  well  as  the  outgoings. 
And  to  complete  the  case  we  must  suppose  a  balance-sheet 
struck,  looking  backwards  and  looking  forwards.  Looking 
backwards  we  should  add  together  the  net  outlays  accumu- 

1  We  may,  if  we  choose,  regard  the  price  of  the  bnsiness  undertaker's  own 
work  as  part  of  the  original  outlay,  and  reckon  componnd  interest  on  it  together 
with  the  rest.  Or  we  loight  snbstitnte  for  componnd  interest  a  sort  of  "compound 
profit."  The  two  courses  are  not  strictly  convertible:  and  at  a  later  stage  we 
shall  find  that  in  certain  cases  the  first  is  to  be  preferred,  and  in  others  the  second. 
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BOOK  V.    lated  up  to  that  time,  deducting  from  each  element  of  outlay 
— — '     any  incomings  that  came  in  at  the  same  time.     Looking  for- 
wards we  should  deduct  from  each  future  incoming  any  out- 
lay that  would  he  made  at  the  same   time,  together  with 
allowance  for  the  undertaker's  own  remuneration ;  and  regard- 
ing the  result  as  the  net  incoming  at  that  time,  we  should 
discount  it  at  compound  interest  for  the  period  during  which 
it  would  be  deferred.     The  aggreg;ate  of  the  net  incomings  so 
discounted  would  be.  balanced  against  the  aggregate  of  the 
accumulated  outlays:  and  if  the  two  were  just  equal,  the 
business  would  be  just  remunerative'. 
The  Law  of        §3.     When  at  the  beginning  of  a  business  an  estimate  is 
tion.  made  of  the  profits  likely  to  be  earned  in  it,  all  the  entries 

for  outgoings  and  incomings  alike  are  prospective.  And  at 
that  and  every  successive  stage  the  mind  of  the  undertaker 
is  ceaselessly  striving  so  to  modify  his  arrangements  as  to 
obtain  greater  results  with  a  given  expenditure  or  equal 
results  with  a  less  expenditure.  He  is  continually  com- 
paring the  efficiency  and  the  supply  prices  of  different  factors 
of  production  which  may  be  used  in  obtaining  the  same 
result,  so  as  to  hit  upon  that  combination  which  will  give 

1  Almost  ever;  trade  has  its  own  difficnlties  and  its  own  cnstoms  connected 
with  the  task  of  raining  the  capital  that  has  been  invested  in  a  bnsiness,  and  of 
allowing  for  the  depreciation  which  that  capital  has  undergone  from  wear-and- 
tear,  from  the  influence  of  the  elements,  from  new  inventions,  and  from  changes 
in  the  conrse  of  trade.  These  two  last  canses  may  temporarily  raise  the  valne  of 
some  kinds  of  fixed  capital,  at  the  same  time  that  they  are  lowering  that  of  others. 
And  people  whose  minds  are  cast  in  different  moulds,  or  whose  interests  in  the 
matter  point  in  different  directions,  will  often  differ  widely  on  the  question  what 
part  of  the  expenditure  required  for  adapting  buildings  and  plant  to  changing 
conditions  of  trade,  may  be  regarded  as  an  investment  of  new  capital ;  and  what 
ought  to  be  set  down  as  charges  incurred  to  balance  depreciation,  and  treated  as 
expenditure  deducted  from  the  current  receipts,  before  determining  the  net  profits 
or  true  income  earned  by  the  business.  These  difficulties,  and  the  consequent 
differences  of  opinion,  are  greatest  of  aU  with  regard  to  the  investment  of  capital 
in  building  up  a  business  connection,  and  the  proper  method  of  appraising  the 
goodwill  of  a  business,  or  its  value  "  as  a  going  concern."  On  the  whole  of  this 
subject  see  Matheson's  Depreciation  of  Factories  and  their  Valuation. 

Another  group  of  difficulties  arises  from  changes  in  the  general  purchasing 
power  of  money.  If  that  has  fallen,  or,  in  other  words,  if  there  has  been  a  rise  of 
general  prices,  the  value  of  a  factory  may  appear  to  have  risen  when  it  has  really 
remained  stationary.  Confusions  arising  from  this  source  introduce  greater  errors 
into  estimates  of  the  real  profitableness  of  different  classes  of  bnsiness  than  would 
at  first  sight  appear  probable.  But  all  questions  of  this  kind  must  be  deferred  tiU 
we  have  discussed  the  theory  of  money. 
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the  largest  incomings  in  proportion  to  any  given  outlay ;  or,    book  t. 
in  other  words,  he  is  ceaselessly  occupied  with  the  action  of        " 
the  law  of  substitution'. 

Every  locality  has  incidents  of  its  own  which  affect  in  Different 
various  ways  the  methods  of  arrangement  of  every  class  of  chosen  in 
business  that  is  carried  on  in  it.  But  even  in  the  same  place  ^^g^f 
and  the  same  trade  no  two  persons  pursuing  the  same  aims  e°^- 
will  adopt  exactly  the  same  routes.  The  tendency  to  varia- 
tion is  a  chief  cause  of  progress;  and  the  abler  are  the 
undertakers  in  any  trade  the  greater  will  this  tendency  be. 
In  some  trades,  as  for  instance  cotton-spinning,  the  possible 
variations  are  confined  within  narrow  limits ;  no  one  can  hold 
his  own  at  all  who  does  not  use  machinery,  and  very  nearly 
the  latest  machinery,  for  every  part  of  the  work.  But  in 
others,  as  for  instance  in  some  branches  of  the  wood  and 
metal  trades,  in  farming,  and  in  shopkeeping,  there  can  be 
great  variations.  For  instance,  of  two  manufacturers  in  the 
same  trade,  one  will  perhaps  have  a  larger  wages  bill  and  the 
other  heavier  charges  on  account  of  machinery ;  of  two  retail 
dealers  one  will  have  a  larger  capital  locked  up  in  stock  and 
the  other  will  spend  more  on  advertisements  and  other  means 
of  building  up  the  immaterial  capital  of  a  profitable  trade 
connection.  And  in  minor  details  the  variations  are  number- 
less. Each  man's  actions  are  influenced  by  his  special 
opportunities  and  resources,  as  well  as  by  his  temperament 
and  his  associations. 

But  each  man,  taking  account  of  his  own  means,  will  push  The 
the  investment  of  capital  in  his  business  in  each  several  profitable- 
direction  until  what  appears  in  his  judgment  to  be  the  margin  ^^^ere 

of  profitableness  is  reached  :  that  is,  until  there  seems  to  him  p°™'  °" 
.     .  .  "oy  o"* 

no  good  reason  for  thinking  that  the  gains  resulting  from  any  route,  bat 

further  investment  in  that  particular  direction  would  com-  secting  all 
pensate  him  for  his  outlay.     The  margin  of  profitableness  is  ^°^ 
not  to  be  regarded  as  a  mere  point  on  any  one  fixed  line  of 
possible  investment;    but  as  a  boundary  line  of  irregular 
shape  cutting  one  after  another  every  possible  line  of  invest- 
ment. 

§  4.     When  investing  his  capital  in  providing  the  means 

1  Book  V.  Ch.  ra.  §  3. 

M.  28 
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BooKv.    of  carrying  on  a  business,  the  undertaker  looks  to  being 

_! ■     recouped  by  the  price  obtained  for  its  various  products ;  and 

he  expects  to  be  able  under  normal  conditions  to  charge  for 
each  of  them  a  price  that  will  not  only  cover  its  (Money) 
Prime  or     Special,  Direct,  or  Prime  cost ;  but  also  bear  its  proper  share 
coat.  of  the  general  expenses  of  the  business,  which  we  may  call 

to'^a^"  ^'^  Supplementary  cost.     These  two  elements  together  make 
Total  cost,  its  (Money)  Total  cost. 

Prime  cost         There   are   great  variations   in  the  usage  of  the  term 
inciDde       Prime  cost  in  business  life.    But  it  is  taken  here  in  a  narrow 
price  of*     sense,  so  as  to  include  nothing  but  the  (Money)  cost  of  the 
raw  mate-   j.^^  iSlberial  Used  in  making  the  commodity  and  the  wages 
ordinary     of  that  ffart  of  the  labour  spent  on  it  which  is  paid  by  the 
and  extra    day  or  the  week  and  the  extra  wear  and   tear  of  plant : 
to.r'of"      *^6  salaries  of  the  upper  employees  are  as  a  rule  excluded, 
plant.         because  the  charges  to  which  the  business  is  put  on  account 
of  their   salaries   cannot   generally  be  adapted    quickly  to 
changes  in  the  amount  of  work  there  is  for  them  to  do. 
Special  costs  are  those  incurred  for  a  near  return.     Sup- 
_plementary  costs  are  those  incurred  for  a  distant  return*. 
This  is  the  special  cost  which  a  manufacturer  has  com- 
monly in  view  when,  trade  being  slack,  he  is  calculating  the 
lowest  price  at  which  it  will  be  worth  his  while  to  accept 
an  order,  irrespectively  of  any  effect  that  his  action  might 
have  in   spoiling   the    market   for   future   orders.     And   in 
extreme  cases  he  will  even  be  willing  to  accept  a  lower  price 
than  this.     For  when  he  has  been  for  some  time  short  of 
work,  and  has  already  dismissed  all  save  the  best  of  his 
employees,  it  would — to  say  nothing  of  any  less  selfish  motive 
— almost  answer  his  purpose  to  pay  the  remainder  full  wages 
to  beat  time,  so  to  speak  ;  in  order  that  he  may  have  them 

•  "There  are  many  systems  of  Prime  Cost  in  vogae....we  take  Prime  Cost  to 
mean,  as  in  fact  the  words  imply,  only  the  original  or  direct  cost  of  production ; 
and  while  in  some  trades  it  may  be  a  matter  of  convenience  to  include  in  the  cost 
of  production  a  proportion  of  indirect  expenses,  and  a  charge  for  depreciation  on 
plant  and  buildings,  in  no  case  should  it  comprise  interest  on  capital  or  profit." 
(Garcke  and  FeUs,  Factory  Accounts,  Ch.  i.)  Elaborate  statistics  of  the  various 
elements  of  cost  of  production  in  certain  trades  have  been  made  by  the  Com- 
missioner of  Labour  in  the  United  States;  and  his  Report  for  1890  contains 
many  suggestive  remarks  on  the  subject  of  this  chapter.  See  also  the  Report  of 
the  Massachusetts  Bureau  of  Labour  for  the  same  year. 
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at  hand  when  trade  revives  and  high  profits  are  again  to    book  v. 
be  made.  °°"^- 

In  trades  which  use  very  expensive  plant,  the  supple-  Where 
mentary  cost  of  goods  is  a  large  part  of  their  total  cost ;  much  fired 
and   an  order  at  much  less  than  their  normal  price  may^j^^^ 
leave  a  large  surplus  above  their  direct  and  special  or  prime  ^  ^    . 
cost.     But  if  in  their  anxiety  to  prevent  their  plant  from  normal 
being    idle    producers   accept   such   orders,   they  glut    the  ont^^h- 
market  and  tend  to  prevent  prices  from  reviving.     If  they  ot^p^"** 
pursue  this  poHcy  constantly  and  without  moderation,  they  =°8*- 
may  keep  prices  so  low  as  to  drive  capital  out  of  the  trade, 
ruining  many  of  those  employed  in  it,  themselves  fferhaps 
among  the  number.    During  all  this  time  the  income  derived 
from  their  plant  and  business  organization  will  be  verj'  low ; 
but  after  a  while  the  demand  for  their  goods  will  revive, 
and  the  means  for  meeting  it  will  be  inadequate;  and  the 
j)rices  of  the  goods  will  then  rise  high  above  their  normal 
level*. 

§  5.     That  part  of  the  receipts  of  a  business  which  is  The  income 
required   to   defray  the   supplementary  cost  of  the  things  long^  * 
produced  in  it  may  in  the  long  run  be  regarded  as  part  of  ^^^ 
its  normal  profits,  because  the  expectation  of  getting  these  mentary 
gains  in  the  long  run  was  required  to  induce  people  to  invest  normally 
their  capital  and  energies  in  the  trade.     But  on  the  other  business, 
hand,  when  once  invested,  the  income  which  they  yield  to  ^rt*rnn 
their  owner  is  governed  by  the  selling  price  of  the  products  *«  regard- 
which    they   help   to   produce.      We   shall   find   reason   for  Quasi-rent. 
describing  the  excess  of  this  price  over  the  prime  cost  or 
immediate  outlay  required  for  the  production  as  a  Quasi- 
rent,  because  we  shall  find  that  it  has  some  analogy  to  that 


1  Extreme  variations  of  this  kind  are  in  the  long  mn  beneficial  neither  to 
prodncers  nor  to  consumers ;  and  general  opinion  is  not  altogether  hostile  to  that 
code  of  trade  morality  which  condemns  the  action  of  anyone  who  "spoils  the 
market"  by  being  too  ready  to  accept  a  price  that  does  little  more  than  cover 
the  prime  cost  of  his  goods,  and  allows  but  little  on  account  of  his  general 
expenses.  The  public  listen  with  some  indulgence  to  those  who  argue  that  a 
trade  combination  or  a  Trust  is  the  only  means  available  for  securing  a  reasonable 
steadiness  of  price.  Questions  of  this  kind  are  of  great  and  growing  importance, 
and  will  occupy  much  of  our  attention  later  on  when  we  come  to  consider  the 
catises  of  commercial  fluctuations. 

28—2 
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BooKv.    Producer's  Surplus,  accruing  from  the  ownership  of  fertile 

_! ■     land,  which  is  called  Rent. 

Pro-  This  brings  us  to  the  threshold  of  the  main  difficulty  of 

forecast  of  the  problem  of  value ;  and  it  will  be  well  to  pause  a  little  to 
stndy  of  ^^'^^  **"  ^*-  What  can  be  said  now  is  not  a  solution  of  the 
this  prin-    difficulty ;  but  a  partial  statement  as  to  the  general  nature 

ciple  on  •'  •      .  ^  .  -mi 

which  we  of  the  Solution  which  will  ultimately  be  found  for  it.  The 
ing.  statement  as  it  stands  will  perhaps  not  be  completely  in- 

telligible :    but  it  may  help  to  prepare  the  way  for  future 
explanations  and  to  fit  them  into  their  place. 

Appliances  for  production  are  of  many  different  kinds: 
they  include  land,  factories,  machines,  business  organizations 
(including  even  such  as  a  house-letting  agency,  with  a  good 
connection  but  little  or  no  material  capital),  business  ability 
and  manual  skill.  The  owner  of  any  one  of  those  will  not 
generally  apply  it  to  produce  anything,  unless  he  expects  to 
gain  in  return  at  least  enough  to  compensate  him  for  thQ 
immediate  and  special  trouble,  sacrifice  and  outlay  involved 
in  this  particular  operation,  and  which  he  could  escape  by 
declining  to  undertake  it.  Any  excess  which  he  gets  above 
this  prime  cost  has  obviously  some  prima  facie  resemblance 
to  that  excess  value  of  the  produce  of  land  over  the  direct 
cost  of  raising  it  which  is  the  basis  of  rent  as  ordinarily 
understood;  and  we  are  therefore  justified  in  calling  it  a 
Quasi-rent. 

The  question  how  close  this  resemblance  is  involves  many 
subtle  considerations,  some  of  which  have  but  little  interest 
for  the  general  reader,  and  the  discussion  of  them  is  so 
arranged  that  he  can  omit  them.  Much  of  it  will  turn  on 
the  fact  that  while  excess  of  the  gross  receipts  which  a 
producer  gets  for  any  of  his  commodities  over  their  prime 
cost  (that  is,  over  that  extra  cost  which  he  incurs  in  order  to 
produce  those  particular  things,  and  which  he  could  have 
escaped  if  he  had  not  produced  them)  is  a  temporary 
surplus  (or  quasi-rent),  yet  that  in  the  long  run  all  these 
temporary  surpluses  are  needed  to  cover  the  supplementary 
costs  of  the  business.  They  do  not  therefore,  in  the  long 
run,  yield  a  true  surplus,  corresponding  to  the  permanent 
surplus  which  the  possession  of  fertile   land  is  commonly 
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supposed  to  yield,  and   in  some   cases  does  yield,   to   its    book  v. 

CH.  IT. 

owner.  

The  question  how  great  a  part  of  his  expenses  he  must  The 
enter  in  these  prime  costs,  and  how  much  he  must  deduct  o/toe 
from  his  selling  price  before  he  calculates  his  surplus,  depends  f^^'yf 
on  how  far  he  looks  ahead ;  or  in  other  words,-  on  whether  cations 
he  is  making  his  calculations  for  a  long  period  or  only  for  a  principle, 
short. 

If  he  is  looking  only  a  little  way  ahead,  and  is  not  afraid 
of  spoiling  his  market ;  if  he  has  got  all  his  apparatus  ready 
and  standing  idle;  then  a  new  order  coming  in  will  give  him 
a  surplus  over  its  direct  cost  to  him,  consisting  of  the  whole 
price  which  he  receives  after  deducting  the  special  outlay 
for  raw  material,  for  extra  wages,  and  for  wear  and  tear  of 
plant  involved  in  filling  up  the  order.  But  suppose  him  to 
be  looking  far  ahead,  and  proposing  to  extend  his  factory  so 
as  to  do  an  increased  business ;  he  does  not  then  reckon  any 
price  as  affording  him  a  real  surplus,  unless,  after  allowing 
for  all  risks,  it  will  yield  him,  in  addition  to  prime  costs, 
sufficient  to  give  normal  profits  on  all  his  outlay  for  material, 
plant,  and  for  building  up  his  business  connection,  together 
with  charges  for  depreciation  through  the  lapse  of  time,  and 
for  office  and  other  general  expenses  which  are  not  reckoned 
in  the  prime,  or  special  and  direct,  costs  of  filling  up  any 
particular  order. 

The  conditions  which  govern  the  amount  of  this  surplus 
and  its  relations  to  value  depend  not  so  much  on  the  nature 
of  the  industry  as  on  the  period  of  time  for  which  the  calcu- 
lation is  made.  But  a  short  period  for  one  class  of  industry 
may  be  a  long  one  for  another,  just  as  the  age  of  youth  for 
a  dog  is  shorter  than  for  an  elephant'. 

To  put  the  same  thing  in  another  way,  when  we  are  taking 
a  broad  view  of  normal  value  extending  over  a  very  long  period 
of  time,  when  we  are  investigating  the  causes  which  determine 
normal  value  "in  the  long  run,"  when  we  are  tracing  the 
"  ultimate  "  effects  of  economic  causes,  then  the  income  that 

1  Tliis  and  a  few  other  passages  are  reproduced  from  an  article  On  Bent  in  the 
Economic  Journal  for  March,  1893.  See  also  the  remarks  on  Continnitj  in  the 
Preface  to  the  first  edition  of  this  volume. 
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BOOK  V.    is  derived  from  capital  in  these  forms  enters  into  the  payments 

— '     by  which  the  expenses  of  production  of  the  commodity  in 

question  have  to  be  covered,  and  it  directly  controls  the  action 
of  the  producers  who  are  on  the  margin  of  doubt  as  to  whether 
to  increase  the  means  of  production  or  not.  But,  on  the 
other  hand,  when  we  are  considering  the  causes  which  deter- 
mine normal  prices  for  a  period  which  is  short  relatively  to 
that  required  for  largely  increasing  the  supply  of  those 
appliances  for  production,  then  their  influence  on  value  is 
chiefly  indirect  and  more  or  less  similar  to  that  exerted  by 
the  free  gifts  of  nature.  The  shorter  the  period  which  we 
are  considering,  and  the  slower  the  process  of  production  of 
those  appliances,  the  less  part  will  variations  in  the  income 
derived  from  them  play  in  checking  or  increasing  the  supply 
of  the  commodity  produced  by  them,  and  in  raising  or 
lowering  its  supply  price ;  and  the  more  nearly  true  will  it 
be  that,  for  the  period  under  discussion,  the  net  income  to 
be  derived  from  them  is  to  be  regarded  as  a  producer's 
surplus  or  quasi-rent.  And  thus  in  passing  from  the  free 
gifts  of  nature  through  the  more  permanent  improvements 
in  the  soil  to  less  permanent  improvements,  to  farm  and 
factory  buildings,  to  steam-engines,  &c.,  and  finally  to  the 
less  durable  and  less  slowly  made  implements,  we  find  a 
continuous  series. 
Caution  From  this  provisional  and  incomplete  statement  it  will  be 

c^^on.  obvious  that  this  producer's  surplus  (or  quasi-rent)  is  of  a 
difierent  character  from  that  which  the  worker  or  accumu- 
lator of  capital  derives  from  the  fact  that  much  of  his  work 
or  waiting  involves  no  sacrifice,  while  yet  the  whole  of  it 
reaps  a  reward'.  For  the  basis  of  these  surpluses  is  a  psycho- 
logical peculiarity  of  the  individual:  while  the  quasi-rent  of 
an  appliance  for  production  is  not  generally  any  surplus  at 
all  in  the  long  run ;  but — under  the  influence  of  changing 
circumstance,  varying  fashion,  innovating  invention,  fluctuat- 
ing credit,  &c. — sometimes  rises  above,  and  sometimes  falls 
below  that  level  which  was  anticipated  when  the  appliance 
was  brought  into  existence.  Further  light  will  be  thrown  on 
this  question  later  on  in  the  present  book  and  in  the  sixth  book. 

1  See  pp.  217—18  and  314. 


CHAPTEE  V. 

EQUILIBRIUM  OF  NORMAL  DEMAND  AND  SUPPLY,  CONTINUED. 
THE  TERM  NORMAL  WITH  REFERENCE  TO  LONG  AND 
SHORT   PERIODS. 

§  1.     The  present  chapter  is  chiefly  occupied  with  differ-    ^°°^  ^■ 
ences  of  degree  between  diflferent  parts  of  the  problem  of  value,      — ^ 
and  especially  normal  value,  resulting  from  differences  in  the  chapter 
length  of  time  to  which  the  problem  relates.     In  this  case,  ?{ffi°^t^ 
as  in  others,  the  economist  merely  brings  to  light  difficulties  relating 
that  are  latent  in  the  common  discourse  of  life,  so  that  by  element 
being  frankly  faced  they  may  be  thoroughly  overcome.    For  which^are 
in  ordinary  life  it  is  customary  to  use  the  word  Normal  in  ^^t^ 
different  senses,  with  reference  to  different  periods  of  time ;  disconrse. 
and- to  leave  the  context  to  explain  the  transition  from  one 
to  another.    The  economist  follows  this  practice  of  every-day 
life:  but,  by  taking  pains  to  indicate  the  transition,  he  some- 
times seems  to  have  created  a  complexity  which  in  fact  he 
has  only  revealed. 

Thus,  for  instance,  when  it  is  said  that  the  price  of  wool  Our  elastic 
on  a  certain  day  was  abnormally  high  though  the  average  the  term 
price  for  the  year  was  abnormally  low,  that  the  wages  of  coal-  co^stent 
miners  were  abnormally  high  in  1872  and  abnormally  low  in  '"''' 
1879,  that  the  (real)  wages  of  labour  were  abnormally  high  practice, 
at  the  end  of  the  fourteenth  century  and  abnormally  low  in 
the  middle  of  the  sixteenth ;  everyone  understands  that  the 
scope  of  the  term  normal  is  not  the  same  in  these  various 
cases.    Everyone  takes  the  context  as  indicating  the  special 
use  of  the  term  in  each  several  case;  and  a  formal  inter- 
pretation clause  is  seldom  necessary,  because  in  ordinary 
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BOOK  V.    conversation  misunderstandings  can  be  nipped  in  the  bud  by 

"         question  and  answer.     Thus  the  diflSculty  arising  from  the 

elastic  use  of  the  term  Normal  need  not  be  a  serious  one,  if 

it  is  fairly  faced:   while  on  the  other  hand  much  confusion 

and  fruitless  controversy  have  arisen  from  ignoring  it. 

Studies  of  §  2.     But  though  applications  of  the  term   Normal  are 

librinmof   thus  elastic,  and  capable  of  being  extended  gradually  from 

demand      ^^'"J  short  to  very  long  periods;  yet  these  periods  may  be 

and  supply  divided  roughly  into  two  classes.     In  the  first  class  there 

may  be  .  °     ■' 

divided  is  time  for  the  supply  of  those  things  which  are  used  in 
classes  as  producing  the  commodity  (or  in  other  words,  its  factors 
to*wUch  of  production)  to  adapt  itself  to  the  demand ;  in  the  second 
they  relate  dass  there  is  not.     The  relation  which  this  first  class  of 

are loug  or 

compara-     normal  equilibria  bears  to  the  second  may  be  made  clearer 

tively  .  ....  . 

short.         by  observing  that  it  is  similar  to  the  relation  which   this 

second    class   bears  to   the    temporary    equilibria   discussed 

in  Chapter  II.;    for  there  the  period  over  which   we   were 

studying  the  action  of  the  forces  of  demand  and  supply  was 

so   short  that  cost   of  production   could   not    exercise    any 

direct  influence  over  the  supply  price. 

Illustration        For   instance,   on   the   day   following   a   large   catch    of 

maSet?     mackerel  the  price  in  the  market  may  settle  down  after 

Temporary  g,  little  mancEuvring  to  an  equilibrium  level  at   as  many 

librinm.      pence  as  it  had  been  at  shillings  on  the  previous  day ;  and 

tionsof       this  change  will  in  no  way  depend  on  the  normal  cost  of 

m?ce  about  matching  mackerel ;  it  will  be  governed  by  the  volume  of  the 

si^or';        past  catch,  with  perhaps  some  slight  reference  to  the  chance 

normal       that  a  similar  catch  may  be  had  on  the  morrow.     If  we  sup- 

prSe.^        pose  the  boat  owned  by  a  capitalist  undertaker  who  pays  the 

fisherman  by  the  day,  the  net  earnings  of  his  boat  for  the 

day  will  be  the  excess  of  the  price  he  gets  for  his  fish  over 

his  outlay  for  wages  and  stores,  together  with  allowance  for 

the  injury  done  to  the  boat  and  net  by  the  day's  work.     The 

excess  on  this  particular  day  may  be  either  more  or  less  than 

the  normal  supply  price  required  to  make  it  worth  his  while 

to  provide  the  boat  and  its  equipment  and  the   business 

organization  needed  for  managing  it  and  selling  its  catch. 

But  if,  in  the  long  run  and  on  the  average,  the  excess  is 

more  than  this  normal  supply  price,  capital  will  drift  into 
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the  fishing  trade ;  if  less,  it  will  drift  out ;  that  is  to  say,    book  t. 
old  boats  and  nets,  when  worn  out,  will  seldom  be  replaced.         " 
And  therefore,  if  the  general  conditions  of  the  fishing  trade 
are  stationary,  the  earnings  of  the  boat  will  oscillate  about 
this  normal  supply  price  as  a  position  of  stable  equilibrium. 

But  next  suppose   there  to  be  great  increase  in   the  Osciila- 
general  demand  for  fish,  such  for  instance  as  might  arise  short- 
from  the  spreading  of  a  disease  through  all  kinds  of  farm  ^^nai 
stock  simultaneously,  by  which  meat  was  made  a  dear  and  snpply 
dangerous  food.     The  increased  demand  for  fish  could  not  its  equi- 
well  be  met  without  bringing  into  the  fishing  trade  some  position, 
people  from  outside,  who  were  not  fitted  by  training  to  do 
its  work  well,  and  to  whom  many  of  its  ordinary  incidents 
would   prove   great   hardships.     Old   and   unsuitable    boats 
would  be  pressed  into  the  service ;  the  better  class  of  boats 
might  earn  in  a  year  enough  to  pay  fifty  per  cent,  or  more  on 
their  total  cost ;  and  able  fishermen,  whether  paid  by  shares 
or  by  the  day,  might  for  a  time  get  twice  their  ordinary 
wages. 

The  (short-period)  normal  price  of  fish  would  be  higher 
than  before ;  variations  in  the  catch  of  fish  from  day  to  day 
might  make  the  market  price  oscillate  at  least  as  violently  as 
before  about  this  new  normal  level  for  an  increased  amount ; 
but  this  new  level  would  rise  rapidly  with  every  such  increase 
of  demand. 

Of  coui-se  these  high  prices  would  tend  to  bring  capital  For  short 
and  labour  into  the  trade :   but  if  it   were   expected   that  increase  in 
the  disease  among  live  stock  would  not  last  very  long,  and  1,^1^^^' 
that  therefore  the  unusual  demand  for  fish  would  die  away  "leariy 

■'  always 

in  a  few  years,  people  would  be  cautious  about  investing  raises 
capital  and  skill  in  a  trade  that  was  in   danger   of  being  supply 
glutted.    And  therefore,  though  when  the  demand  slackened  ^"**' 
off,  the  price  would  fall  too,  and  probably  below  its  old  level ; 
yet  so  long  as  the  demand  was  fully  maintained  the  price 
would  keep  up.     And  here  we  see    an   illustration  of  the 
almost  universal  law  that  an  increase  in  the  amount  demanded 
raises  the  short-period  normal  supply  price. 

§  3.     But  if  we  turn  to  consider  the  long-period  normal  Long- 
supply  price,  we  shall  find  that  it  is  determined  by  a  different  nonnai 
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BooKv.    set  of  causes,  and  with  diflferent  results.     For  suppose  that 

the  disuse  of  meat  causes  a  permanent  distaste  for  it,  and 

anTsnppiy  *^^*  ^^  increased  demand  for  fish  continues  long  enough 
in  eqni-  to  enable  the  forces  by  which  its  supply  is  governed  to  work 
out  their  action  fully.  The  source  of  supply  in  the  sea 
might  perhaps  show  signs  of  exhaustion,  and  the  fishermen 
might  have  to  resort  to  more  distant  coasts  and  to  deeper 
waters.  Nature  giving  a  diminishing  return  to  the  increased 
application  of  capital  and  labour  of  a  given  order  of  eflSciency. 
On  the  other  hand,  those  might  turn  out  to  be  right  who 
think  that  man  is  responsible  for  but  a  very  small  part 
of  the  destruction  of  fish  that  is  constantly  going  on ;  and  in 
that  case  a  boat  starting  with  equally  good  appliances  and 
an  equally  efficient  crew  would  be  likely  to  get  nearly 
as  good  a  haul  after  the  increase  in  the  total  volume  of 
the  fishing  trade  as  before.  In  any  case  the  normal  real 
cost  and  therefore  (the  general  purchasing  power  of  money 
being  assumed  stationary)  the  normal  money  cost  of 
equipping  a  good  boat  with  an  efficient  crew  would  certainly 
not  be  higher,  and  probably  be  a  little  lower,  after  the  trade 
had  settled  down  to  its  now  increased  dimensions,  than 
before.  For  since  fishermen  require  only  trained  aptitudes, 
and  not  any  exceptional  natural  qualities,  their  number 
could  be  increased  in  less  than  a  generation  to  almost  any 
extent  that  was  necessary  to  meet  the  demand ;  while  the 
industries  connected  with  building  boats,  making  nets,  &c., 
being  now  on  a  larger  scale,  would  be  organized  more 
thoroughly  and  economically.  If  therefore  the  waters  of  the 
sea  showed  no  signs  of  depletion  of  fish,  an  increased  supply 
could  be  produced  at  a  lower  price  after  a  time  sufficiently 
long  to  enable  the  normal  action  of  economic  causes  to  work 
itself  out:  and,  the  term  Normal  being  taken  to  refer  to 
a  long  period  of  time,  the  normal  price  of  fish  would  decrease 
with  an  increase  in  the  amount  produced, 
niustra-  To  drive  this  fundamental  distinction  well  home  it  may 

aiTMstof  ^^  wsll  to  take  an  illustration  from  manufacture.     We  saw' 
of^oS'™  ^^^*  ^°  estimate  the  price  at  which  a  certain  quantity  of 
cloth  could  be  produced,  a  person  would  first  calculate  the 

1  Above,  Ch.  m.  §  5. 
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expenses  of  producing  of  all  the  different  things  required  book  v. 
for  the  purpose  with  reference  to  the  amounts  of  each  of  " 
them  that  would  be  wanted,  and  on  the  supposition  in 
the  first  instance  that  the  conditions  of  supply  would  be 
normal  But  now  we  have  to  notice  that  he  would  give 
to  this  term  a  wider  or  narrower  range  according  as  he  was 
looking  more  or  less  far  ahead. 

Thus  in  estimating  the  wages  required  to  call  forth  an 
adequate  supply  of  labour  to  work  a  certain  class  of  looms, 
he  might  take  the  current  wages  of  similar  work  in  the 
neighbourhood :  or  he  might  argue  that  there  was  a  scarcity 
of  that  particular  class  of  labour  in  the  neighbourhood,  that 
its  current  wages  there  were  higher  than  in  other  parts  of 
England,  and  that  looking  forward  over  several  years  so  as  to 
allow  for  immigration,  he  might  take  the  normal  rate  of 
wages  at  a  rather  lower  rate  than  that  prevailing  there  at 
the  time.  Or  lastly,  he  might  think  that  the  wages  of 
weavers  all  over  the  country  were  abnormally  low  relatively 
to  others  of  the  same  grade,  in  consequence  of  a  too  sanguine 
view  having  been  taken  of  the  prospects  of  the  trade  half  a 
generation  ago.  He  might  argue  that  this  branch  of  work 
was  overcrowded,  that  parents  had  already  begun  to  choose 
other  trades  for  their  children  which  offered  greater  net 
advantages  and  yet  were  not  more  difficult ;  that  in  con- 
sequence a  few  years  would  see  a  falling-off  in  the  supply 
of  labour  suited  for  his  purpose ;  so  that  looking  forward  a 
long  time  he  must  take  normal  wages  at  a  rate  rather  higher 
than  the  present  average.  (There  are  indeed  not  many  xjee  of 
occasions  on  which  the  calculations  of  a  business  man  for  Nori^hi 
practical  purposes  need  to  look  forward  so  far,  and  to  extend  ordinary 

^  r       r  business. 

the  range  of  the  term  Normal  over  a  whole  generation : 
but  in  the  broader  applications  of  economic  science  it  is 
sometimes  necessary  to  extend  the  range  even  further,  and  to 
take  account  of  the  slow  changes  that  in  the  course  of 
centuries  affect  the  supply  price  of  the  labour  of  each 
industrial  grade.) 

Again,  in  estimating  the  normal  supply  price  of  wool,  he 
would  probably  take  the  average  of  past  years,  making  an 
allowance  however  for  any  probable  change  in  the  causes 
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BOOK  V.  likely  to  affect  the  supply  in  the  immediate  future.  He 
"  would  probably  reckon  for  the  effect  of  such  droughts  as 
from  time  to  time  occur  in  Australia  and  elsewhere;  since 
their  occurrence  is  too  common  to  be  regarded  as  abnormal : 
but  he  would  probably  not  allow  here  for  the  chance  of  our 
being  involved  in  a  great  war,  by  which  the  Australian  sup- 
plies might  be  cut  off;  he  would  consider  that  any  allowance 
for  this  should  come  under  the  head  of  extraordinary  trade 
risks,  and  not  enter  into  his  estimate  of  the  normal  supply 
price  of  wool. 

He  would  deal  in  the  same  way  with  the  risk  of  civil 
tumult  or  any  violent  and  long-continued  disturbance  of  the 
labour  market  of  an  unusual  character ;  but  in  his  estimate 
of  the  amount  of  work  that  could  be  got  out  of  the  machinery, 
&c.  under  normal  conditions,  he  would  probably  reckon  for 
minor  interruptions  from  trade  disputes  such  as  are  con- 
tinually occurring,  and  are  therefore  to  be  regarded  as 
belonging  to  the  regular  course  of  events,  that  is  as  not 
abnormal'. 
It  may  In  all  these  calculations  he  would  not  concern  himself 

motives  Specially  to  inquire  how  far  mankind  are  under  the  exclusive 
not'seK*  influence  of  selfish  or  self-regarding  motives.  He  might  be 
regarding,  aware  that  anger  and  vanity,  jealousy  and  offended  dignity  are 
still  almost  as  common  causes  of  strikes  and  lockouts,  as  the 
desire  for  pecuniary  gain  :  but  that  would  not  eater  into  his 
calculations :  all  that  he  would  want  to  know  about  them 
would  be  whether  they  acted  with  sufiBcient  regularity  for 

•  These  conditions  are  described  incidentally  by  Tooke  (History  of  Prices, 
Vol.  I.  p.  104) :  "  There  are  particular  articles  of  which  the  demand  for  naval  and 
military  purposes  forms  so  brge  a  proportion  to  the  total  sapply,  that  no  diminu- 
tion of  consumption  by  individnals  can  keep  pace  with  the  immediate  increase  of 
demand  by  government;  and  consequently,  the  breaking  out  of  a  war  tends  to 
raise  the  price  of  snch  articles  to  a  great  relative  height.  But  even  of  such  articles, 
if  the  consumption  were  not  on  a  progressive  scale  of  increase  so  rapid  that  the 
supply,  with  all  the  encouragement  of  a  relatively  high  price,  could  not  keep  pace 
with  the  demand,  the  tendency  is  (supposing  no  impediment,  natural  or  artificial, 
to  production  or  importation)  to  occasion  such  an  increase  of  quantity,  as  to 
reduce  the  price  to  nearly  the  same  level  as  that  from  which  it  had  advanced. 
And  accordingly  it  will  be  observed,  by  reference  to  the  table  of  prices,  that  salt- 
petre, hemp,  iron,  etc.,  after  advancing  very  considerably  under  the  influence  of  a 
greatly  extended  demand  for  military  and  naval  purposes,  tended  downwards 
again  whenever  that  demand  was  not  progressively  and  rapidly  increasing." 
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him  to  be  able  to  make  a  reasonably  good  allowance  for  book  v. 
their  influence  in  causing  interruptions  of  work  and  increasing  ^1_' 
the  normal  supply  price  of  the  goods*.  — 

§  4.  To  go  over  the  ground  again  in  another  way.  Market  Restate- 
values  are  governed  by  the  relation  of  demand  to  stocks  the  i 
actually  in  the  market;  with  more  or  less  reference  to'®^"^'- 
'  future '  supplies,  and  not  without  some  influence  of  trade 
combinations'.  But  the  current  supply  is  in  itself  the  result 
of  the  action  of  producers  in  the  past ;  this  action  has  been 
mainly  determined  by  their  comparing  the  prices  which  they 
expect  to  get  for  their  goods  with  the  expenses  to  which  they 
will  be  put  in  producing  them.  The  range  of  expenses  of 
which  they  take  account  will  depend  on  whether  they  are 
merely  considering  the  extra  expenses  of  certain  extra 
production  with  their  existing  plant,  or  are  considering 
whether  to  lay  down  new  plant  for  the  purpose.  But  in  any 
case  it  will  be  the  general  rule  that  that  portion  of  the 
supply  which  can  be  most  easily  produced  will  be  produced, 
unless  the  price  is  expected  to  be  very  low.  Every  increase 
in  the  price  expected  will,  as  a  rule,  induce  some  people  who 
would  not  otherwise  have  produced  anything,  to  produce  a 
little ;  while  those  who  have  produced  something  for  the 
lower  price,  will  probably  produce  more  for  the  higher  price. 

The  producers  who  are  in  doubt  whether  to  produce 
anything  at  all  may  be  said  to  lie  altogether  on  the  margin 
of  production  (or,  if  they  are  agriculturists,  on  the  margin  of 
cultivation).  Their  decision  exerts  some  influence  on  supply 
and  therefore  on  price.  But  as  a  rule  they  are  very  few  in 
number ;  there  may  be  none  in  this  position ;  and  anyhow 
their  action  is  far  less  important  than  that  of  the  great  body 

1  See  Book  i.  ch.  v.  §  9. 

'  Where  there  is  a  strong  combination,  tacit  or  overt,  prodacers  may  some- 
times regulate  the  price  for  a  considerable  time  together  with  very  little  reference 
to  cost  of  prodaction.  And  if  the  leaders  in  that  combination  were  those  who  had 
the  best  facilities  for  prodaction, -it  might  be  said,  in  apparent  though  not  in  real 
contradiction  to  Ricardo's  doctrines,  that  the  price  was  governed  by  that  part  of 
the  supply  which  was  most  easily  produced.  Bnt  as  a  fact,  those  producers  whose 
finances  are  weakest,  and  who  are  boond  to  go  on  producing  to  escape  failure, 
often  impose  their  policy  on  the  rest  of  the  combination.  And  it  is  a  common 
saying,  both  in  America  and  England,  that  the  weakest  members  of  a  combination 
are  frequently  its  mlers. 
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of  producers  who  will  produce  something  whatever  be  the  price 
(within  certain  limits),  but  watch  the  price  to  see  how  far  it 
is  worth  their  while  to  extend  their  production.  That  part 
of  their  production  with  regard  to  which  such  persons  are  on 
the  margin  of  doubt  as  to  whether  it  is  worth  while  for  them 
to  produce  it  at  the  price,  is  to  be  included  together  with 
that  of  the  persons  who  are  in  doubt  whether  to  produce  at 
all ;  the  two  together  constitute  the  marginal  production  at 
that  price. 

Thus  then  the  general  drift  of  the  term  Normal  Supply 
drifVof  the  price  is  always  the  same  whether  the  period  to  which  it  refers 
is  short  or  long;  but  there  are  great  diiFerences  in  detail. 
In  every  case  it  has  reference  to  a  certain  given  rate  of 
aggregate  production,  that  is,  to  the  production  of  a  certain 
aggregate  amount  daily  or  annually.  In  every  case  it  means 
the  price  the  expectation  of  which  is  sufificient  and  only 
just  sufficient  to  make  it  worth  while  for  people  to  produce 
that  agg^regate  amount :  in  every  case  it  is  the  marginal  cost 
of  production ;  that  is,  it  is  the  cost  of  production  of  those 
,goods  which  are  on  the  margin  of  not  being  produced  at  all, 
and  which  would  not  be  produced  if  the  price  to  be  got  for 
them  were  expected  to  be  at  all  lower.  But  the  causes 
which  determine  this  margin  vary  with  the  length  of  the 
period  under  consideration. 

The  immediate  effect  of  the  expectation  of  a  high  price  is 
periods  the  to  cause  people  to  bring  into  active  work  all  their  appliances 
of  product  of  production,  and  to  work  them  full  time  and  perhaps  over- 
time.    The  marginal  supply  price  is  then  the  money  cost  of 


The 
general 


Normal 
Supply 
price  is 
the  same 
for  short 
and  long 
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Bot  for 
short 


tion  have 
to  be  taken 

forgrMit-  production  of  that  part  of  the  produce  which  forces  the 
snpply  undertaker  to  hire  such  inefficient  labour  (perhaps  tired  by 
a^Twhich  working  overtime)  at  so  high  a  price,  and  to  put  himself  and 

is  jnst 

needed  to 

call  forth 

those 

elements 

of  supply 

which  are 

on  the 

margin  of 

not  being 

produced        .  .  •  <•         j        • 

with  those  time  for  any  price  that  covered  the  prime  costs  of  production 
account    '  and  rewarded  them  for  their  own  trouble.     But,  as  it  is,  they 


others  to  so  much  strain  and  inconvenience  that  he  is  on  the 
margin  of  doubt  whether  it  is  worth  his  while  to  do  it  or  not. 
The  immediate  effect  of  the  expectation  of  a  low  price  is  to- 
throw  many  appliances  for  production  out  of  work,  and  slacken 
the  work  of  others.  If  the  producers  had  no  fear  of  spoiling 
their  markets,  it  would  be  worth  their  while  to  produce  for  a 
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generally  hold  out  for  a  higher  price ;  each  man  fears  to  spoil    book  v. 
his  chance  of  getting  a  better  price  later  on  from  his  own         " 
customers ;  or,  if  he  produces  for  a  large  and  open  market,  he  beingtaken 
is  more  or  less  in  fear  of  incurring  the  resentment  of  other  of  spoiling 
producers,  should  he  sell  needlessly  at  a  price  that  spoils  the  '''®™"  **• 
common  market  for  all.     The  marginal  production  in  this 
case  is  the  production  of  those  whom  a  little  further  fall  of 
price  would  cause,  either  from  a  regard  to  their  own  interest 
or  by  formal  or  informal  agreement  with  other  producers,  to 
suspend  production  for  fear  of  further  spoiling  the  market. 
This  then  is  the  interpretation  of  marginal  supply  price  for 
short  periods :  for  which  it  rises  with  every  increase  in  the 
amount  that  has  to  be  produced*. 

Thus  in  short  periods  the  supply  of  specialized  skill  and  Meanwhile 
ability,  of  suitable  machinery  and  other  material  capital,  and  aerived""* 
of  the  appropriate  industrial  orffanization  has  not  time  to  be  ^°^.  *^°^ 

^c      r  o  appliances 

fully  adapted  to  demand;  but  the  producers  have  to  adjust  afEordsa 
their  supply  to  the  demand  as  best  they  can  with  the  over  prime 
appliances  already  at  their  disposal.  On  the  one  hand  there  "°^ "' 
is  not  time  materially  to  increase  those  appliances  if  the 
supply  of  them  is  deficient ;  and  on  the  other,  if  the  supply 
is  excessive,  some  of  them  must  remain  imperfectly  employed, 
since  there  is  not  time  for  the  supply  to  be  much  reduced  by 
gradual  decay,  and  by  conversion  to  other  uses.  The  par- 
ticular income  derived  from  them  during  those  times  does 
not  for  the  time  affect  perceptibly  the  supply  nor  therefore 
the  price  of  the  commodities  produced  by  them :  it  is  a 
surplus  of  total  receipts  over  prime  (money)  cost,  governed 
by  the  more  or  less  accidental  relations  of  demand  and 
supply  for  that  time  (i.e.  a  Quasi-rent) ;  but  unless  it  is 
sufficient  to  cover  in  the  long  run  the  supplementary  costs  of 
the  business,  production  will  gradually  fall  off.  In  this  way 
a  controlling  influence  over  the  relatively  quick  movements 

1  We  shall  later  study  the  mutual  inflnences  of  fluctuations  in  the  purchasing 
power  of  money,  in  credit,  and  in  the  activity  of  producers ;  and  also  the  motives 
and  the  methods  of  combinations  among  employers  to  restrict  their  output,  and 
of  combinations  among  employes  to  restrict  their  work,  with  the  double  purpose 
of  extracting  better  terms  for  themselves  from  their  employers  and  of  putting 
pressure  on  those  of  their  employers  who  are  inclined  to  sell  nearly  at  prime  cost 
and  spoil  the  common  market. 
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BooKv.    of  supply  price  during  short  periods  is  exercised  by  causes 
in  the  background  which  range  over  a  long  period ;  and  the 
fear  of  "  spoiling  the  market "  often  makes  those  causes  act 
more  promptly  than  they  otherwise  would. 
But  for  §  5.     In  long  periods  all  investments  of  capital  and  effort 

penods  the  in  providing  the  material  plant  and  the  organization  of  a 
supply  business,  and  in  acquiring  trade  knowledge  and  specialized 
that  which  ability,  have  time  to  be  adjusted  to  the  incomes  which  are 
needed  expected  to  be  earned  by  them :  and  the  estimates  of  those 
forth  those  incomes  therefore  directly  govern  supply  and  are  the  true 
"^^ts'or'  long-period  normal  supply  price  of  the  commodities  pro- 
capital,       duced. 

and  A  great  part  of  the  capital  invested  in  a  business  is 

wliSTare  generally  spent  on  building  up  its  internal  organization  and 
required  to  -^g   external   trade   connections.     If  the   business  does  not 

make  up  a 

certain       prosper  all  this  capital  is  lost,  even  though  its  material  plant 
volume  of    may  realize  a  considerable  part  of  its  original  cost.    And  any- 
^n;""       one  proposing  to  start  a  new  business  in  any  trade  must 
reckon  for  the  chance  of  this  loss.     If  himself  a  man  of 
normal  capacity  for  that  class  of  work,  he  may  look  forward 
ere  long  to  his  business  being  a  Representative  one,  in  the 
sense  in  which  we  have  used  this  term,  with  its  fair  share  of 
those  internal  and  external  economies  which  the  aggregate 
scale  of  production  in  that  trade  will  cause  to  accrue  to  such 
a  business.     If  the  net  receipts  of  such  a  representative 
business,  that  is,  the  excess  of  its  incomings  over  its  outgoings, 
seem  likely  to  be  greater  than  he  could  get  by  similar  invest- 
ments in  other  trades  to  which  he  has  access,  he  will  choose 
this  trade.     Thus  that  marginal  investment  of  capital  in  a 
trade,  on  which  the  price  of  the  commodity  produced  by  it 
depends  in  the  long  run,  is  governed  by  estimates  on  the  one 
hand  of  the  outgoings  required  to  build  up  and  to  work  a 
representative  firm,  and  on  the  other  of  the  incomings,  spread 
■fj-    ^      over  a  long  period  of  time,  to  be  got  by  such  a  price._^- — ^ 
these  "Pot  we  must  remember  that,  though  at  any  particular 

ecOTiomies  jQQjQgQ^  some  businesses  will  be  rising  and  others  falling ; 
duction,  yet  when  we  are  taking  a  broad  view  of  the  causes  which 
viewed  govem  normal  supply  price,  we  need  not  trouble  ourselves 
increase      with  these  eddies  on  the  surface  of  the  great  tide.     Such 
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eddies  will  always  exist,  and  occasionally  play  an  important    book  t. 
part  in  the  history  of  a  particular  trade ;  the  recent  histories         " 
of  the  manufactures  of  silk,  of  watches,  and  of  agricultural  |,^g^J^e 
implements,  and  again  of  the  shipbuilding,  the  sugar  refining  aggregate 
and  the  chemical  industries  afford  examples  of  the  way  in  increases. 
which  the  energy  or  the  incompetence  of  a  few  business  men 
may  exert  a  powerful  influence  on  the  development  of  a  great 
trade  in  one  place  and  its  decadence  in  another. 

Such  facts  are  significant  for  some  purposes,  but  they  do 
not  concern  us  just  now  ;  because  looking,  as  we  now  are,  at 
broad  results  only,  we  have  no  reason  to  believe  that  the 
eddy  at  any  particular  time  will  be  moving  in  one  direction 
rather  than  another.  Any  particular  increment  of  produc- 
tion may  be  due  to  some  new  manufacturer  who  is  struggling 
against  difficulties,  working  with  insufficient  capital,  and  en- 
during great  privations  in  the  hope  that  he  may  gradually 
build  up  a  good  business.  Or  it  may  be  due  to  some  wealthy 
firm  which  by  enlarging  its  premises  is  enabled  to  attain  new 
economies  altogether  out  of  proportion  to  the  small  fraction 
that  the  extension  of  its  particular  business  adds  to  the  aggre- 
gate volume  of  production  in  its  trade,  and  reap  great  gains 
from  its  successful  adaptation  to  its  surroundings  or  from  the 
favours  of  fortune.  But  these  inequalities  do  not  prevent 
the  steady  tendency  of  the  long-period  normal  supply  price  to 
diminish  in  many  branches  of  industry  as  a  direct  consequence 
of  an  increase  in  theii-  aggregate  volumes  of  production. 

Of  course  there  is  no  hard  and  sharp  line  of  division  There  is 
between  "  long  "  and  "  short  "  periods.  Nature  has  drawn  no  di^^^ 
such  lines  in  the  economic  conditions  of  actual  life ;  and  in  j>«*''ee° 

'  long  ana 

dealing  with  practical  problems  they  are  not  wanted.     Just  si^ort 

..,.,.,  .....  ,  1  ,.  ,    periods. 

as  we  contrast  civilized  with  uncivilized  races,  and  establish 
many  general  propositions  about  either  group,  though  no 
hard  and  fast  division  can  be  drawn  between  the  two ;  so  we 
contrast  long  and  short  periods  without  attempting  any  rigid 
demarcation  between  them.  If  it  is  necessary  for  the  pur- 
poses of  any  particular  argument  to  divide  one  case  sharply 
from  the  other,  it  can  be  done  by  a  special  interpretation 
clause :  but  the  occasions  on  which  this  is  necessary  are 
neither  frequent  nor  important.  In  those  broad  inquiries 
M.  29 
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which  will  occupy  the  remainder  of  this  Book,  we  shall  be 
concerned  almost  exclusively  with  the  true  normal  equilibria : 
but  when  at  a  later  stage  we  come  to  consider  the  quickly 
moving  oscillations  of  trade  and  commerce,  the  short-period 
normal,  or  as  we  may  conveniently  call  them,  the  subnormal 
equilibria  will  claim  more  of  our  attention'. 

§  6.  Such  are  the  broad  outlines  of  the  general  theory  of 
equilibrium  of  normal  demand  and  supply ;  but  there  remain 
many  important  questions  to  be  considered.  Some  of  these 
relate  to  the  several  peculiarities,  and  the  mutual  relations 
of  the  agents  of  production.  Labour,  Capital,  Organization, 
and  Land;  and  they  will  be  postponed  to  the  following  Book. 
But  there  are  several  others  which  are  more  general  in 
character  and  may  be  taken  at  once. 

The  first  group  is  concerned  with  the  relations  between 
the  dififerent  factors  that  are  required  to  co-operate  for  the 
production  of  the  same  goods,  and  with  those  between  the 

1  Of  course  the  periods  required  to  adapt  the  several  factors  of  production  to 
the  demand  may  be  very  different ;  the  number  of  skilled  compositors  for  instance, 
cannot  be  increased  nearly  as  fast  as  the  supply  of  type  and  printing-presses. 
And  this  canse  alone  would  prevent  any  rigid  division  being  made  between  long 
and  short  periods.  But  in  fact  a  theoretically  perfect  long  period  mast  give  time 
enough  to  enable  not  only  the  factors  of  production  of  the  commodity  to  be 
adjusted  to  the  demand,  but  also  the  factors  of  production  of  those  factors  of 
production  to  be  adjusted  and  so  on;  and  this,  when  carried  to  its  logical 
consequences,  will  be  found  to  involve  the  supposition  of  a  stationary  state  of 
industry,  in  which  the  requirements  of  a  future  age  can  be  anticipated  an 
indefinite  time  beforehand.  Some  such  assumption  is  indeed  unconsciously  im- 
plied in  many  popular  renderings  of  Bicardo's  theory  of  value,  if  not  in  his  own 
versions  of  it ;  and  it  is  to  this  cause  more  than  any  other  that  we  must  attribute 
that  simplicity  and  sharpness  of  outline,  from  which  the  economic  doctrines  in 
fashion  in  the  first  half  of  this  century  derived  some  of  their  seductive  charm  as 
well  as  most  of  whatever  tendency  they  may  have  to  lead  to  false  practical  con- 
clusions. 

The  periods  for  which  prices  are  reckoned  may  be  divided  into  any  number  of 
classes  according  to  their  length.  But  four  classes  stand  out.  In  each,  price  is 
governed  by  the  relations  between  demand  and  supply.  But  as  regards  market 
prices,  "  supply  "  is  taken  to  mean  the  stock  of  the  commodity  in  question  which  is 
on  hand,  or  at  all  events  "  in  sight."  As  regards  short-normaZ  or  sttb-noinnal  prices, 
**  supply  "  means  broadly  what  can  be  produced  for  the  price  in  question  with  the 
existing  stock  of  plants  personal  and  impersonal,  in  the  given  time.  As  regards 
(full)  normal  prices,  supply  means  what  can  be  produced  by  plant,  which  itself  can 
be  remuneratively  produced  and  appUed  within  the  given  time.  While  lastly  there 
are  secular  movements  of  normal  price,  caused  by  the  gradual  growth  of  knowledge, 
of  population  and  of  capital,  and  the  changing  conditions  of  demand  and  supply 
from  one  generation  to  another. 
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joint  products  of  the  same  branch  of  production,  &c.     Some    book  t. 

interruption  of  the  natural  course  of  the  argument  is  involved      ' 

by  taking  these  next :    but   though   they  do   not  directly  ^^^^" 
continue  the  train  of  thought  pursued  in  this  chapter,  they  Chapters 
throw  on  it  an  important  side-light  of  which  it  seemed  best 
to  avail  ourselves  before  proceeding  further. 

The  argument  of  the  present  chapter,  with  regard  to 
the  influence  of  time  on  value,  is  continued  in  the  second 
group,  which  deals  with  the  various  relations  in  which 
the  incomes  derived  from  the  free  gifts  of  nature,  and 
possessions  jof  all  kinds,  personal  and  impersonal,  stand  to 
value.  In  this  group  several  diflficulties,  that  have  been 
slightly  touched  on  as  yet,  will  be  examined  at  length,  with 
the  purpose  among  others  of  bringing  out  the  complete 
continuity  between  the  theory  of  the  income  derived  from 
land  and  from  other  things  which  are  commonly  said  to  be 
made  by  man,  but  really  are  only  turned  to  account  by  him ; 
since  man  can  create  only  utilities,  whether  he  is  working  on 
land  or  on  a  movable  commodity. 

This  further  study  of  these  incomes  from  possessions  (or  chapter  xi. 
quasi-rents)  will  lead  the  way  to  a  rather  technical  discussion 
of  the  relations  between  marginal  and  average  supply  price 
expenses  of  production ;  and  of  problems  in  which  two  or 
more  positions  of  stable  equilibrium  between  normal  demand 
and  normal  supply  may,  theoretically  at  least,  be  possible. 

The  last  group  relates  to  the  bearings  of  the  theories  of  chapters 
demand  and  supply,  and  of  monopolies  on  the  famous  doctrine  '"'' ''™' 
that  free  competition  tends  to  make  the  aggregate  satisfaction 
a  maximum. 

All  of  these  discussions  are  integral  parts  of  a  complete  some  of 
understanding  of  the  theory  of  value:  but  at  all  events  the  chapters 
last  two  groups  are  not  essential  to  the  discussion  of  the  ™*y '? 


broad   problem   of  Distribution  and  Exchange,  which  will  over  for 
occupy  our  attention  in  the  following  Book.     And  the  sum-  present, 
mary  of  their  chief  results  given  in  the  concluding  chapters 
of  this  Book  may  suffice  for  the  present  purpose  of  those 
readers  who  desire  to  get  as  soon  as  possible  to  the  applica- 
tion of  the  theory  of  value  to  social  questions. 

29—2 
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§  1.  The  demand  for  the  things  used  for  making  other 
things,  and  their  factors  of  production,  is  indirect ;  it  is 
derived  from  the  demand  for  the  things  towards  the  pro- 
duction of  which  they  contribute ;  or,  in  other  words,  the 
demands  for  all  the  various  factors  of  production  of  a  finished 
commodity  are  joined  together  in  the  joint  demand  for  it'. 
Thus  the  demand  for  beer  is  direct,  and  is  a  joint  demand 
for  hops,  malt,  brewers'  labour,  and  the  other  factors  of  pro- 
duction of  beer:  and  the  demand  for  any  one  of  them  is 
an  indirect  demand  derived  from  that  for  beer.  Again,  there 
is  a  direct  demand  for  new  houses ;  and  from  this  there  arises 
a  joint  demand  for  the  labour  of  all  the  various  building 
trades,  and  for  bricks,  stone,  wood,  etc.,  which  are  factors  of 
production  of  building  work  of  all  kinds,  or  as  we  may  say  for 
shortness,  of  new  houses.  But  the  demand  for  any  one  of 
these,  as  for  instance  the  labour  of  plasterers,  is  only  an 
indirect,  or  Derived,  demand. 

Let  us  take  an  illustration  from  a  class  of  events  that  are 
of  frequent  occurrence  in  the  labour  market ;  the  period  over 
which  the  disturbance  extends  being  short,  and  the  causes  of 
which  we  have  to  take  account  as  readjusting  demand  and 


1  Compare  Book  in.  Ch.  in.  §  6.  It  will  be  recollected  that  the  things  in  a 
form  ready  for  immediate  use  have  been  called  goods  of  the  first  Order,  or  Con- 
sumers' goods  ;  and  that  things  used  as  Factors  of  production  of  other  goods  have 
been  called  Producers'  goods,  or  goods  of  the  second  and  higher  Orders  or  Inter- 
mediate goods:  also  that  it  is  rather  dif&cnlt  to  say  when  goods  are  really 
finished;  and  that  many  things  are  commonly  treated  as  finished  Consumers' 
goods  before  they  are  really  ready  for  consumption,  e.g.  flour  (Book  ii.  Ch. 
III.  §  1). 
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supply  being  only  such  as  are  able  to  operate  within  that    book  v. 
short  period.  

This  case  has  important  practical  bearings,  which  give  it 
a  special  claim  on  our  attention ;  but  we  should  notice  that, 
referring  as  it  does  to  short  periods,  it  is  an  exception  to  our 
general  rule  of  selecting  illustrations  in  this  and  the  neigh- 
bouring chapters  from  cases  in  which  there  is  time  enough 
for  the  full  long-period  action  of  the  forces  of  supply  to  be 
■developed. 

Let  us  then  suppose  that  the  supply  and  demand  for 
"building  being  in  equilibrium,  there  is  a  strike  on  the  part 
of  one  group  of  workers,  say  the  plasterers,  or  that  there  is 
some  other  disturbance  to  the  supply  of  plasterers'  labour. 
In  order  to  isolate  and  make  a  separate  study  of  the  demand 
for  that  factor,  we  suppose  firstly  that  the  general  conditions 
of  the  demand  for  new  houses  remain  unchanged  (that  is, 
that  the  demand  schedule  for  new  houses  remains  valid); 
and  secondly  we  assume  that  there  is  no  change  in  the  general 
conditions  of  supply  of  the  other  factors,  two  of  which  are  of 
course  the  business  faculties  and  the  business  organizations 
of  the  master  builders ;  (that  is,  we  assume  that  their  lists  of 
supply  prices  also  remain  valid).  Then  a  temporary  check  to 
the  supply  of  plasterers'  labour  will  cause  a  proportionate 
check  to  the  amount  of  building :  the  demand  price  for  the 
diminished  number  of  houses  will  be  a  little  higher  than 
before ;  and  the  supply  prices  for  the  other  factors  of  pro- 
duction will  not  be  greater  than  before'.  Thus  new  houses 
can  now  be  sold  at  prices  which  exceed  by  a  good  margin  the 
sum  of  the  prices  at  which  these  other  requisites  for  the 
production  of  houses  can  be  bought ;  and  that  margin  gives 
the  limit  to  the  possible  rise  of  the  price  that  will  be  offered 
for  plasterers'  labour,  on  the  supposition  that  plasterers' 
labour  is  indispensable.  The  different  amounts  of  this  margin, 
corresponding  to  different  checks  to  the  supply  of  plasterers' 
labour,  are  governed  by  the  general  rule  that : — 

1  This  is  at  any  rate  true  under  aU  ordinary  conditions:  there  will  be  less 
extra  charges  for  overtime;  and  the  price  of  the  labour  of  carpenters,  brick- 
layers and  others  is  likely  rather  to  go  down  than  to  go  np,  and  the  same  is  true 
-of  bricks  and  other  bailding  materials. 


454 


JOINT  AND   COMPOSITE  DEMAND   AND   SUPPLY. 


BOOKT. 
CH.  VI. 

Law  of 
Derived 
Demand, 


The  price  that  will  be  oflFered  for  any  thing  used  in  pro- 
ducing a  commodity  is,  for  each  separate  amount  of  the 
commodity,  limited  by  the  excess  of  the  price  at  which  that 
amount  of  the  commodity  can  find  purchasers,  over  the  sum 
of  the  prices  at  which  the  corresponding  supplies  of  the  other 
things  needed  for  making  it  will  be  forthcoming.  Or,  to  use 
technical  terms,  the  demand  schedule  for  any  factor  of  pro- 
duction of  a  commodity  can  be  Derived  from  that  for  the 
commodity  by  subtracting  from  the  demand  price  of  each 
separate  amount  of  the  commodity  the  sum  of  the  supply 
prices  for  corresponding  amounts  of  the  other  factors. 

It  must  always  be  remembered  that  this  Derived  schedule 
has  no  validity  except  on  the  supposition  that  we  are  isolating 
this  one  factor  for  separate  study ;  that  its  own  conditions 
of  supply  are  disturbed ;  that  there  is  at  the  time  no  in- 
dependent disturbance  affecting  any  other  element  in  the 
problem ;  and  that  therefore  in  the  case  of  each  of  the  other 
factors  of  production  the  selling  price  may  be  taken  to  coincide 
always  with  the  supply  price'. 


1  In  illastrating  this  by  a  diagram  it  will  be  well,  for  the  sake  of  shortness  of 
wording,  to  divide  the  expenses  of  production  of  a  commodity  into  the  supply 
prices  of  two  things  of  which  it  is  made ;  let  us  then  regard  the  supply  price  of  a 
knife  as  the  sum  of  the  supply  prices  of  its  blade  and  handle,  and  neglect  the  ex- 
pense of  putting  the  two  together.  Let  «»'  be  the  supply  cnrre  for  handles  and 
S8'  that  for  knives;  so  that  M  being  any  point  on  Ox,  and  ifjQ  being  drawn  ver- 
tically to  cut  ss'  in  q  and  SS'  in  Q,  Mq  is  the  supply  price  for  OJf  handles,  qQ  is 
the  supply  price  for  OM  blades  and  MQ  the  supply  price  for  OM  knives.  Let  DD' 
the  demand  curve  for  knives  cut  SS'  in  A,  and  AaB  be  drawn  vertically  as  in  the 
figure.  Then  in  equilibrium  OB  knives  are  sold 
at  a  price  BA  of  which  Ba  goes  for  the  handle 
and  aA  for  the  blade. 

(In  this  illustration  we  may  suppose  that 
sufficient  time  is  allowed  to  enable  the  forces 
which  govern  supply  price  to  work  themselves 
out  fully ;  and  we  are  at  liberty  therefore  to  make 
our  supply  curves  inclined  negatively.  This 
change  will  not  afiect  the  argument ;  bat  on  the 
whole  it  is  best  to  take  our  typical  instance  with 
the  supply  curve  inclined  positively.) 

Now  let  us  suppose  that  we  want  to  isolate 
for  separate  study  the  demand  for  knife  handles.  Accordingly  we  suppose  that  the 
demand  for  knives  and  the  supply  of  blades  conform  to  the  laws  indicated  by 
their  respective  curves:  also  that  the  supply  curve  for  handles  still  remains 
in  force  and  represents  the  circumstances  of  normal  supply  of  handles,  although 
the  supply  of  handles   is  temporarily  disturbed.    Let  MQ  cut  Z)2)'  in  P,  then 
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§  2.     When  however  we  come  to  apply  this  theory  to  the    book  t. 

actual  conditions  of  life,  it  will  be  important  to  remember      _! ' 

that  if  the  supply  of  one  factor  is  disturbed,  the  supply  of  ^s*to'the 
others  is  likely  to  be  disturbed  also.     In  particular,  when  the  practical 

.  .        .  .  apphca- 

factor  by  which  the  supply  is  disturbed  in  one  class  of  labour,  tionsof  the 
as  that  of  the  plasterers,  the  employers'  earnings  generally  *°'^' 
act  as  a  buffer.  That  is  to  say,  the  loss  falls  in  the  first 
instance  on  them;  but  by  discharging  some  of  their  work- 
men and  lowering  the  wages  of  others,  they  ultimately 
distribute  a  great  part  of  it  among  the  other  factors  of  pro- 
duction. The  details  of  the  process  by  which  this  is  effected 
are  various,  and  depend  on  the  action  of  trade  combinations, 
on  the  higgling  and  bargaining  of  the  market,  and  on  other 
causes  with  which  we  are  not  just  at  present  concerned. 

We  may  note  the  general  conditions,  under  which  a  check  Conditions 
to  the  supply  of  a  thing  that  is  wanted  not  for  direct  use,  which  a 
but  as  a  factor  of  production,  may  cause  a  very  great  rise  in  g„^iJ^y 
its  price.     The  first  condition  is  that  the  factor  itself  should  raise  mnch 

MP  is  the  demand  price  for  OM  knives  and  Qq  is  the  supply  price  for  OM  blades. 
Take  a  point  p  in  MP  snch  that  Pp  is  eqaal  to  Qq,  and  therefore  Mp  is  the 
excess  of  MP  over  Qq  ;  then  Mp  is  the  demand  price  for  OM  liandles.  Let  dd'  be 
the  locns  of  p  obtained  by  giving  M  successive  positions  along  Ox  and  finding  the 
corresponding  positions  of  p ;  then  dct  is  the  derived  demand  curve  for  handles. 
Of  course  it  passes  throngh  a.  We  may  now  neglect  all  the  rest  of  the  figure 
except  the  carves  dit,  ss'-^  and  regard  them  as  representing  the  relations  of 
demand  for  and  supply  of  handles,  other  things  being  eqaal,  that  is  to  say, 
in  the  absence  of  any  disturbing  cause  which  affects  the  law  of  supply  of  blades 
and  the  law  of  demand  for  knives.  Ba  is  then  the  equilibrium  price  of  handles, 
about  which  the  market  price  oscillates,  in  the  manner  investigated  in  the 
preceding  chapter,  under  the  influence  of  demand  and  supply,  of  which  the 
schedules  are  represented  by  dd'  and  ss'.  It  has  already  been  remarked  that 
the  ordinary  demand  and  supply  curves  have  no  practical  value  except  in  the 
immediate  neighbourhood  of  the  point  of  equilibrinm.  And  the  same  remark 
applies  with  even  greater  force  to  the  equation  of  derived  demand. 

Since  Mp—Mq  =  MP  —  MQ;  therefore  A  being  a  point  of  stable  eqoiUbrium, 
the  equilibrium  at  a  also  is  stable,  whether  the  supply  carves  are  positively  or 
negatively  inclined. 

In  the  illustration  that  has  just  been  worked  out  the  anit  of  each  of  the 
factors  remains  unchanged  whatever  be  the  amount  of  the  commodity  prodaced ; 
for  one  blade  and  one  handle  are  always  reqaired  for  each  knife;  but  when  a 
change  in  the  a&onnt  of  the  conunodity  prodaced  occasions  a  change  in  the 
amount  of  each  factor  that  is  reqaired  for  the  production  of  a  unit  of  the  com- 
modity, the  demand  and  supply  curves  for  the  factor  got  by  the  above  process  are 
not  expressed  iu  terms  of  fixed  units  of  the  factor.  They  must  be  translated  back 
into  fixed  units  before  they  are  available  for  general  use.  (See  Mathematical  Note 
XIV  bis.) 
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BooKv.    be  essential,  or  nearly  essential   to  the  production  of  the 

— "     commodity,  no  good  substitute  being  available  at  a  moderate 

the  price  of      • 
areqnisite  pnce. 

tf(m'°*"*'  The  second  condition  is  that  the  commodity  in  the  pro- 

duction of  which  it  is  a  necessary  factor,  should  be  one  for 
which  the  demand  is  stifif  and  inelastic ;  so  that  a  check  to 
its  supply  will  cause  consumers  to  offer  a  much  increased 
price  for  it  rather  than  go  without  it;  and  this  of  course 
includes  the  condition  that  no  good  substitutes  for  the  com- 
modity are  available  at  a  price  but  little  higher  than  its 
equilibrium  price.  If  the  check  to  house  building  raises  the 
price  of  houses  very  much,  builders,  anxious  to  secure  the 
exceptional  profits,  will  bid  against  one  another  for  such 
plasterers'  labour  as  there  is  in  the  market*. 

The  third  condition  is  that  only  a  small  part  of  the 
expenses  of  production  of  the  commodity  should  consist  of 
the  price  of  this  factor.  Since  the  plasterer's  wages  are  but 
a  small  part  of  the  total  expenses  of  building  a  house,  a  rise  of 
even  50  per  cent,  in  them  would  add  but  a  very  small  per- 
centage to  the  expenses  of  production  of  a  house  and  would 
check  demand  but  little*. 

The  fourth  condition  is  that  even  a  small  check  to  the 
amount  demanded  should  cause  a  considerable  fall  in  the 
supply  prices  of  other  factors  of  production ;  for  that  will  in- 
crease the  margin  available  for  paying  a  high  price  for  this 
one'.  If,  for  instance,  bricklayers  and  other  classes  of  work- 
men, or  the  employers  themselves  cannot  easily  find  other 
things  to  do,  and  cannot  afford  to  remain  idle,  they  may  be 
willing  to  work  for  much  lower  earnings  than  before,  and  this 
will  increase  the  margin  available  for  paying  higher  wages  to 

1  We  hare  to  inquire  under  what  conditions  the  ratio  pM  to  aB  will  be  the 
greatest,  pM  being  the  demand  price  for  the  factor  in  question  corresponding  to 
a  Bopply  reduced  from  OB  to  OM,  that  is  reduced  by  the  given  amount  BM.  The 
second  condition  is  that  FM  should  be  large ;  and  since  the  elasticity  of  demand  is 
measured  by  the  ratio  which  BM  bears  to  the  excess  of  PM  over  AB,  the  greater 
PM  is,  the  smaller,  other  things  being  equal,  is  the  elasticity  of  demand. 

3  The  third  condition  is  that  when  Pif  exceeds  AB  ina  given  ratio,  j>Jf  shall 
be  caused  to  exceed  Ba  in  a  large  ratio :  and  other  things  being  equal,  that  requires 
Ba  to  be  but  a  small  part  of  BA. 

'  That  is,  if  Qq  had  been  smaller  than  it  is,  Pp  would  have  been  smaller  and 
Mp  would  have  been  larger.     See  also  Mathematical  Note  xv. 
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plasterers.     These  four  conditions  are  independent,  and  the    book  v. 
efifects  of  the  last  three  are  cumulative.  _! ' 

The  rise  in  plasterers'  wages  would  be  checked  if  it  were  The 
possible  either  to  avoid  the  use  of  plaster,  or  to  get  the  work  Sflnenceof 
done  tolerably  well  and  at  a  moderate  price  by  people  outside  g„bgyj^.°' 
the  plasterers'  trade.     The  law  of  substitution  here  as  else-  Mo". 
where  exercises  a  subduing  influence  on  forces  which  might 
otherwise  lead  to  startling  results.      The  tyranny  which  one 
factor  of  production  of  a  commodity  might  in  some  cases 
exercise  over  the  other  factors  through  the  law  of  derived 
demand  is  tempered  by  the  law  of  substitution  ^ 

Again,  an  increased  difficulty  in  obtaining  one  of  the 
factors  of  a  finished  commodity  can  often  be  met  by  modify- 
ing the  character  of  the  finished  product.     Some  plasterers' 
labour  may  be  indispensable ;  but  people  are  often  in  doubt 
how  much  plaster  work  it  is  worth  while  to  have  in  their 
houses,  and  if  there  is  a  rise  in  its  price  they  will  have  less 
of  it.     The  intensity  of  the  satisfaction  of  which  they  would  and  of  the 
be  deprived  if  they  had  a  little  less  of  it,  is   its  marginal  modf^g 
utility;  the  price  which  they  are  just  willing  to  pay  in  order  t^„f™^h 
to  have  it,  is  the  true  demand  price  for  plasterers'  work  up  the  several 
to  the  amount  which  is  being  used.    So  again  there  is  a  joint  production 
demand  for  malt  and  hops  in  ale  :  but  their  proportions  can  modity 
be  varied,  the  difference  in  the  price  which  can  be  got  for  another.""* 
two  kinds  of  ale  similar  in  other  respects,  but  of  which  one 
has  more  hops  than  the  other,  is  a  representative  of  the 
causes  which  govern  the  demand  price  for  hops'*. 

The  relations  between  plasterers,  bricklayers,  &c.,  are 
representative  of  much  that  is  both  instructive  and  romantic 
in  the  history  of  alliances  and  conflicts  between  trades  unions 
in  allied  trades.  But  the  most  numerous  instances  of  Joint 
demand  are  those  of  the  demand  for  a  raw  material  and  the 


1  Dr  Bohm-Bawerk  in  his  excellent  Gnmdziige  der  Theorie  des  wirtachaftlichen 
Qiiterwerts  (Jakrbuck  fur  NationaZokonomie  und  Statistik^  vol.  xin.  p.  59)  shows 
that  if  all  bnt  one  of  the  factors  of  production  of  a  commodity  have  available  snb- 
stitntes  in  unlimited  supply,  by  which  their  own  price  is  rigidly  fixed,  the  derived 
demand  price  for  the  remaining  factor  will  be  the  excess  of  the  demand  price  for 
the  finished  product  over  the  sum  of  the  supply  prices  thus  fixed  for  the  remaining 
factors.    This  is  an  interestmg  special  case  of  the  law  given  in  the  text. 

2  See  Mathematical  Note  xvi. 
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operatives  who  work  it  up ;  as  for  instance  cotton  or  jute  or 
iron  or  copper,  and  those  who  work  up  these  several 
materials.  Again,  the  relative  prices  of  different  articles  of 
food  vary  a  good  deal  with  the  supply  of  skilled  cooks'  labour : 
thus  for  instance  many  kinds  of  meat  and  many  parts  of 
vegetables  which  are  almost  valueless  in  America,  where 
skilled  cooks  are  rare  and  expensive,  have  a  good  value  in 
France,  where  the  art  of  cooking  is  widely  diffused. 

§  3.  We  have  already*  discussed  the  way  in  which  the 
demand  for  any  commodity  is  made  up  or  compounded  of  the 
demands  of  the  different  groups  of  people,  who  may  need  it. 
But  we  now  may  extend  this  notion  of  Composite  Demand  to 
requisites  of  production,  which  are  needed  by  several  groups 
of  producers.  Nearly  every  raw  material  and  nearly  every 
kind  of  labour  is  applied  in  many  diSerent  branches  of 
industry,  and  contributes  to  the  production  of  a  great  variety 
of  commodities.  Each  of  these  commodities  has  its  own 
direct  demand  from  which  the  derived  demand  for  any  of  the 
factors  made  in  using  it  can  be  found.  The  total  demand 
for  the  factor  is  the  sum  of  the  derived  demands  for  it,  in 
each  of  its  several  uses ;  and  these  may  be  added  together, 
in  just  the  same  way  as  the  partial  demands  of  several  classes 
of  society  for  a  finished  commodity  are  added  together,  and 
thus  make  up  the  total  demand  for  it''. 


Fig.  -21. 


1  See  Book  m.  Ch.  it.  §  2. 

"  Thus,  let  a  factor  of  prodnction  have  three  uses.  Let  didt  be  the  demand 
carve  for  it  in  its  first  nse.  From  N  any 
point  on  Oy  draw  A^,  horizontally  to  cat  (i,<i,' 
in  Pi ;  then  Npi  is  the  amount  that  is  de- 
manded for  the  first  nse  at  price  ON.  Produce 
Npi  to  p2,  and  further  on  to  P  making  j>,^2 
and  p^P  of  sach  lengths  as  to  represent  the 
amounts  of  the  factor  demanded  at  price  ON 
for  the  second  and  thii'd  uses  respectively.  As 
N  moves  along  Oy  let  jp,  trace  out  the  curve 
d^2  ^^d  let  P  trace  oat  the  curve  Diy.  Thus 
d^^  would  be  the  demand  curve  for  the  factor 
if  it  had  only  its  first  and  second  uses.  DZX 
is  its  demand  curve  for  all  three  uses.  It  is 
immaterial  in  what  order  we  take  the  several 

uses.  In  the  case  represented,  the  demand  for  the  second  nse  begins  at  a  lower 
price  and  that  for  the  third  use  begins  at  a  higher  price  than  does  the  demand  for 
the  first  use.     (See  Mathematical  Note  xvii.) 


DERIVED   SUPPLY  PRICE.  459 

§  4     We  may  now  pass  to  consider  the  case  of  things    book  v. 
which  cannot  be  produced  separately,  and  have  therefore  a      — — 
Joint  Supply  such  as  beef  and  hides,  or  wheat  and  straw,  "g^iy 
It  corresponds  to  that  of  things  which  have  a  joint  demand, 
and  it  may  be  discussed  almost  in  the  same  words,  by  merely 
substituting  "  demand  "  for  "  supply,"  and  vice  versd.     When 
two  or  more  things  are  produced  by  one  and  the  same  process ; 
80  that  the  expenses  of  producing  them  all  together  are  not 
greater  than  the  expenses  of  producing  one  of  them  alone 
would   be ;    then   these  things  are   called   Joint  Products. 
Thus  wheat  and  straw  are  joint  products ;  beef  and  hides  are 
joint  products'. 

In  manufacture  and  agriculture,  in  the  carrying  and 
distributing  trades,  it  is  often  a  matter  of  the  greatest 
diflBculty  to  decide  what  are  the  real  expenses  of  any  one  of 
the  many  operations  that  are  being  done  at  the  same  time. 
The  diflSculty  is  greatest  with  regard  to  those  fixed  charges 
which  would  run  on  if  little  or  nothing  were  being  done  in 

1  If  it  is  desired  to  isolate  the  relations  of  demand  and  supply  for  a  joint 
product,  the  derived  supply  price  is  found  in  just  the  same  way  as  the  derived 
demand  price  for  a  factor  of  production  was  found  in  the  parallel  case  of  demand. 
Other  things  must  be  assumed  to  be  equal  (that  is,  the  supply  schedule  for  the 
whole  process  of  production  must  be  assumed  to  remain  in  force  and  so  must  the 
demand  schedule  for  each  of  the  joint  products  except  that  to  be  isolated).  The 
derived  supply  price  is  then  fouud  by  the  rule  that  it  must  equal  the  excess  of  the 
supply  price  for  the  whole  process  of  production  over  the  sum  of  the  demand 
prices  of  all  the  other  joint  products;  the  prices  being  taken  throughout  with 
reference  to  corresponding  amounts. 

We  may  again  illustrate  by  a  simple  example.    Let  SS'  be  the  supply  curve 
for  bullocks ;  dd'  the  demand  curve  for  their  carcases, 
that  is,  for  the  meat  derived  from  them.   3f  being  any 

point  on  Ox  draw  Mp  vertically  to  cat  dd'  in  p,  and  \  ^^.  22. 

produce  it  to  P  so  that  jpP  represents  the  demand 
price  for  OM  hides.  Then  MP  is  the  demand  price  for 
OM  bullocks,  and  DD'  the  locus  of  F  is  the  demand 
curve  for  bollocks :  it  may  be  called  the  total  demand 
curve.  Let  DD"  cut  SS'  in  A ;  and  draw  AaB  as  in 
the  figure.  Then  in  equilibrium  OB  bullocks  are  pro- 
duced and  sold  at  the  price  BA  of  which  Ba  goes  for 
the  carcase  and  aA  for  the  hide. 

Let  MP  cut  SS'  in  Q.  From  QM  cut  off  Qq  equal  to  Pp ;  then  j  is  a  point  on 
the  derived  supply  curve  for  carcases.  For  if  we  assume  that  the  selling  price  of 
OM  hides  is  always  equal  to  the  corresponding  demand  price  Pp,  it  follows  that 
since  it  costs  QM  to  produce  each  of  03f  bullocks  there  remains  a  price  QM—Pp, 
that  is  qM,  to  be  borne  by  each  of  the  OM  hides.  Then  aa'  the  locus  of  q,  and  dd' 
are  the  supply  and  demand  curves  for  hides.    (See  Mathematical  Kote  xvm.) 
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BOOK  V.  the  establishment ;  and  we  shall  be  much  occupied  hereafter 
,."  with  the  troubles  that  arise  from  this  source. 
But,  where  There  are  however  very  few  cases  of  joint  products  the 
tive  pro^  cost  of  production  of  both  of  which  together  is  exactly  the 
S'j^'kiT  ^^^  ^  *h^*  of  one  of  them  alone.  So  long  as  any  product 
prodncts     of  a  business  has  a  market  value,  it  is  almost  sure  to  have 

can  be  •  i  j  i 

modified,  devoted  to  it  some  special  care  and  expense,  which  would  be 
diminished,  or  dispensed  with  if  the  demand  for  that  product 
were  to  fall  very  much.  Thus,  for  instance,  if  straw  were 
valueless,  farmers  would  exert  themselves  more  than  they  do 
to  make  the  ear  bear  as  large  a  proportion  as  possible  to  the 
stalk.  Again,  the  importation  of  foreign  wool  has  caused 
English  sheep  to  be  selected  almost  exclusively  for  their 
tendency  to  develop  early  heavy  weights  of  good  meat.  It 
is  only  when  one  of  two  things  produced  by  the  same  process 
is  valueless,  unsaleable,  and  yet  does  not  involve  any  expense 
for  its  removal,  that  there  is  no  inducement  to  attempt  to 
modify  their  relative  proportions. 

we  can  And  it  is  only  in  these  exceptional  cases  that  there  is,  as 

often  iso-  ,  t  rv      i       •  •    •  i  i 

late  the       a  rule,  any  great  dimculty  in  ascertainmg  the  separate  supply 
rapSses     price  of  each  of  the  joint  products.     For  when  it  is  possible 
of  prodnc-   ^q  modify  the  proportions  of  these  products,  it  can  always  be 
of  them,      ascertained  what  part  of  the  whole  expense  of  the  process  of 
production  would  be  saved,  by  so  modifying  these  proportions 
as  slightly  to  diminish  the  amount  of  one  of  the  joint  pro- 
ducts, without  affecting  the  amounts  of  the  others.     That 
part  of  the  expense  is  the  expense  of  production  of  the  mar- 
ginal element  of  that  product ;  it  is  the  supply  price  of  which 
we  are  in  search'. 
Composite         §  5.     We  may  pass  to  the  problem  of  Composite  Supply 
which  is  analogous  to  that  of  composite  demand.    It  is  closely 
connected   with    the    law   of   substitution   which    has    been 
Rival  com-  noticed   already.     We    may   consider   that   two    things   are 
Rivals  or  competing  commodities',  when  they  are  capable  of 
satisfying  the  same  demand.     If  the  causes  which  govern 

^  See  Mathematical  Note  xix. 

*  This  latter  phrase  is  used  by  Prof.  Fisher  in  his  briUiant  Mathematical 
Investigations  in  the  theory  of  value  and  prices^  which  throw  mnch  light  on  the 
sabjects  discussed  in  the  present  chapter. 


Supply. 


modities 


DERIVED   AND   COMPOSITE   SUPPLY   PRICE.  461 

their  production  are  neaxly  the  same,  they  may  for  many  book  v. 
purposes  be  treated  as  one  commodity*.  For  instance,  beef  _ !— 
and  mutton  may  be  treated  as  varieties  of  one  commodity 
for  many  purposes ;  but  they  must  be  treated  as  separate  for 
others,  as  for  instance  for  those  in  which  the  question  of  the 
supply  of  wool  enters.  Rival  things  are  however  often  not 
finished  commodities,  but  factors  of  production.  For  instance, 
there  are  many  rival  fibres  which  are  used  in  making 
ordinary  printing  paper-. 

Continued  rivalry  is  as  a  rule  possible  only  when  none  of  cauuot 

.  .         generally 

the  rivals  has  its  supply  governed  by  the  law  of  increasmg  remain  in 
return.     The  equilibrium  is  stable  only  when  none  of  them  together,  if 
is  able  to  drive  the  others  out ;  and  this  is  the  case  when  all  ^^JnJ'oi^yg 
of  them  conform  to  the  law  of  diminishing  return  ;  because  the  Law  of 

,.„  ,.,,.  ,  ,.  Increasing 

then  II  one  did  obtain  a  temporary  advantage  and  its  use  Eetnm. 
increased,  its  supply  price  would  rise,  and  then  the  others 
would  begin  to  undersell  it.  But  if  one  of  them  conformed 
to  the  law  of  increasing  return,  the  rivalry  would  soon 
cease ;  for  whenever  it  happened  to  gain  a  temporary  ad- 
vantage over  its  rivals  its  increased  use  would  lower  its 
supply  price  and  therefore  increase  its  sale — its  supply  price 
would  then  be  further  lowered,  and  so  on :  thus  its  advantage 
over  its  rivals  would  be  continually  increased  until  it  had 

1  Comp.  Jevons,  I.e.  pp.  145,  6. 

^  The  want  which  all  the  nvals  tend  to  satisfy  is  met  by  a  composite  supply, 
the  total  supply  at  any  price  being  the  sum  of  the  partial  supplies  at  that  price. 

Thus,  for  instance,  iV  being  any  point    on    Oy   draw  Nqiq^Q   parallel   to 
Ox  snch  that  Nqi  ,  ^,^2^^^  ^zQ  a*"®  Fig.  23. 

respectively  the  amounts  of  the 
first,  second  and  third  of  those  rivals 
which  can  be  supplied  at  the  price 
ON.  Then  NQ  is  the  total  com- 
posite supply  at  that  price,  and  the 
locus  of  Q  is  the  total  supply  curve 
of  the  means  of  satisfying  the  want 
ill  question.  Of  course  the  units  of 
the  several  things  which  are  rivals 
most  be  so  taken  that  each  of  them 
satisfies  the  same  amount  of  the 
want.    In  the  case  represented  in 

the  figure  small  quantities  of  the  first  rival  can  be  put  on  the  market  at  a  price 
too  low  to  call  forth  any  supply  of  the  other  two,  and  small  qnantities  of  the 
second  at  a  price  too  low  to  call  forth  any  of  the  third.  (See  Mathematical 
Note  XX.) 
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driven  them  out  of  the  field  It  is  true  that  there  are 
apparent  exceptions  to  this  rule ;  and  things  which  conform 
to  the  law  of  increasing  return  do  sometimes  seem  to 
remain  for  a  long  time  in  the  field  as  rivals:  such  is  the 
case  perhaps  with  different  kinds  of  sewing  machines  and  of 
electric  lights.  But  in  these  cases  the  things  do  not  really 
satisfy  the  same  wants,  they  appeal  to  slightly  different  needs 
or  tastes ;  there  is  still  some  difference  of  opinion  as  to  their 
relative  merits ;  or  else  perhaps  some  of  them  are  patented 
or  in  some  other  way  have  become  the  monopoly  of  particular 
firms.  In  such  cases  cus*)m  and  the  force  of  advertising 
may  keep  many  rivals  in  the  field  for  a  long  time ;  particu- 
larly if  the  producers  of  those  things  which  are  really  the 
best  in  proportion  to  their  expenses  of  production  are  not 
able  effectively  to  advertise  and  push  their  wares  by  travellers 
and  other  agencies. 

§  6.  All  the  four  chief  problems  which  have  been  dis- 
cussed in  this  chapter  have  some  bearing  on  the  causes  that 
govern  the  value  of  almost  every  commodity :  and  many  of 
the  most  important  cross  connections  between  the  values  of 
different  commodities  are  not  obvious  at  first  sight. 

Thus  when  charcoal  was  generally  used  in  making  iron, 
the  price  of  leather  depended  in  some  measure  on  that  of 
iron ;  and  the  tanners  petitioned  for  the  exclusion  of  foreign 
iron  in  order  that  the  demand  on  the  part  of  English  iron 
smelters  for  oak  charcoal  might  cause  the  production  of 
English  oak  to  be  kept  up,  and  thus  prevent  oak  bark  from 
becoming  dear\  Again,  the  development  of  railways  and 
other  means  of  communication  for  the  benefit  of  one  trade, 
as  for  instance  wheat  growing  in  some  parts  of  America  and 


^  Toynbee  {Iiidustrial  Eevobitian,  p.  80).  This  instance  may  serve  to  remind 
ns  of  the  way  in  wliich  an  excessive  demand  for  a  thing  may  cause  its  sources  of 
supply  to  be  destroyed,  and  thus  render  scarce  any  joint  products  that  it  may 
have :  for  the  demand  for  wood  on  the  part  of  the  ironmakers  led  to  a  relentless 
destruction  of  many  forests  in  England.  Again,  an  excessive  demand  for  lamb 
was  assigned  as  a  cause  of  the  prevailing  scarcity  of  sheep  a  few  years  ago,  while 
some  argued  on  the  contrary  that  the  better  the  price  to  be  got  for  spring  lamb 
sold  to  the  rich,  the  more  profitable  would  be  the  production  of  sheep,  and  the 
cheaper  would  matton  be  for  the  people.  The  fact  is  that  an  increase  of  demand 
may  have  opposite  effects  according  as  it  does  or  does  not  act  so  suddenly  as  to 
prevent  producers  from  adapting  their  action  to  it. 
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silver  mining  in  others,  greatly  lowers  some  of  the  chief  book  v. 
expenses  of  production  of  nearly  every  other  product  of 
those  districts.  Again,  the  prices  of  soda,  and  bleaching 
materials  and  other  products  of  industries,  the  chief  raw 
material  of  which  is  salt,  move  up  and  down  relatively  to 
one  another  with  almost  every  improvement  in  the  various 
processes  which  are  used  in  those  industries ;  and  every 
change  in  those  prices  afifects  the  prices  of  many  other 
goods;  for  the  various  products  of  the  salt  industries  are 
more  or  less  important  factors  in  many  branches  of  manu- 
facture. 

Again,  cotton  and  cotton-seed  oil  are  joint  products,  and 
the  recent  fall  in  the  price  of  cotton  is  largely  due  to  the 
improved  manufacture  and  uses  of  cotton-seed  oil.  Now,  as 
the  history  of  the  cotton  famine  shows,  the  price  of  cotton 
largely  affects  that  of  wool,  linen  and  other  things  of  its  own 
class ;  while  cotton-seed  oil  is  ever  opening  up  new  rivalries 
with  things  of  its  own  class.  Again,  many  new  uses  have 
been  found  for  straw  in  manufacture;  and  these  inventions, 
together  with  the  growth  of  an  urban  population  in  the  West, 
are  giving  a  high  value  to  straw  that  used  to  be  burnt,  and 
are  therefore  lowering  the  value  of  wheat'. 

1  See  Mathematical  Note  xxi.  It  may  be  observed  that  the  Austrian  doctrine  of 
Imputed  value  has  something  in  common  with  that  of  Derived  value  given  in  this 
chapter.  Whichever  phrase  be  used,  it  is  important  that  we  should  recognize  the 
continuity  between  the  old  doctrine  of  value  and  the  new;  and  that  we  should 
treat  Imputed  or  Derived  values  merely  as  elements  which  take  their  place  with 
many  others  in  the  broad  problem  of  Distribution  and  Exchange.  The  new 
phrases  merely  give  the  means  of  applying  to  the  ordinary  affairs  of  life,  some  of 
that  precision  of  expression  which  is  the  special  property  of  mathematical 
language.  Producers  have  always  to  consider  how  the  demand  for  any  raw 
material  in  which  they  are  interested  is  dependent  on  the  demand  for  the  things 
in  making  which  it  is  used,  and  how  it  is  influenced  by  every  change  that  affects 
them ;  and  this  is  really  a  special  case  of  the  problem  of  ascertaining  the  efficient 
value  of  any  one  of  the  forces,  which  contribute  to  a  common  result.  In  mathe- 
matical language  this  common  result  is  called  a  function  of  the  various  forces : 
and  the  (marginal)  contribution,  which  any  of  them  is  making  to  it,  is  represented 
by  the  (small)  change  in  the  result  which  would  result  from  a  (small)  change  in 
that  force ;  that  is  by  the  differential  coefficient  of  the  result  with  regard  to  that 
force.  In  other  words  the  Imputed  value,  or  the  Derived  value  of  a  factor  of 
production,  if  used  for  only  one  product,  is  the  differential  coefficient  of  that 
product  with  regard  to  that  factor;  and  so  on  in  successive  compUcations,  as 
indicated  in  the  Mathematical  Notes  xiv — xxi.  (Some  objections  to  parts  of 
Prof.  Wieser's  doctrine  of  Imputed  values  are  well  urged  by  Prof.  Edgeworth, 
Kconcrmic  Journal,  Vol.  v.  pp.  279 — 85.) 
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BOOK  V.  R  1.     We  may  now  return  to  the  consideration  of  Prime 

CH.  VII. 

and  Supplementary  costs,  with  special  reference  to  the  proper 

mentaiV      distribution  of  the  latter  between  the  Joint  products  of  a 
cosUof      business. 

Joint 

products.  It  often  happens  that  a  thing  made  in  one  branch  of  a 

arising       business  is  used  as  a  raw  material  in  another,  and  then  the 

when  one    question  of  the  relative  profitableness  of  the  two  branches 

a  buBiness  can  be  accurately  ascertained  only  by  an  elaborate  system  of 

raw  mate-   book-keeping  by  double  entry  ;  though  in  practice  it  is  more 

another,      common    to   rely  on   rough    estimates   made  by  an  almost 

instinctive  guess.     Some    of  the   best  illustrations   of  this 

difficulty  are  found  in  agriculture,  especially  when  the  same 

farm  combines  permanent  pasture  and  arable  land  worked  on 

long  rotation'. 

as'to'She**         Another  difficult  case  is  that  of  the  shipowner  who  has  to 

joint  pro-    apportion  the  expenses  of  his  ship  between  heavy  goods  and ' 

the  same     goods  that  are  bulky  but  not  heavy.     He  tries,  as  far  as  may 

be,  to  get  a  mixed  cargo  of  both  kinds ;  and  an  important 

element  in  the  struggle  for  existence  of  rival  ports  is  the 

disadvantage  under  which  those  ports  lie  which  are  able  to 

offer  a  cargo  only  of  bulky  or  only  of  heavy  goods :    while 

a   port   whose   chief  exports   are    weighty   but    not   bulky, 

attracts   to   its   neighbourhood   industries  which    make    for 

1  There  is  scope  for  applications  of  mathematical  or  semi-mathematical 
analyses  snch  as  are  indicated  in  the  last  chapter,  to  some  of  the  chief  practical 
difficulties  of  book-keeping  by  double  entry  in  different  trades. 


business, 


SUPPLEMENTARY  COSTS  OF  JOINT  PRODUCTS.  465 


export  goods  that  can  be  shipped  from  it  at  low  freights,    book  v. 

The  Staffordshire  Potteries,  for  example,  owe  part  of  their     — ' 

success  to  the  low  freights  at  which  their  goods  are  carried 
by  ships  sailing  from  the  Mersey  with  iron  and  other  heavy 
cargoes. 

But  there  is  free  competition  in  the  shipowning  trade,  are  often 
and  it  has  great  powers  of  variation  as  regards  the  size  and  throagh 
shape  of  ships,  the  routes  which  they  take,  and  the  whole  of  v^ring 
method  of  trading ;    and  thus  in  many  ways  the  general  ^^th^*^}^" 
principle  can  be  applied,  that  the  relative  proportions  of  the  of  produc- 
joint  products  of  a  business  should  be  so  modified  that  the 
marginal  expenses  of  production  of  either  product  should  be 
equal  to  its  marginal  demand  price'.     Or,  in  other  words, 
the  amount  of  carrying  power  for  each  kind  of  cargo  has 
a  constant  tendency  to  move  towards  equilibrium  at  a  point 
at  which  the  demand  price  for  that  amount  in  a  normal 
state  of  trade  is  just  sufficient  to  cover  the  expenses  of  pro- 
viding it;   these  expenses  being  reckoned  so  as  to  include 
not  only  its  (money)  prime  cost,  but  also  all  those  general 
expenses  of  the  business  which  are  in  the  long  run  incurred 
on  its  account,  whether  directly  or  indirectly*. 

In  some  branches   of  manufacture   it   is    customary  to  A  first  ap- 
make  a  first  approximation  to  the  total  cost  of  producing  tknTis^ 
any  class   of  goods,  by  assuming  that   their  share  of  the  g°^by™** 
general  expenses  of  the  business  is  proportionate  either  to  treating 
their  prime  cost,  or  to  the  special  labour  bill  that  is  incurred  mentacry  as 
in  making  them.     Corrections  can  then  be   made  to  meet  tional  to 
such  cases  as  those  of  goods  which  require  either  more  or      ™®'^°'' 
less  than  an  average  share  of  space  or  light,  or  of  the  use  of 
expensive  machinery ;  and  so  on. 

All  such  questions  are  of  considerable  interest,  but  we 
must  not  pursue  them  in  detail.     There  are  however  two 

1  Compare  Ch.  vi.  §  4. 

2  Of  course  this  does  not  apply  to  railway  rates.  For  a  railway  company 
having  little  elasticity  as  to  its  methods  of  working,  and  often  not  much  competi- 
tion from  outside,  has  no  inducement  to  endeavour  to  adjust  the  charges  which 
it  makes  for  different  kinds  of  traffic  to  their  cost  to  itself.  In  fact  though  it 
may  ascertain  the  prime  cost  in  each  case  easily  enough,  it  cannot  determine 
accurately  what  are  the  relative  total  costs  of  fast  and  slow  traffic,  of  short 
and  long  distance  traffic,  of  light  and  heavy  traffic;  nor  again  of  extra  traffic 
when  its  lines  and  its  trains  are  crowded  and  when  they  are  nearly  empty. 

M.  30 
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elements  of  the  general  expenses  of  a  business,  the  sharing  of 
which  between  the  different  branches  requires  some  special 
attention.  They  are  the  expense  of  marketing  and  that  of 
insurance  against  risk. 

§  2.  Some  kinds  of  goods  are  easily  marketed ;  there  is 
a  steady  demand  for  them,  and  it  is  always  safe  to  make 
them  for  stock.  But  for  that  very  reason  competition  cuts 
their  price  "very  fine,"  and  does  not  allow  a  large  margin 
above  the  direct  cost  of  making  them.  Sometimes  the  tasks 
of  making  and  selling  them  can  be  rendered  almost  automatic, 
so  as  to  require  very  little  to  be  charged  on  their  account 
under  the  heads  of  the  expanses  of  management  and  market- 
ing. But  in  practice  it  is  not  uncommon  to  charge  such 
goods  with  even  less  than  the  small  share  that  would  properly 
fall  to  them,  and  to  use  them  as  a  means  of  obtaining  and 
maintaining  a  business  connection,  that  will  facilitate  the 
marketing  of  other  classes  of  goods,  the  production  of  which 
cannot  so  well  be  reduced  to  routine ;  for  as  to  these  there  is 
not  so  close  a  competition.  Manufacturers,  especially  in 
trades  connected  with  furniture  and  dress,  and  retailers  in 
almost  all  trades,  frequently  find  it  best  to  use  certain  of 
their  goods  as  a  means  of  advertising  others,  and  to  charge 
the  first  with  less  and  the  second  with  more  than  their 
proportionate  share  of  Supplementary  expenses.  In  the 
former  class  they  put  those  goods  which  are  so  uniform  in 
character  and  so  largely  consumed  that  nearly  all  purchasers 
know  their  value  well,  in  the  second  those  with  regard  to 
which  purchasers  think  more  of  consulting  their  fancy  than 
of  buying  at  the  lowest  possible  price. 

All  difficulties  of  this  kind  are  much  increased  by  that 
instability  of  supply  price  which  results  from  the  action  of 
the  law  of  increasing  return,  whenever  that  action  is  very 
powerful.  We  have  seen  that  in  seeking  the  normal  supply 
price  in  such  cases  we  must  select  as  representative  a 
business'  which  is  managed  with  normal  ability  and  so  as 
to  get  its  fair  share  of  the  economies  both  Internal  and 
External  resulting  from  industrial  organization;  and  that 
these  economies,  though  they  fluctuate  with  the  fortunes 
of  particular  businesses,  yet  increase   generally   when    the 
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aggregate  production  increases.     Now  it  is  obvious  that  if  a    book  t. 

manufacturer  makes  a  commodity  the  increased  production      J ' 

of  which  would  put  largely  increased  Internal  economies 
within  his  reach,  it  is  worth  his  while  to  sacrifice  a  great 
deal  in  order  to  push  its  sales  in  a  new  market.  If  he  has  a 
large  capital,  and  the  commodity  is  one  in  much  demand,  his 
expenditure  for  this  purpose  may  be  very  great,  even  exceed- 
ing that  which  he  devotes  directly  to  the  manufacture :  and 
if,  as  is  likely,  he  is  pushing  at  the  same  time  several  other 
commodities,  nothing  more  than  a  very  rough  guess  can  be 
made  as  to  what  share  of  this  expenditure  should  be  charged 
to  the  sales  of  each  of  them  in  the  current  year,  and  what 
share  should  be  charged  to  the  connection  which  he  is  en- 
deavouring to  build  up  for  them  in  the  future. 

In  fact  when  the  production  of  a  commodity  conforms  to  especially 
the  law  of  increasing  return  in  such  a  way  as  to  give  a  very  prodnction 
great  advantage  to  large  producers,  it  is  apt  to  fall  almost  tj,e  hands 
entirely  into  the  hands  of  a  few  large  firms ;  and  then  the  {"^^efirois 
normal   marginal   supply  price   cannot  be   isolated  on   the 
plan  just  refen'ed  to,  because  that  plan  assumes  the  existence 
of  a  great  many  competitors  with  businesses  of  all  sizes,  some 
of  them  being  young  and  some  old,  some  in  the  ascending 
and  some  in  the  descending  phase.     The  production  of  such 
a  commodity  really  partakes  in  a  great  measure  of  the  nature' 
of  a  monopoly ;  and  its  price  is  likely  to  be  so  much  influenced 
by  the  incidents  of  the  campaign  between  rival  producers, 
each  struggling  for  an  extension  of  territory,  that  no  free 
play  is  allowed  to  the  normal  action  of  economic  forces,  and 
it  can  scarcely  be  said  to  have  a  normal  supply  price. 

Economic  progress  is  constantly  offering  new  facilities  for  Economies 
marketing  goods  at  a  distance :   it  not  only  lowers  cost  of  tion  are 
carriage,  but  what  is  often  more  important,  it  enables  pro-  tai^ced 
ducers  and  consumers  in  distant  places  to  get  in  touch  with  J^  .','?*.*' 

t^  °  facilities 

one  another.  In  spite  of  this,  the  advantages  of  the  producer  for  market- 
who  lives  on  the  spot  are  very  great  in  many  trades;  they 
often  enable  him  to  hold  his  own  against  competitors  at  a 
distance  whose  methods  of  production  are  more  economical. 
He  can  sell  in  his  own  neighbourhood  as  cheaply  as  they 
can,  because  though  the  prime  cost  is  greater  for  his  goods 

30—2 
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BOOK  T.    than  for  theirs,  he  escapes  much  of  the  supplementary  cost 

— — "    which  they  incur  for  marketing.     But  time  is  on  the  side 

of  the  more  economic  methods  of  production;   his  distant 

competitors  will  gradually  get  a  stronger  footing  in  the  place, 

unless  he  or  some  new  man  adopts  their  improved  methods. 

A  great  part  of  these  expenses  of  marketing  results  from 
the  risk  that  a  thing  preparing  for  a  certain  market  will  not 
find  the  expected  sale  there.  But  it  still  remains  to  make  a 
closer  study  of  the  relation  in  which  insurance  against  the 
risks  of  a  business  stands  to  the  supply  price  of  any  par- 
ticular commodity  produced  in  it. 
An  in-  §  3.     The  manufacturer  and  the  trader  commonly  insure 

cM^t^be  ^g^iiist  injury  by  fire  and  loss  at  sea;  and  the  premiums 
eB^tei&t  which  they  pay  are  among  the  general  expenses,  a  share  of 
rates  which  has  to  be  added  to  the  prime  cost  in  order  to  deter- 

bnsineBs  mine  the  total  cost  of  their  goods.  But  no  insurance  can  be 
nsks.         eflfected  against  the  great  majority  of  business  risks. 

Even  as  regards  losses  by  fire  and  sea,  insurance  com- 
panies have  to  allow  for  possible  carelessness  and  fraud  ;  and 
must  therefore,  independently  of  all  allowances  for  their  own 
expenses  and  profits,  charge  premiums  considerably  higher 
than  the  true  equivalent  of  the  risks  run  by  the  buildings  or 
the  ships  of  those  who  manage  their  affairs  well.  The  injury 
'done  by  fire  or  sea  however  is  likely,  if  it  occurs  at  all,  to  be 
so  very  great  that  it  is  generally  worth  while  to  pay  this 
extra  charge;  partly  for  special  trade  reasons,  but  chiefly 
because  the  total  utility  of  wealth  increases  less  than  in 
proportion  to  its  amount.  But  the  greater  part  of  business 
risks  are  so  inseparably  connected  with  the  general  manage- 
ment of  the  business  that  an  insurance  company  which 
undertook  them  would  really  make  itself  responsible  for  the 
business :  and  in  consequence  every  firm  has  to  act  as  its 
own  insurance  oflSce  with  regard  to  them.  The  charges  to 
which  it  is  put  under  this  head  are  part  of  its  general 
expenses,  and  a  share  of  them  has  to  be  added  to  the  prime 
cost  of  each  of  its  products. 
Caution  But    here    there   are    two    difficulties.     In    some    cases 

overtook-    insurance   against   risk    is   apt   to   be    left    out   of  account 
ing  certain  altogether,  in  others  it  is   apt   to  be  counted  twice   over. 
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Thus  a  large  shipowner  sometimes  declines  to  insure  his    book  v. 

ships  with  the  underwriters :  and  sets  aside  part  at  least  of     _! ' 

the  premiums  that  he  might  have  paid  to  them,  to  build  up  ^^^^ 
an  insurance  fund  of  his  own.  But  he  must  still,  when 
calculating  the  Total  cost  of  working  a  ship,  add  to  its  prime 
cost  a  charge  on  account  of  insurance.  And  he  must  do  the 
same  thing,  in  some  form  or  other,  with  regard  to  those  risks 
against  which  he  could  not  buy  an  insurance  policy  on 
reasonable  terms  even  if  he  wanted  to.  At  times,  for  in- 
stance, some  of  his  ships  will  be  idle  in  port,  or  will  earn 
only  nominal  freights:  and  to  make  his  business  remuner- 
ative in  the  long  run  he  must,  in  some  form  or  other,  charge 
his  successful  voyages  with  an  insurance  premium  to  make 
up  for  his  losses  on  those  which  are  unsuccessful. 

In  general,  however,  he  does  this,  not  by  making  a  formal  and  against 
entry  in  his  accounts  under  a  separate  head,  but  by  the  Sthere"^ 
simple  plan  of  taking  the  average  of  successful  and  unsuccess-  ^'^"^  °^*''' 
ful  voyages  together ;  and  when  that  has  once  been  done, 
insurance  against  these  risks  cannot  be  entered  as  a  separate 
item  in  cost  of  production,  without  counting  the  same  thing 
twice  over.     Having  decided  to  run  these  risks  himself,  he  is 
likely  to  spend  a  little  more  than  the  average  of  his  com- 
petitors, in  providing  against  their  occurrence  ;  and  this  extra 
expense  enters  in  the  ordinary  way  into  his  balance-sheet. 
It  is  really  an  insurance  premium  in   another   form ;    and 
therefore  he  must  not  count  insurance  against  this  part  of 
the  risk  separately,  for  then  he  would  be  counting  it  twice 
over '. 

When  a  manufacturer  has  taken  the  average  of  his  sales 
of  dress  materials  over  a  long  time,  and  bases  his  future 
action  on  the  results  of  his  past  experience,  he  has  already 
allowed  for  the  risks  that  the  machinery  will  be  depreciated 

•  Again,  certain  insurance  companies  in  America  take  risks  against  fire  in 
factories  at  very  mach  less  than  the  ordinary  rates,  on  condition  that  some 
prescribed  precautions  are  taken,  such  as  providing  antomatic  sprinklers  and 
making  the  walls  and  floors  solid.  The  expense  incurred  in  these  arrangements 
is  really  an  insurance  premium ;  and  care  must  be  taken  not  to  count  it  twice 
over.  A  factory  which  undertakes  its  own  risks  against  fire  will  have  to  add  to 
the  prime  cost  of  its  goods  an  allowance  for  insurance  at  a  lower  rate,  if  it  is 
arranged  on  this  plan,  than  if  built  in  the  ordinary  way. 
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by  new  inventions  that  will  render  it  nearly  obsolete  and 
that  his  goods  will  be  depreciated  by  changes  in  fashion.  If 
he  were  to  allow  separately  for  insurance  against  these  risks, 
he  would  be  counting  the  same  thing  twice  over^ 

§  4.  But  though  when  we  have  counted  up  the  average 
receipts  of  a  risky  trade,  there  is  no  separate  allowance  to  be 
made  for  insurance  against  risk ;  there  may  be,  and  often  is, 
something  to  be  allowed  as  a  charge  on  account  of  un- 
certainty. It  is  true  that  an  adventurous  occupation,  such 
as  gold  mining,  has  special  attractions  for  some  people :  the 
deterrent  force  of  risks  of  loss  in  it  is  less  than  the  attractive 
force  of  chances  of  great  gain,  even  when  the  value  of  the 
latter  estimated  on  the  actuarial  principle  is  much  less  than 
that  of  the  former;  and  as  Adam  Smith  has  pointed  out^ 
a  risky  trade,  in  which  there  is  an  element  of  romance,  often 
becomes  so  overcrowded  that  the  average  earnings  in  it  are 
lower  than  if  there  were  no  risks  to  be  run.  But  in  the  large 
majority  of  cases  the  influence  of  risk  is  in  the  opposite 
direction ;  a  railway  stock  that  is  certain  to  pay  four  per  cent, 
will  sell  for  a  higher  price  than  one  which  is  equally  likely  to 
pay  one  or  seven  per  cent,  or  any  intermediate  amount. 

Every  trade  then  has  its  own  peculiarities,  but  in  most 
cases  the  evils  of  uncertainty  count  for  something,  though  not 
very  much  :  in  some  cases  a  slightly  higher  average  price  is 
required  to  induce  a  given  outlay,  if  that  average  is  the 
mean  of  widely  divergent  and  uncertain  results,  than  if  the 
adventurer  may  reckon  confidently  on  a  return  that  dififers 
but  little  from  that  average.  To  the  average  price  therefore 
we  must  add  a  recompense  for  uncertainty,  if  that  is  un- 
usually great ;  though  if  we  added  insurance  against  risk  we 
should  be  counting  the  greater  part  of  that  twice  over*. 

^  Again,  when  a  farmer  has  calculated  the  expenses  of  raising  any  particular 
crop  with  reference  to  an  average  year,  he  must  not  count  in  addition  insurance 
against  the  risk  that  the  season  may  be  bad,  and  the  crop  a  failure :  for  in  taking 
an  average  year,  he  has  already  set  off  the  chances  of  exceptionally  good  and  bad 
seasons  against  one  another.  When  the  earnings  of  a  ferryman  have  been 
calculated  on  the  average  of  a  year,  allowance  has  already  been  made  for  the  risk 
that  he  may  sometimes  have  to  cross  the  stream  with  an  empty  boat. 

2  Wealth  of  Nations,  Book  i.  Ch.  x. 

B  The  evils  resulting  from  the  uncertainty  involved  in  great  business  risks  are 
well  shown  by  Von  Thiinen  (IsoUrter  Stoat,  II.  i.  p.  82). 
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§  5.     This  discusKsion  of  the  risks   of  trade   has  again    book  v. 

"brought  before  us  the  fact  that  the  value  of  a  thing,  though      J, ' 

it  tends  to  equal  its  normal  (money)  cost  of  production,  does  ^^^^'of 
not  coincide  with  it  at  any  particular  time,  save  by  accident,  reproduc- 
Carey,  observing  this,  suggested  that  we  should  speak  oi  cost  of  pro- 
value  in  relation  to  (money)  cost  of  Reproduction  instead  of  the  theory 
in  relation  to  cost  of  production.  ?lhi^™s' 

The  suggestion  has,  however,  no  significance  so  far  as  '°  "^^ 
normal  values  are  concerned.  For  normal  cost  of  production  change; 
and  normal  cost  of  reproduction  are  convertible  terms ;  and 
no  real  change  is  made  by  saying  that  the  normal  value 
•of  a  thing  tends  to  equal  its  normal  (money)  cost  of  re- 
production instead  of  its  normal  cost  of  production.  The 
former  phrase  is  less  simple  than  the  latter,  but  means 
the  same  thing. 

And  no  valid  argument  for  the  change  can  be  founded  on  and  thongh 

1/%  ...  ,  -...         ,.         ,,  ,  the  market 

the  fact,  which  may  be  readily  admitted,  that  there  are  some  vaiae  of  a 
few  cases  in  which  the  market  value  of  a  thing  is  nearer  its  somftlmes 
■cost  of  reproduction  than  the  cost  that  was  actually  incurred  "«*f«' 
in  producing  that  particular  thing.     The  present  price  of  an  production 

.  ,.«^.  ^  11,.,  .  thancostof 

iron  ship  tor  instance,  made  before  the  great  recent  improve-  prodaction, 
ments  in  the  manufacture  of  iron,  might  diverge  less  from  goVemed 
the  cost  of  reproducing  it,  that  is  of  producing  another  just  rJp^nc- 
like  it  by  modem  methods,  than  from  that  which  was  actually  tion- 
incurred  in  producing  it.     But  the  price  would  probably  be 
less  than  the  cost  of  reproduction  of  the  ship,  because  the  art 
of  designing  ships  has  improved  as  fast  as  that  of  manu- 
facturing iron.     It  may  still  be  urged  that  the  price  of  the 
ship  is  equal  to  that  of  producing  a  ship,  which  would  be 
equally   serviceable,   on   a    modern    plan    and    by    modern 
methods;  but  even  if  that  were  true,  it  would  not  be  the 
same  thing  as  saying  that  the  value  of  the   ship  is  equal 
to  its  cost  of  reproduction ;  and,  as  a  matter  of  fact,  when, 
as   often  happens,  an    unexpected  scarcity  of  ships  causes 
freights  to  increase  very  rapidly,  those  who  are  anxious  to 
reap  the  harvest  of  profitable  trade,  will  pay  for  a  ship  in 
sailing  order  a  price  much  above  that  for  which  a  shipbuild- 
ing firm  would  contract  to  produce  another  equally  good  and 
deliver  it  some  time  hence.    Cost  of  reproduction  exerts  little 
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BooKT.    direct  influence  on   value,  save  when  purchasers  can  con- 
veniently wait  for  the  production  of  new  supplies. 

Again,  there  is  no  connection  between  cost  of  reproduction 
and  price  in  the  cases  of  food  in  a  beleaguered  city,  of  quinine 
the  supply  of  which  has  run  short  in  a  fever-stricken  island, 
of  a  picture  by  Raphael,  of  a  book  that  nobody  cares  to  read, 
of  an  armour-clad  ship  of  obsolete  pattern,  of  fish  when  the 
market  is  glutted,  of  fish  when  the  market  is  nearly  empty, 
of  a  cracked  bell,  of  a  dress  material  that  has  gone  out  of 
fashion,  or  of  a  house  in  a  deserted  mining  village. 


CHAPTEE  VIII. 

ON    THE    VALUE    OF     AN     APPLIANCE     FOR     PRODUCTION     IN 
RELATION   TO   THAT   OF   THE   THINGS   PRODUCED   BY   IT. 

§1.     We  have  now  to  return  to  the  study  of  the  influence    book  v. 
CS.     VI 1 1 

of  the  element  of  time  on  the  causes  which  govern  value,      - — 
and  mode  of  operation;  taking  up  the  study  where  it  was 
left  in  Chapters  IV.  and  v.,  with  special  reference  to  the 
(Derived)  value  of  an  appliance  for  production  which  we 
partially  considered  in  Chapter  vi. 

Nearly  the  whole  of  our  inquiiy  will  apply  to  markets  for  Our  argu- 
labour  as  well  as  to  markets  for  commodities ;  to  the  supply  applicable 
of  skill  as  well  as  to  that  of  business  organization;  to  the  as vTdiTs" 
investment  of  capital  in  education  and  industrial  training  as  ^^*f  "St 
well  as  to  its  investment  in  the  improvement  of  land  or  the  will  be  kept 
making   of  machinery ;   to   the   income   derived  from   that  present  in 
genius  which  is,  so  far  as  we  know,  the  free  and  almost  general 
arbitrary  gift  of  nature,  as  well  as  to  that  derived  from  a  °'™' 
vineyard    of    unique    natural    fertility.      But    the    human 
elements  of  production  have  important  incidents  that  are 
peculiar  to  themselves;  and  to  introduce  them  here  would  add 
needless  complexity  to  problems  which  are  necessarily  intri- 
cate.    It  will  be  best  therefore  to  keep  our  argument  for  the 
present  in  its  most  general  form ;  and  to  defer  to  the  next 
Book  our  application  of  it  to  the  price  of  human  abilities ; 
although  a  great  part  of  its  interest  lies  in  this  application. 

We  shall  find  that  much  that  appears  at  first  sight  to  be 
true  only  of  the  rent  of  land  is  true  of  many  other  kinds  of 
income,  subject  to  suitable  modifications  with  regard  to  the 
element  of  Time;  and  that  on  the  other  hand  the  Rent  of 
land  in  a  newly  settled  country  has  at  first  strong  points  of 
resemblance  to  the  gains  got  by  "  making,"  that  is  adapting 
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BooKT.    to  human  use,  other  material  things.     It  has  indeed  been 

J ■    shown  by  a  long  series  of  writers,  among  whom  Senior  and 

Mill,  Hermann  and  Mangoldt  are  conspicuous,  that  much  of 

what  is  commonly  called  profits  ought  rather  to  be  regarded 

as  belonging  to  a  special  class  of  income  derived  from  "a 

differential  advantage  in  producing  a  commodity;"  that  is, 

the    possession    by   one    or   more   persons   of  facilities   for 

production  that  are  not  accessible  to  all.     Since  the  leading 

and  representative  member  of  this  class  is  the  rent  of  land, 

the  name  of  Rent  is  sometimes  applied  to  the  whole  class : 

though  this  course  is  not  without  danger'. 

The  allied  The  principle  which  we  have  to  study,  is  that  speaking 

that  broadly,  the  price  of  anything  and  the  amount  of  it  that  is 

^^^g  of  produced  are  together  governed  by  the  general  relations  of 

prodnction  demand  and  supply:  that  the  price  just  covers  the  expenses 

Taiue,  and  of  production  of  that  part  of  this  amount  which  is  raised  at 

that  rent        ,  ti  i  i  -ii 

does  not  the  greatest  disadvantage ;  that  every  other  part  yields  a 
coa*o™  "  surplus  above  its  direct  cost;  and  that  this  surplus  is  a  result 
production,  ^j^^j  jjq^  ^  cause  of  the  selling  price.  For  the  price  is 
governed  by  the  relations  of  supply  and  demand ;  and  while, 
of  course,  the  surplus  does  not  affect  the  demand,  so 
neither  does  it  affect  the  supply,  since  it  is  yielded  only 
by  a  part  of  the  produce  which  would  be  produced  even  at  a 
lower  price. 

In  other  words,  there  is  a  part  of  the  produce  which  is  on 

'  Thus  Mill  says,  Political  Economy,  Book  lu.  Ch.  v.  §  4,  "  Any  difference  in 
favonr  of  certain  producers  or  in  favonr  of  production  in  certain  circumstances  is 
the  source  of  a  gain,  which  though  not  called  rent  unless  paid  periodically  by  one 
person  to  another  is  governed  by  laws  entirely  the  same  with  it.  The  price  paid 
for  a  differential  advantage  in  producing  a  commodity  cannot  enter  into  the  cost 
of  production  of  the  commodity."  Again  Senior  pointing,  though  not  very  clearly, 
towards  the  element  of  time  as  holding  the  key  of  the  division  between  rent  and 
profits,  says  (Political  Economy,  p.  129),  "for  all  useful  purposes  the  distinction 
of  profits  from  rent  ceases  as  soon  as  the  capital  from  which  a  given  revenue 
arises  has  become,  whether  by  gift  or  by  inheritance,  the  property  of  a  person 
to  whose  abstinence  and  exertions  it  did  not  owe  its  creation."  And  within  the 
last  few  years  this  subject  has  been  pursued  with  great  zeal  and  ability  by  many 
writers,  especially  in  Austria  and  America. 

It  may  be  mentioned  that  rent  is  compared  with  profits  rather  than  with 
interest,  because  it  commonly  inclades  an  element  of  earnings  of  management 
and  undertaking :  but  this  is  a  question  of  degree ;  and  there  are  a  few  exceptional 
cases  in  which  a  net  rent  emerges  that  may  more  fitly  be  compared  with  interest. 
This  point  will  require  further  discussion  at  a  later  stage. 
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the  margin  of  doubt  as  to  whether  it  will  be  supplied  or  not,    book  r. 
and  the  expenses  of  production  of  this  part  of  the  produce      _! —  ' 
are  ofben  said  to  determine  the  price  of  the  whole.     But,  o2y™\ 
more  strictly,  we  should  say  that  they  take  direct  part  in  "'*^ 
governing  it :  that  is,  that  the  price  of  the  whole  will,  other  sense. 
things  being  equal,  be  raised  or  lowered,  according  as  it  is 
decided  to  produce  or  not  to  produce  these  marginal  ele- 
ments.    For   those   parts    which  ■  do   yield   a   surplus,    will 
generally    be    produced    whatever    the    price    is,   provided 
only  it   is  not  so  low  as  wholly  to  destroy  that  surplus; 
and  that  surplus  is  therefore  governed  by  the   price    and 
does    not   govern    it :    while    there    is    no    sui'plus   jdelded 
by  that  part  of  the  produce  the  expenses  of  production  of 
which   do   take   direct    part   in   governing   the    price.     No 
surplus  therefore  enters  into  that  (money)  cost  of  production 
which  gives  the  level  at  which  the  whole  supply  is  held  fixed. 
This  then  is  what  we  mean  by  the  phrase  "  Producer's  surplus 
does   not  enter  into  cost  of  production " ;   or  in  Ricardo's 
words,  "  Rent  does  not  enter  into  cost  of  production."     It 
is  one  of  those  short  phrases  which  do  not  explain  themselves, 
and  are  easily  misunderstood ;  but  it  has  an  important  mean- 
ingj_and  it  is  applicable  to  many  different  kinds  of  income. 

^he  point  of  the  doctrine  is  to  be  sought  in  the  fact  that 
the  cost  of  production  of  the  marginal  produce  can  be 
ascertained  (theoretically  at  least)  from  the  circumstances 
of  the  margin,  without  reasoning  in  a  circle,  and  that  the 
cost  of  production  of  other  parts  of  the  produce  cannot.  For 
other  parts  yield  a  rent  or  a  quasi-rent,  or  both;  which 
are  governed  not  by  the  circumstances  of  production  of  the 
parts  in  question,  but  by  the  price  of  the  whole  produce. 
The  costs  of  production  of  these  parts  cannot  be  reckoned  up 
without  counting  in  the  corresponding  rents  and  quasi-rents ; 
and  therefore  the  price  of  the  commodity  cannot  be  deduced 
from  them  without  reasoning  in  a  circle.  J> 

Another  aspect  of  the  same  truth  is  that  the  income 
earned  by  machinery  and  other  plant  already  in  existence 
is  not  any  given  percentage  on  their  cost  of  production,  but 
is  a  quasi-rent  determined  by  the  value  of  what  they  produce. 
If  they  are  of  obsolete  fashion,  this  quasi-rent  is  small.     But 
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BOOK  V.    whether  it  is  large  or  small,  this  value  is  found  by  capitalising 

- —  ■    their  quasi-rent ;  and  if  we  were  to  turn  round,  and  say  that 

their  quasi-rent  would  return  a  certain  rate  of  interest  on 

their  value,  then  we  should  be  reasoning  in  a  circle. 

"^^^ ,.     .  This  then  is  the  principle  which  we  have  to  study  in 

qnesuon  is  r  r  ^  ■•     i_  • 

of  academic  detail.     So  large  a  part  of  the  economic  controversy  of  this 

rather  than  ,  ■,  n      i  ■  .-  j.  j 

general  century,  and  even  of  this  generation,  appears  to  proceed 
interest.  fj-Qj^  g,  misunderstanding  of  its  general  bearings  and  in 
particular  of  the  place  which  the  element  of  time  holds  in  it, 
that  some  fulness  of  illustration  and  some  persistency  of 
repetition  may  be  advisable ;  in  spite  of  the  fact  that  it 
is  largely  of  an  academic  character,  and  that  the  general 
reader  has  little  interest  in  some  of  its  intricacies. 

§  2.     We  may  take  our  first  illustration  from  a  class  of 

incomes  which  is  not  commonly  classed  as  Rent,  but  to  which 

that  term  may  be  safely  applied.     For  the  eminent  claim  to 

be  called  a  true  producer's  surplus  or  rent  is  not  confined  to 

the  income  derived  from  land  or  other  (Real)  property,  but 

extends  to  that  derived  from  all  things  the  supply  of  which 

cannot  be  increased. 

AniUustral        For  instance,  suppose  that  a  meteoric  shower  of  a  few 

tacoine    ^  thousand  stones  as  hard  as  diamonds,  but  very  large,  fell  all 

meteoric     ^  ^°®  place ;  SO  that  they  were  all  picked  up  at  once,  and  no 

stones  may  amount  of  search  could  find  any  more.     These  stones,  able  to 

be  a  tme  iii  -i  ii  !•• 

Bent,  if  cut  the  hardest  material,  would  revolutionize  many  branches 
number  of  industry ;  and  the  owners  of  them  would  have  a  differential 
tocreased-  advantage  in  production  that  would  afford  a  large  Producer's 
Surplus :  this  would  be  a  true  economic  rent,  whether  they 
used  the  stones  themselves  or  loaned  them  out  to  manufac- 
turers, though  only  in  the  latter  case  would  it  be  called  Rent. 
Its  amount  would  be  governed  by  the  value  of  services  the 
stones  rendered  in  production ;  and  this  would  in  the  main 
be  governed  by  the  cost  of  equivalent  services  of  chilled 
steel  and  other  cutting  tools,  which  are  made  by  man  and 
have  therefore  a  normal  supply  price. 

Again,  if  the  stones  were  of  exceptional  splendour,  and 
useful  for  ornament  rather  than  for  manufacturing  purposes, 
they  might  be  worn  by  their  owners,  or  let  out  to  be  worn 
by  others ;  and  the  money  value  of  the  satisfactions  they 
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rendered  would  be  a  true  rent,  corresponding  to  the  money    book  v. 

value  of  the  satisfactions  derived  from  a  building  site  of     _! ' 

exceptional  beauty,  whether  its  owner  lives  on  it  or  lets  it 
to  others'. 

The  influence  of  taxes  on  value  affords  excellent  illustration  and  a  tax 
of  many  of  the  subtlest  points  in  the  theory  of  value.     Let  on  the 
us  take  advantage  of  this.     A  special  tax  on  these  stones  °^™*"- 
would  fall  entirely  on  their  owners  (a  lessee  being  regarded 
as  a  part-owner) ;  for  it  would  not  diminish  their  supply  and 
therefore  would  not  alter  the  gross  value  of  the  utilities  and 
gratifications  which  they  can  be  made  to  afford*. 

But  next  let  us  suppose  that  the  stones  were  not  all  Bat  if 
found  at  once;  but  were  scattered  over  the  surface  of  the  can iw"^^ 
earth  on  public  ground,  and  that  a  long  and  laborious  search  Xwiy^** 
might  expect  to  be  rewarded  by  finding  one  here  and  there.  \^^  income 
Then  people  would  hunt  for  the  stones  only  up  to  that  point,  periods, 
or  margin,  at  which  the  probable  gain  of  so  doing  would  in  and  for 
the  long  run  just  rewai-d  the  outlay  of  labour  and  capital  ^^^  ^ 
required  for  finding  them ;  and  the  long-period  normal  value  qnari-rent. 
of  the  stones  would  be  kept  in  equilibrium  between  demand 
and  supply,  the  number  of  the  stones  gathered  annually  being 
in  the  long  run  just  that  for  which  the  normal  demand  price 
was  equal  to  the  normal  supply  price.     A  special  tax  on 
these  stones  would  ultimately  fall  upon  the  consumers  of  the 
utilities  produced  by  them.     But,  for  some  time,  it  would 
fall  chiefly  on  the  owners;  for  it  could  not  for  some  time 
materially  diminish  the  supply  of  the  stones,  nor  therefore  of 
their  services ;  and  accordingly  it  could  not  greatly  raise  the 
value  of  their  services.     This  shows  that  the  income  derived 


1  Similar  remarks  apply  to  pictures  by  a  deceased  artist.  If  these  are  let  out 
for  show,  the  gratifications  which  they  produce  are  the  source  of  a  money  income, 
which,  after  deductions  for  the  immediate  outlays,  is  a  net  producer's  surplus  or 
rent.  If  retained  by  the  owners  for  their  own  pleasure,  they  yield  equally  a  true 
rent  of  real  satisfaction ;  for  it  is  always  understood  that  the  "  rental  value  "  of  a 
country  includes  rents  which  the  owners  of  land  who  keep  it  in  their  own 
occupation  are  supposed  to  pay  to  themselves. 

>  It  should  perhaps  he  noticed  in  passing,  though  it  is  not  relevant  to  the  main 
issue,  that  in  so  far  as  the  pictures  or  the  stones,  retained  for  private  use,  were 
valued  not  for  their  beauty  but  for  the  show  of  wealth  which  they  made,  a  tax  on 
them  would  increase  their  value  for  display,  and  therefore  would  give  more  to  the 
State  than  it  took  from  those  who  paid  it. 
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BOOK  V.    from  the  stones  may  be  regarded  as  a  quasi-rent  for  short 

CH.  Tm.  JO 

periods. 

If  it  can  be  Next  let  US  suppose  that  the  stones  were  brittle,  and 
qnicUy  the  Were  soon  broken  and  destroyed ;  but  that  new  supplies 
S^tSTordi-  could  be  found  quickly.  In  that  case  a  tax  on  them  would 
nary  profit  almost  at  once  diminish  the  supply  and  raise  the  price  of  the 

except  for  ^^  •'  ^  i  j    ■• 

very  short   services  rendered  by  them ;  and  therefore  would  be  trans- 

D6iriods 

ferred  to  the  consumers. 

The  truths  indicated  by  this  illustration  may  be  pre- 
sented in  a  more  general  form  thus: — 
General  A  tax  on  any  set  of  things  that  are  already  produced, 

as  to  the     falls  exclusively  on  the  owners  of  those  things,  if  it  is  not 
S'taxes*    accompanied  by  a  tax,  or  the  expectation  of  a  tax,  on  the 
on  rents,     production,  or  bringing  into  use,  of  similar  or  rival  things.    If 
rents  and    it  falls  also  on  all  rival  things,  and  the  supply  of  them  is  not 
absolutely  fixed,  its  incidence  will  be  gradually  transferred 
to  the  consumers.     For  any  period,  for  which  a  tax  would  fall 
mainly  on  the  consumers,  the  income  derived  from  the  things 
may  be  regarded  as  of  the  nature  of  profits  entering  directly 
into  supply  price.     For  a  shorter  period,  in  which  the  tax 
falls  mainly  on  the  owners  (lessees  being  regarded  as  part- 
owners),  the  income  may  be  regarded  as  more  or  less  of  the 
*  nature  of  rent. 

Dlnstration  §  3.  Our  next  illustration  may  be  from  the  rent  of  land 
ren™of  *  i^^  ^^  old  country  such  as  England.  But,  at  starting,  three 
land.  cautions  may  be  entered.     In  the  first  place,  Rent  is  here 

taken  as  another  name  for  the  Surplus  produce  which  is  in 
excess  of  what  is  required  to  remunerate  the  cultivator  for 
his  capital  and  labour ;  and  if  the  cultivator  owns  the  land 
himself,  he  of  course  retains  this  surplus. 

Next,  the  "  Marginal "  application  of  capital  and  labour 
by  the  return  to  which  we  estimate  the  amount  required  to 
remunerate  the  farmer,  is  not  necessarily  applied  to  land  on 
the  margin  of  cultivation  :  it  is  on  the  margin  of  profitable 
expenditure  on  land  of  any  quality. 

Lastly,  the  doctrine  does  not  mean  that  a  tenant  farmer 
need  not  take  his  rent  into  account  when  making  up  his 
year's  balance-sheet :  when  he  is  doing  that,  he  must  count 
his  rent  just  in  the  same  way  as  he  does  any  other  expense. 
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What  it  does  mean  is  that  when  the  farmer  is  calculating  book  v. 
whether  it  is  worth  his  while  to  apply  more  capital  and 
laboiir  to  the  land,  then  he  need  not  think  of  his  rent ;  for  he 
will  have  to  pay  this  same  rent  whether  he  applies  this  extra 
marginal  capital  and  labour  or  not :  and  therefore  if  the 
marginal  produce  due  to  this  "dose"  seems  likely  to  give 
him  normal  profits,  he  applies  it ;  and  his  rent  does  not  then 
enter  into  his  calculations. 

Thus  the  doctrine  is,  that  the  price  of  the  produce,  in  so 
far  as  it  depends  on  supply,  is  governed  by  the  action  of  the 
farmers  with  regard  to  their  marginal  produce ;  and  that  since 
this  action  is  not  affected  by  the  rent  they  have  to  pay,  there- 
fore rent  does  not  enter  into  the  price  of  the  marginal  produce, 
and  therefore  does  not  enter  into  the  price  of  any  part'. 

If,  following  Ricardo,  we  suppose  that  all  kinds  of  agri-  The 
cultural  produce  can  be  regarded  as  converted  into  certain  that  "rent 
quantities  of  com ;  and  then  take  it  for  granted  that  all  the  ^^/5°L 
land  will  be  used  for  agricultural  purposes  of  some  kind  or  cos*  of 

■  1      1  •  p  1     -1  1-  •  1  •    1  production, 

other,  with  the  exception  oi  building  sites  which  are  a  small  u  oot  mis- 
and  nearly  fixed  part  of  the  whole ;  it  is  then  true  that  the  ,^th  ^ 
price  of  agricultural  produce  taken  as  a  whole  cannot  in  the  J|^^'° 
long  run  be  greater,  and  cannot  in  the  long  run  be  less,  than  '°™l 
its  marginal  expenses  of  production  (or,  to  use  the  ordinary  a  whole, 
metaphor,  than  the  expenses  on  the  margin  of  cultivation). 
More  simply,  other  things  being  equal,  it  is  governed  in  the 
long   run   by    these  expenses ;    these  expenses    are    not   in 
any  way  affected,  directly  or  indirectly,  by  the   true  rent 
(exclusive    of    the    quasi-rent    of   improvements)    paid    for 
the   land;    and    therefore    this    rent    does    not    enter   into 

1  Adam  Smith  is  attacked  by  Bicardo  for  pattiiig  rent  on  the  same  footing  with 
wages  and  profits  as  parts  of  (money)  cost  of  prodoction ;  and  no  donbt  he  does  this 
sometimes.  But  yet  he  says  elsewhere,  "  Bent  it  is  to  be  observed  enters  into  the 
composition  of  the  price  of  commodities  in  a  different  way  from  wages  and  profit. 
High  or  low  wages  and  profit  are  the  causes  of  high  or  low  price :  high  or  low 
rent  is  the  effect  of  it.  It  is  because  high  or  low  wages  and  profit  must  be  paid 
in  order  to  bring  a  particular  commodity  to  market  that  its  price  is  high  or  low. 
But  it  is  because  its  price  is  high  or  low  a  great  deal  more,  or  very  little  more, 
or  no  more  than  what  is  sufficient  to  pay  those  wages  Euid  profits,  that  it  affords  a 
high  rent,  or  a  low  rent,  or  no  rent  at  all."  ( Wealth  of  Nations^  Book  i.  Chapter 
XI.)  In  this,  as  in  many  other  instances,  he  anticipated  in  one  part  of  his  writings 
truths  which  in  other  parts  he  has  seemed  to  deny.  We  shall  recur  to  his  and 
Bicardo's  doctrines  as  to  the  rent  of  mines  later  on. 
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BOOK  V.    the  expenses  of  production  of  agricultural  produce  taken  as  a 

OH.  VIII.  ,  *  "  '■ 

whole. 

But  when         §  4.     But  when  applied  to  the  case  of  one  kind  of  agri- 
trine  is       cultural  produce  considered  separately,  the  doctrine  is  liable 
tny"one'°   *°  ^®  understood  in  a  sense  in  which  it  is  not  true.     For 
^^°^      instance  the  production  of  those  oats  which  only  just  pay 
taken  aepa-  their  way  is  often  said  to  "  determine  "  the  price  of  all  other 
misiea'drng.  oats  ;  rent,  it  is  argued,  docs  not  enter  into  their  cost  of  pro- 
duction, and  therefore  rent  does  not  enter  into  tho  supply 
price  of  oats.    But  this,  though  true  in  a  sense,  is  misleading. 
It  is  true  that  when  we  know  what  are  the   most  un- 
favourable conditions  under  which  oats  are  grown,  Ave  can 
calculate  the  supply  price  of  oats  by  reckoning  up  their  ex- 
penses of  production ;  just  as  we  can  discover  tho  tempera- 
ture by  looking  at  the  thermometer.     But  as  it  would  be 
misleading  to  say  that  the  height  of  the  thermometer  deter- 
mines the   temperature ;    so  a  great  deal  of  confusion  has 
arisen  from  saying  simply  that  the  normal  value  of  oats  is 
determined  by  their  production  under  the  most  unfavourable 
circumstances  under  which  they  are  grown.     This  statement 
needs  to  be  completed  by  adding  that  these  circumstances 
are,  no  less  than  the  normal  value  itself,  governed  by  the 
general  conditions  of  demand  and  supply ;  and  that  one  of 
the  chief  of  these  conditions  is  the  amount  of  land  which  is 
capable  of  growing  oats,  but  for  which  there  is  so  great  a 
demand  for  other  purposes  that  it  affords  a  higher  rent,  when 
used  for  them,  than  when  used  for  growing  oats.     For  tho 
expenses  of  production  of  those  oats  which  only  just  pay  their 
way,  are  greater  than  they  would  be,  were  it  not  that  much 
of  the  land  which  would  return  the  largest  crops  of  oats  to 
the  smallest  outlay  is  diverted  to  growing  other  crops  that 
will  enable  it  to  pay  a  higher  rent  than  oats  would  afford  ; 
and  therefore  the  rent  that  land   on  which   oats  could  be 
grown,  can  be  made  to  pay  for  other  purposes,  though  it  does 
not  "  enter  into  "  the  expenses  of  production  and  the  normal 
value  of  oats,  yet  does  indirectly  affect  them'. 

1  As  Mill  points  out  when  discussing  "  soma  peculiar  cases  of  value,"  all  ques- 
tions relating  to  the  competition  of  crops  for  the  possession  of  particular  soils  ar« 
complicated  by  the  rotation  of  crops  and  similar  causes  {Prineiplen,  Book  in. 
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We  conclude  then  that  the  doctrine  that  rent  does  not    book  v. 

enter  into  money-cost  of  production  applies  to  agriculture      _! ' 

only  when  carefully  limited ;  and  if  Ricardo  had  studied  its 
limitations  more  carefully  he  would  probably  have  seen  that 
there  remained  no  reason  for  confining  its  scope  to  agricul- 
ture. It  may  be  taken  in  a  sense  in  which  it  is  not  true  of 
agricultural  rent ;  when  properly  interpreted,  it  is  equally 
true  of  all  kinds  of  rent*. 

Ch.  XVI.  §  2).  He  does  not  however  appear  to  have  noticed  the  bearing  of  these 
remarks  on  the  general  problem  of  "  Rent  in  its  relation  to  Valne." 

'  This  method  of  treating  the  rent  of  land  may  be  supplemented  by  another, 
proceeding  rather  on  Conmot's  plan  of  starting  with  valne  as  determined  by  a 
monopoly,  and  then  introdocing  the  competition  of  many  rivals  so  as  to  work 
towards  the  circumstances  of  a  free  market. 

We  will  take  the  case  of  perennial  springs  of  natnral  mineral  water.  If  there 
were  only  one  spring  of  the  kind,  its  owner  wonld  have  a  pnre  Monopoly;  which 
he  may  be  supposed  to  let  ont  on  lease.  The  lessee  would  fix  the  price  of  the 
water  so  that  the  aggregate  (yearly)  receipts  from  the  sales  wonld  exceed  the 
aggregate  (yearly)  expenses  of  working  the  business  by  as  large  a  sum  as  possible : 
and  this  excess  (his  own  Earnings  of  Management  being  included  in  the  expenses 
of  working)  would  be  the  rent  which  the  owner  of  the  spring  conld  compel  Ih'tti  to 
pay.  (We  shall  soon  discuss  the  question  of  Monopoly  in  some  detail,  and  shall 
observe  more  closely  the  fact  that  Monopoly  rent  is  rent  determined,  other  things 
being  equal,  by  the  price  of  the  water,  and  does  not  enter  into  that  price.  This 
fact  is  in  harmony  with  the  doctrine  we  are  discussing,  but  is  not  an  illustration 
of  it.) 

Next  suppose  that  there  are  several  such  springs,  owned  by  different  persons, 
not  acting  in  combination ;  and  that  the  supply  drawn  from  each  of  them  can  be 
increased  by  expensive  pumping  appliances,  which  yield  a  constantly  diminishing 
return.  The  equilibrium  price  will  be  such  as  just  to  remunerate  each  producer 
for  his  marginal  production ;  that  is,  for  the  last  gallon  of  water  which  his  ex- 
penditure enables  him  to  raise,  when  the  amounts  raised  from  the  several  springs 
are  such  that  they  are  together  equal  to  the  amount  which  purchasers  are  willing 
to  buy  at  that  price.  The  rental  value  of  each  spring  will  be  the  excess  which  this 
price  affords  over  the  expenses  of  working  it.  Thus  the  price  will  be  determined 
by  the  relations  of  demand  and  supply ;  it  will  take  part  directly  in  determining 
the  rent  and  will  not  be  determined  by  the  rent:  rent  will  not  enter  into  its 
expenses  of  production. 

If  however  one  of  the  smaller  springs  happened  to  be  so  situated  that  it  could 
not  be  worked  without  injury  to  a  valuable  site,  it  would  probably  not  be  worked 
at  all;  the  fact  that  the  site  had  a  high  rental  value  for  other  purposes  would  cut 
oft  part  of  the  supply  of  mineral  water  that  otherwise  would  have  been  forth- 
coming; and  this  would  cause  more  water  to  be  obtained  from  the  other  springs 
at  expenses  increased  more  than  in  proportion.  The  expenses  of  production  of  that 
part  which  is  raised  at  the  greatest  disadvantage,  would  be  greater  than  before ;  ' 
and  producers  would  at  once  raise  their  prices :  if  the  price  did  not  rise  enough 
to  cover  these  expenses,  the  supply  would  be  curtailed,  and  the  scarcity  of  supply 
would  compel  the  price  to  rise.  The  price  therefore  would  be  raised  in  con- 
sequence of  the  high  rent  that  could  be  got  by  using  for  other  purposes  one 
of  the  sites  on  which  machinery  for  pumping  mineral  water  might  have  been 
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BOOK  V.  §  5.     We  have  seen*  that  the  law  of  diminishing  return 

_! ■    applies  to  the  use  of  land  for  the  purposes  of  living  and 

Those  limi-  working  on  it  in  all  trades.     Of  course  in  the  trade  of  build- 

tations  and  ^  o 

conditions  ing,  as  in  agriculture,  it  is  possible  to  apply  capital  too 
necessary  thinly.  Just  as  a  Squatter  may  find  that  he  can  raise  more 
doSrine  *  produce  by  cultivating  only  a  half  of  the  160  acres  allotted 
*St  °*1^'  ^'^  ^^™  than  by  spreading  his  labour  over  the  whole,  so  even 
rents  are     when  ground  has  scarcely  any  value,  a  very  low  house  may 

sufficient      ,        J    ^      .  .■  /     •/  J    .-  T3    i 

to  make  it  be  dear  m  proportion  to  its  accommodation,  isut,  as  m 
ba^*rents7  agriculture,  there  is  a  certain  application  of  capital  and 
labour  to  the  acre  which  gives  the  highest  return,  and 
further  applications  after  this  give  a  less  return,  so  it  is  in 
building.  The  amount  of  capital  per  acre  which  gives  the 
maximum  return  varies  in  agriculture  with  the  nature  of  the 
crops,  with  the  state  of  the  arts  of  production,  and  with  the 
character  of  the  markets  to  be  supplied;  and  similarly  in 
building,  the  capital  per  square  foot  which  would  give  the 
maximum  return,  if  the  site  had  no  scarcity  value,  varies  with 
the  purpose  for  which  the  building  is  wanted.  But  when 
the  site  has  a  scarcity  value,  it  is  worth  while  to  go  on 
applying  capital  beyond  this  maximum  rather  than  pay  the 
extra  ground-rent  required  for  extending  the  site.  In  places 
where  ground-rent  is  high,  each  square  foot  is  made  to  yield 
perhaps  twice  the  accommodation,  at  more  than  twice  the 
cost,  that  it  would  be  made  to  give,  if  used  for  similar 
The  Mar-  purposes  where  ground-rent  is  low.  We  may  apply  the 
Bniiding.  phrase  the  Margin  of  Building  to  that  accommodation  which 
it  would  not  be  worth  while  to  obtain  from  a  given  site  if  its 
ground-rent  were  a  little  lower ;  and,  to  fix  the  ideas,  we  may 
suppose  this  accommodation  to  be  given  by  the  top  floor  of 
the  building*. 

erected.  Thus  again  we  see  that  the  proposition  that  rent  does  not  enter  into 
expenses  ol  production,  when  rightly  nnderstood,  is  not  inconsistent  with  the  fact 
that  if  some  of  the  possible  sources  of  supply  of  the  commodity  in  question  have 
been  diverted  to  purposes  that  will  enable  them  to  render  a  higher  rent,  this 
diminution  of  supply  will  raise  prices. 

1  Book  IV.  Ch.  III. 

^  Houses  built  in  flats  are  often  provided  with  a  lift  which  is  run  at  the  expense 
of  the  owner  of  the  house,  and  in  such  cases,  at  all  events  in  America,  his  top  floor 
sometimes  lets  for  a  higher  rent  than  any  other.  If  the  site  is  very  valuable  and 
the  law  does  not  limit  the  height  of  his  house  in  the  interest  of  his  neighbours,  he 


Additional 
rooms  on 
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By  erecting  this  floor,  instead  of  spreading  the  building  book  v. 
over  more  ground,  a  saving  of  ground-rent  is  effected,  which 
just  compensates  for  the  extra  expense  and  inconvenience  of 
the  plan.  The  accommodation  given  by  this  floor,  when  '^  1™,^-^ 
allowance  has  been  made  for  its  incidental  disadvantages,  pay  no 
is  only  just  enough  to  be  worth  what  it  costs  without  rent, 
allowing  anything  for  ground-rent ;  and  the  expenses  of  pro- 
duction of  the  things  raised  on  this  floor,  if  it  is  part  of  a 
factory,  ai-e  just  covered  by  their  price ;  there  is  no  surplus 
for  ground-rent.  The  expenses  of  production  of  manufactures 
may  then  be  reckoned  as  those  of  the  goods  which  are  made 
on  the  margin  of  building,  so  as  to  pay  no  ground-rent.  On 
the  understanding  that  we  do  so  reckon  them,  it  is  true  that 
gi'ound-rent  does  not  enter  into  the  expenses  of  manufacture  ; 
and  this  understanding  is  exactly  parallel  to  that  which  has 
to  be  supplied  in  order  to  make  Ricardo's  doctrine  true, 
when  applied  to  agriculture.  For,  the  expenses  of  produc- 
tion of  oats  are  increased  by  the  fact  that  land  which  could 
yield  good  crops  of  oats  is  in  great  demand  for  growing  other 
crops,  which  enable  it  to  yield  a  higher  rent ;  while  the 
printing-presses  which  may  be  seen  at  work  in  London  some 
sixty  feet  above  the  ground  could  afford  to  do  their  work  a 
little  cheaper  if  the  ground  were  not  so  much  in  demand 
for  other  uses,  and  pressure  of  ground-rent  did  not  push  the 
margin  of  building  up  so  high\ 

may  baild  very  high :  but  at  last  he  will  reach  the  margui  of  building.  At  last  he 
will  find  that  the  extra  expenses  for  foundations  and  thick  waUs,  and  for  his  lift, 
together  with  some  resulting  depreciation  of  the  lower  floors,  makes  him  stand  to 
lose  more  than  he  gains  by  adding  one  more  floor;  the  extra  accommodation 
which  it  only  just  answers  his  purpose  to  supply  is  then  to  be  regarded  as  at  the 
margin  of  building,  even  though  the  gross  rent  be  greater  for  the  higher  floors 
than  for  the  lower. 

1  Jevons  in  the  Preface  to  the  Second  Edition  of  his  Theory  of  Political 
Economy  argues  in  the  direction  of  treating  agricnltoral  rent  on  the  same  footing 
as  ground-rent.  But  he  goes  on : — "  If  land  which  has  been  yielding  £2  per  acre 
rent,  as  pasture,  be  ploughed  up  and  used  for  raising  wheat,  must  not  the  £2  per 
acre  be  debited  against  the  expenses  of  production  of  wheat?"  It  is  true  that 
Mill  was  inconsistent  in  answering  this  question  in  the  negative,  while  he  main- 
tained that  when  land  capable  of  yielding  rent  in  agriculture  is  applied  to  some 
other  purpose,  the  rent  which  it  would  have  yielded  is  an  element  in  the  cost 
of  production  of  the  commodity  which  it  is  employed  to  produce.  But  still  the 
proper  answer  to  Jevons'  question  is  in  the  negative.  For  there  is  no  connection 
between  this   particular  sum  of    £2  and  the  expenses  of  production  of  that 
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CH.  vm. 

The  indi- 
rect effect 
of  rent  on 
Expenses 
of  produc- 
tion must 
not  be 
overlooked 
either  in 
manufac- 
ture or 
in  agri- 
culture. 


Reverting  to  a  caution  given  at  the  beginning  of  this 
chapter  against  misunderstanding  the  general  bearing  of 
Ricardo's  doctrine,  we  may  notice  that  this  argument  does 
not  imply  that  a  manufacturer  when  making  up  the  profit 
and  loss  account  of  his  business  would  not  count  his  rent 
among  his  expenses.  If  the  ground-rent  in,  say,  Leeds  rises, 
a  manufacturer  finding  his  expenses  of  production  increased 
may  move  to  another  town  or  into  the  country ;  and  leave  the 
land  on  which  he  used  to  work  to  be  built  over  with  shops 
and  warehouses,  for  which  a  town  situation  is  more  valuable 
than  it  is  for  factories'.  For  he  may  think  that  the  saving 
in  ground-rent  that  he  will  make  by  moving  into  the  country, 
together  with  other  advantages  of  the  change,  will  more  than 
counterbalance  its  disadvantages.  In  a  discussion  as  to 
whether  it  was  worth  his  while  to  do  so,  the  ground-rent  of 
his  factory  would  be  reckoned  among  the  expenses  of  pro- 
duction of  his  cloth. 

This  is  true.  But  it  is  no  less  true  that  in  making  up 
the  profit  and  loss  account  of  the  cultivation  of  land,  the 
farmer's  rent  must  be  reckoned  among  his  expenses.  A  hop- 
grower,  for  instance,  may  find  that  on  account  of  the  high 
rent  which  he  pays  for  his  land,  the  price  of  his  hops  will  not 
cover  their  expenses  of  production  where  he  is,  and  he  may 
abandon  hop-growing,  or  seek  other  land  for  it ;  while  the 
land  that  he  leaves  may  perhaps  be  let  to  a  market-gardener. 
After  a  while  the  demand  for  land  in  the  neighbourhood 
may  again  become  so  great  that  the  aggregate  price  which 

wheat  which  only  just  pays  its  way.  The  amount  of  capital  applied  in  culti- 
vation is  elastic,  and  is  stretched  until  the  return  to  it  only  just  repays  the 
outlay:  this  limit  is  determined  by  the  general  circtmistances  of  supply  and 
demand ;  and  is  independent  of  the  particular  sum  of  £2  which  the  land  will  afford 
as  rent.  Mill  ought  to  have  said,  "When  land  capable  of  being  used  for  pro- 
ducing one  commodity  (whether  agricultural  produce  or  not)  is  used  for  producing 
another,  the  price  of  the  first  is  raised  by  the  consequent  limitation  of  its  field  of 
production.  The  price  of  the  second  will  be  the  expenses  of  production  (wages 
and  profits)  of  that  part  of  it  which  only  just  pays  its  way,  that  which  is  pro- 
duced on  the  margin  of  cultivation  or  building.  And  if  for  the  purposes  of  any 
particular  argument  we  take  together  the  whole  expenses  of  the  production  on 
that  site,  and  divide  these  among  the  whole  of  the  commodity  produced,  then,  the 
rent  which  we  ought  to  count  in  is  not  that  which  the  site  would  pay  if  used  for 
producing  the  first  commodity,  but  that  which  it  does  pay  when  used  for  pro- 
ducing the  second." 

1  Compare  the  latter  part  of  Book  it.  Ch.  m.  §  7. 
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the  market-gardener  obtains  for  his  produce  will  not  pay  its    book  t. 

expenses  of  production,  including  rent ;  and  so  he  in  his  turn      J ' 

makes  room  for,  say,  a  building  company. 

§  6.     Mines,  quarries,  &c.  form  a  class  by  themselves,  Mming 
as  has  already  been  indicated'.     For,  except  when  they  are  enter  in*o 
practically  inexhaustible,  the  excess  of  their  income  over  their  —^o*  *** 
direct  outgoings  has  to  be  regarded,  in  part  at  least,  as  the  *■*?"  °^ 
price  got  by  the  sale  of  stored-up  goods — stored  up  by  Nature 
indeed,  but  now  treated  as  private  property ;  and  therefore 
the  marginal  supply  price  of  minerals  includes  a  royalty  in 
addition  to  the  marginal  expenses  of  working  the  mine.    This 
royalty  on  a  ton  of  coal,  when  accurately  adjusted,  represents 
that  diminution  in  the  value  of  the  mine,  regarded  as  a 
source  of  wealth  in  the  future,  which  is  caused  by  taking 
the  ton  out  of  Nature's  storehouse.     Ricardo  was  technically 
right  when  he  said  that  rent  does  not  enter  into  the  marginal 
expenses  of  production  of  mineral  produce.     But  he  ought  to 
have  added  that  the  incomes  derived  from  mines,  which  are 
not  practically  inexhaustible,   are   in   fact   partly  rent   and 
partly  royalty;   and   that   thoiigh    the   rent   does   not,  the 
minimum  royalty  does  enter  directly  into  the  expenses  paid 
for  any  part  of  the  produce,  whether  it  is  marginal  or  not. 

1  Book  IV.  Ch.  III.  §  7. 


CHAPTEE  IX. 

ON  THE  VALUE  OF  AN  APPLIANCE  FOR  PRODUCTION  IN 
RELATION  TO  THAT  OF  THE  THINGS  PRODUCED  BT  IT, 
CONTINUED. 

BOOK  V.  §  1.     The  illustrations  in  the  last  chapter  related  gene- 

— — "     rally  to  fixed  and  stable  conditions.     Those  in  the  present 
otlhe         chapter    will   bear   on   the   application   to    less    permanent 
Chapter,      incomes  of  the  rule  that  Rent  does  not  enter  into  cost  of  pro- 
duction.    We  have  to  inquire  what  modifications  are  needed 
to  adapt  it  to  incomes  derived  from  factors  of  production,  the 
supply  of  which,  though  not  permanently  limited,  cannot  be 
increased  quickly  enough  to  affect  appreciably  the  production 
of  the  commodity  in  question  during  the  period  which  we 
have  in  view  when  speaking  of  its  normal  supply  price.     In 
order  to  emphasize  this  continuity  the  better  we  will  study 
the  incomes  derived  from  land  in  a  newly  settled  country: 
we  shall  find  that  for  some  purposes  they  are  to  be  classed  as 
profits,  or  at  most  as  quasi-rents,  rather  than  rents. 
When  A  settler  who  takes  up  land  in  a  new  country  exercises 

conntryis  no  exclusive  privilege,  for  he  only  does  what  anyone  else 
landls'to^  is  at  liberty  to  do.  He  undergoes  many  hardships,  if  not 
be  regarded  personal  dangers,  and  perhaps  runs  some  risk  that  the  land 

aa  yielding   ^  o       '  r  r 

profits  may  turn  out  badly,  and  that  he  may  have  to  abandon  his 
rent.  improvements.     On  the  other  hand,  his  venture  may  turn' 

out  well ;  the  flow  of  population  may  trend  his  way,  and  the 
value  of  his  land  may  soon  give  as  large  a  surplus  over  the 
normal  remuneration  of  his  outlay  on  it  as  the  fishermen's 
haul  does  when  they  come  home  with  their  boat  full.  But 
in  this  there  is  nothing  which  presents  itself  to  him  as  rent. 
He  has  engaged  in  a  risky  business  which  was  open  to  all. 
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and  his  energy  and  good  fortune  have  given  him  an  excep-  book  v. 
tionally  high  reward:  others  might  have  taken  the  same 
chance  as  he  did;  and  from  a  business  point  of  view  they 
ought  to  have  done  so,  if  they  thought  that,  after  discounting 
all  the  hardships  and  risks  of  the  venture,  it  would  yield  a 
surplus  which  could  fairly  be  called  the  rent  of  a  special 
privilege  or  monopoly. 

Thus  the  income  which  he  expects  the  land  to  afford  in 
the  future  enters  into  the  calculations  of  the  settler,  and  adds 
to  the  motives  which  determine  his  action  when  on  the 
margin  of  doubt  as  to  how  far  to  carry  his  enterprise.  He 
regards  its  "  discounted  value " '  as  profits  on  his  capital, 
and  as  earnings  of  his  own  labour,  in  so  far  as  his  improve- 
ments are  made  with  his  own  hands. 

A  settler  often  takes  up  land  with  the  expectation  thai) 
the  produce  which  it  affords  while  in  his  possession  will  fall 
short  of  an  adequate  reward  for  his  hardships,  his  labour 
and  his  expenditure.  He  looks  for  part  of  hLs  reward  to  the 
value  of  the  land  itself,  which  he  proposes  after  a  while  to 
sell  to  some  new-comer  who  has  no  turn  for  the  life  of  a 
pioneer.  Sometimes  even,  as  the  British  farmer  learns  to 
his  cost,  the  new  settler  regards  his  wheat  almost  as  a  by- 
product ;  the  main  product  for  which  he  works  is  a  farm,  the 
title-deeds  to  which  he  will  earn  by  improving  the  land,  and 
the  value  of  which  will  steadily  rise^ 

'  Compare  Book  m.  Cli.  v.  §  3. 

2  It  has  even  been  maintained  that  any  new  country  which  should  refuse  to 
settlers  the  power  of  acquiring  an  absolute  right  of  property  in  the  soil,  and 
should  grant  long  leases  only,  would  see  the  stream  of  immigrants  into  it  speedily 
run  away.  But  there  does  not  seem  to  be  any  strong  reason  for  thinking  that 
this  effect  would  be  more  than  temporary:  for  the  more  far-seeing  class  of 
immigrants  might  think  that  what  was  kept  from  them  as  "individual  wealth" 
was  more  than  returned  to  them  as  shareholders  in  the  "collective  wealth." 
And  even  if  not,  it  may  be  doubtful  whether  the  few  people  who  first  arrive  on 
a  new  shore  are  justified  in  assuming  that  they  have  the  right  to  dispose  of  its 
vast  resources  in  perpetuity.  Warned  by  the  experiences  of  the  past  our  own 
generation  might  well  pause  before  entering  into  new  engagements  that  purport 
to  bind  its  successors  for  all  time.  The  gain  which  the  world  as  a  whole  can  get 
from  turning  the  stream  of  migration  in  this  direction  rather  than  that,  is  not  very 
great :  distant  generations  may  think  that  the  fee-simple  of  the  soil  was  too  high 
a  price  to  pay  for  such  a  purpose ;  and  that,  since  a  hundred  years,  though  nothing 
in  the  life  of  the  race,  is  long  relatively  to  individual  lives,  a  free  lease  for  a  hun- 
dred years  would  have  been  a  sufficient  price  to  pay.   But  this  takes  us  out  beyond 
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§  2.  But  when  the  land  is  all  taken  up,  the  desire  to 
obtain  its  title-deeds  no  longer  acts  as  a  motive  to  further 
improvement  and  to  further  production.  Henceforth  that 
net  income  which  the  land  affords  to  its  owner  in  excess  of 
normal  profits  on  his  fresh  application  of  capital  is  a  pro- 
ducer's surplus  standing  outside  of  those  gains  which  are 
required  to  cover  the  marginal  expenses  of  production.  As 
population  and  wealth  increase  in  the  neighbourhood  this 
net  income  also  will  increase;  but  except  in  so  far  as  the 
improvement  may  be  due  to  the  direct  action  of  individual 
owners,  the  whole  of  it  may  be  regarded  as  a  rent  coming 
under  the  general  argument  of  the  preceding  chapter. 

Its  amount  therefore  will  be  governed,  other  things 
being  equal,  by  the  supply  price  of  produce  at  the  margin 
of  cultivation  and  it  will  play  very  little  direct  part  in 
governing  that  price.  For  that  price  will  be  governed 
chiefly  by  the  results  which  landowners  and  farmers  can  get 
from  applying  capital  and  labour  in  the  further  development 
of  the  resources  of  the  soil,  and  in  cultivating  it  by  more 
intensive  methods  than  those  of  the  early  settler.  The 
results  of  all  kinds  of  improvements,  both  those  which  bear 
fruit  slowly  and  those  which  bear  fruit  quickly,  will  be 
watched ;  and  their  success  or  failure  will  influence  those 
who  are  thinking  of  investing  more  capital  in  the  soil. 
Local  variations  of  land  tenure  and  custom  will  affect  the 
issue;  but  in  every  case  it  will  be  true  that  the  marginal 
supply  price  of  produce  in  the  near  future  will  not  be 
affected  by  improvements  that  bear  fruit  slowly,  in  the 
same  way  that  it  is  by  those  which  act  quickly. 

Suppose,  for  instance,  that  a  war,  which  was  not  expected 
to  last  long,  were  to  cut  off  part  of  our  food  supplies.  People 
would  set  themselves  to  raise  heavier  crops  by  such  extra 
application  of  capital  or  labour  as  was  likely  to  yield  a 
speedy  return ;  they  would  consider  the  results  of  artiflcial 
manures,  of  the  use  of  clod-crushing  machines,  and  so  on; 


the  range  of  our  present  inquiries :  the  point  with  which  we  are  concerned  just  here 
is  that  anything  that  affects  the  hopes  of  distant  gain  on  the  part  of  the  settler 
exerts  a  clearly  marked,  though  perhaps  slowly  acting  influence  on  the  amount  of 
produce  which  will  be  forthcoming  in  the  country  at  any  given  time. 
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and  the  more  favourable  these  results  were,  the  lower  would    book  v. 

be  the  price  of  produce  in  the  coming  year  which  they  re-      _J ' 

garded  as  necessary  to  make  it  worth  their  while  to  incur 
additional  outlay  in  these  directions.  But  the  war  would 
have  very  little  efifect  on  their  action  as  to  improvements 
that  would  not  bear  fruit  till  it  was  over. 

In  any  inquiry  then  as  to  the  causes  that  will  determine 
the  prices  of  corn  during  a  short  period,  that  fertility  which 
the  soil  derives  from  slowly  made  improvements  has  to  be 
taken  for  granted  as  it  then  exists,  almost  in  the  same  way 
as  if  it  had  been  made  by  Nature.  But  in  the  long  run  the 
net  returns  to  the  investment  of  capital  in  the  land,  taking 
successful  and  unsuccessful  returns  together,  do  not  afford 
more  than  an  adequate  motive  to  such  investment.  If  poorer 
returns  had  been  expected  than  those  on  which  people 
actually  based  their  calculations,  fewer  improvements  would 
have  been  made ;  and  in  any  case  the  improvements  would 
depend  partly  on  the  conditions  of  land  tenure,  and  the 
enterprise  and  ability  and  command  over  capital  on  the  jjart 
of  landlords  and  tenants  which  existed  at  the  time  and  place 
in  question.  In  this  connection  we  shall  find,  when  we  come 
to  study  land  tenure,  that  there  are  large  allowances  to  be 
made  for  the  special  conditions  of  different  places. 

But  meanwhile  we  may  conclude  that,  when  the  enter- 
prise of  landowners  is  most  active,  the  extra  income  derived 
from  improvements  that  have  been  made  in  the  land  by  its 
individual  owner — this  income  being  so  reckoned  as  not  to 
include  any  benefit  which  would  have  been  conferred  on  the 
land  by  the  general  progress  of  society  independently  of  his 
efforts  and  sacrifices — does  not  as  a  rule  give  a  surplus 
beyond  what  is  required  to  remunerate  him  for  those  efforts 
and  sacrifices.  He  may  have  under-estimated  the  gains 
which  will  result  from  them ;  but  he  is  about  equally  likely 
to  have  made  an  over-estimate.  If  he  has  estimated  them 
rightly,  his  interest  would  lead  him  to  make  the  investment 
as  soon  as  it  showed  signs  of  being  profitable :  and  in  the 
absence  of  any  special  reason  to  the  contrary  we  may  suppose 
him  to  have  done  this. 

On  these   suppositions  then,  when  we  are   considering 
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periods  which  are  long  in  comparison  with  the  time  required 
to  make  improvements  of  any  kind,  and  bring  them  into 
full  operation,  the  net  incomes  derived  from  them  are  to  be 
regarded  as  the  price  required  to  be  paid  for  the  efforts  and 
sacrifices  of  those  who  make  them.  The  expenses  of  making 
them  thus  directly  enter  into  marginal  expenses  of  production, 
and  directly  govern  long-period  supply  price.  But  in  short 
periods,  that  is,  in  periods  short  relatively  to  the  time  re- 
quired to  make  and  bring  into  full  bearing  improvements  of 
the  class  in  question,  the  incomes  derived  from  them  exercise 
no  such  direct  influence  on  supply  price ;  and  when  we  are 
dealing  with  such  periods  these  incomes  may  be  regarded  as 
a  quasi-rent  which  takes  little  dii'ect  part  in  determining, 
but  is  rather  dependent  on  the  price  of  the  produce.  It  may 
be  noted,  however,  that  rent  proper  is  estimated  on  the 
understanding  that  the  original  properties  of  the  soil  are 
unimpaired.  And  when  the  income  derived  from  improve- 
ments is  regarded  as  a  quasi-rent,  it  is  to  be  understood 
that  they  are  kept  up  in  full  eflSciency :  if  they  are  being 
deteriorated,  the  equivalent  of  the  injury  done  to  them  must 
be  deducted  from  the  income  they  are  made  to  yield  before 
we  can  arrive  at  that  Net  income  which  is  to  be  regarded  as 
their  quasi-rent. 

§  3.  These  results  do  not  depend  upon  the  special  quali- 
ties of  land,  or  on  the  special  conditions  of  agriculture ;  they 
are  generally  applicable  to  all  branches  of  industry.  This  is 
perhaps  already  obvious  enough :  for  the  main  substance  of 
the  argument  has  already  been  given  in  Chapter  v.  But 
the  subject  is  one  of  so  much  difficulty  that  the  space  given 
in  this  section  to  repeating,  in  another  form,  what  has  beeri 
said  there,  may  not  be  wasted. 

Let  us  suppose  then  that  an  exceptional  demand  for  a 
certain  kind  of  textile  fabrics  is  caused  by,  say,  a  sudden 
movement  of  the  fashions.  The  special  machinery  required 
for  making  that  fabric  will  yield  for  the  time  an  income, 
which  bears  no  direct  relation  to  the  expenses  of  making 
the  machinery  ;  but  is  rather  a  high  quasi-rent  governed  by 
the  price  that  can  be  got  for  the  produce  and  consisting  of 
the  excess  of  the  aggregate  price  of  that  produce,  over  the 
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direct  outlay  (including  wear-and-tear)  incuiTed  in  its  pro-    book  v. 
duction.  _! — ' 

Next,  suppose  that  the  tide  has  turned,  and  that  the 
demand  for  a  certain  class  of  goods  is  much  less  than  had 
been  expected.  The  factories  with  the  most  imperfect  ap- 
pliances and  the  worst  machinery  in  other  factories  will  be 
thrown  out  of  work :  those  machines  which  it  is  just  worth 
while  to  keep  in  work  will  just  pay  the  actual  expenses  of 
working  them,  but  will  yield  no  surplus.  Their  produce  will 
be  on  the  margin  of  production ;  and  the  excess  of  the  price 
got  for  the  goods  made  by  the  better  appliances  over  wear- 
and-tear,  together  with  the  actual  expenses  of  working  them, 
will  be  the  income  which  these  appliances  yield  during  the 
short  period  of  depression.  In  this  case  the  income  will  be 
not  more  but  less  than  normal  profits  on  the  original  invest- 
ment. 

The  argument  of  the  last  section  but  one  of  the  preceding  Arguments 
chapter   applies,  so  far  as  short  periods  are  concerned,  to  ren*s  ex- 
quasi-rents  very  nearly  in  the  same  way  as  to  \rue  Rents,  ^^t  ^ 
When  existing  factories  or  machinery  which  could  be  ap-  ''^°''- 
plied  to  producing  one  commodity  are  diverted  to  producing 
another  because  the  demand  for  that  is  such  as  to  enable 
them  to  earn  a  higher  income  by  producing  it,  then  for  the 
time  the  supply  of  the  first  will  be  less,  and  its  price  higher 
than  if  the  machinery  had  not  been  able  to  earn  a  higher 
income  by  another  use.     But  as  in  the  case  of  rent,  there  will 
be  no  direct  or  numerical  relation  between  the  increase  in 
the  price  of  the  first  commodity  and  the  income  that  the 
machinery  can  earn  by  producing  the  second. 

§  4     Similar  illustrations  might  be  taken  from  any  other  The 
branch  of  business.     Each  branch  has  special  features  of  its  betwe^i 
own;    but  with  proper   modifications   in   detail,    the    same  ^"a^re^"' 
general  principle  applies  to  all.    In  eveiy  case  the  net  income  ^ektes 
derived  from  the  investment  of  capital,  when  once  that  in-  short 
vestment  has  been  made,  is  a  quasi-rent.     That  is  to  say,  ^^" 
when  the  causes  which  determine  short-period  fluctuations 
of  production  are  under  discussion,  this  quasi-rent  may  be 
classed  with  rent  proper,  on  the  ground  that  it  stands  outside 
of   the   payments   which  influence  producers   to   take  such 


492  EARNINGS  OF  AN  APPLIANCE  FOR  PRODUCTION. 


progress. 


BOOK  V.    action  as  would  increase  the  available  supply  within  a  short 

_! — '     period.     But  this  resemblance  to  rent  is  only  partial  and  in 

a  sense  superficial. 

^^^""on         ^^^  when  land  or  other  free  gifts  of  nature  have  once 

the  broader  become  private  property,  their  rent  proper  does  not  act  as 

problemsof       ,.  Y  .    ^     ^       i  ,  ,  !•         j      x- 

economic  a  direct  mcentive  to  make  and  save  the  means  oi  production  : 
though  of  course  a  violent  appropriation  of  it  might  destroy 
that  security  on  which  all  such  motives  depend.  It  is  a  true 
surplus.  But  the  quasi-rent  of  capital  is,  speaking  gene- 
rally, no  true  surplus.  If  it  had  been  expected  to  be  less 
than  it  actually  is,  the  motives  to  work  and  to  save  the  pro- 
duct of  work  would  have  been  less.  And  if  this  quasi-rent 
were  to  be  diminished  now,  in  such  a  way  as  to  diminish  the 
expectations  of  the  future  gain  likely  to  result  from  the  effort 
and  sacrifice  involved  in  working  and  saving  the  product  of 
work,  the  growth  of  individual  capital  would  at  once  be 
checked.  The  existing  plant  might  indeed  be  sufficient 
to  prevent  the  change  from  considerably  affecting  the  supply 
of  finished'  commodities,  for  a  few  years:  but  the  broad 
course  of  economic  development  would  be  changed ;  and,  so 
far  as  it  depends  on  the  supply  of  individual  capital,  it  would 
be  arrested. 

It  is  true  that  what  was  lost  in  this  direction  might  be 
counterbalanced  by  a  corresponding  growth  of  Collective 
capital.  Whether  there  would  be  any  considerable  chance 
of  this  is  a  matter  on  which  opinions  differ.  But  when  we 
come  to  discuss  the  schemes  of  modem  socialists  it  will  be 
important  to  remember  that,  though  there  is  some  real 
analogy  between  the  quasi-rent  of  capital  and  rent  proper, 
yet  the  analogy  does  not  reach  far.  It  has  no  validity  at  all 
except  when  short  periods  only  are  under  discussion :  it  has 
no  bearing  on  those  broad  and  slow  movements  on  which  the 
general  progress  and  the  ultimate  well-being  of  mankind 
depend. 


CHAPTER  X. 


ON  THE  VALUE  OF  AN  APPLIANCE  FOR  PRODUCTION  IN 
RELATION  TO  THAT  OF  THE  THINGS  PRODUCED  BY  IT, 
CONTINUED.      SITUATION   RENT.      COMPOSITE   RENT. 

§  1.     We  have  now  considered  the  relation  in  which  cost    book  v. 
of  production  stands  to  the  income  derived  from  the  owner-     ^fl^' 
ship  of  the  "  original  powers  "  of  land  and  other  free  gifts  of  ^fH'°,? .™ 
Nature,  and  also  to  that  which  is  directly  due  to  the  invest-  chapter 
ment  of  private  capital.     But  there  is  a  third  class,  holding  the  two 
an  intermediate  position  between  these  two,  of  which  some-  P^'^^^^g- 
thing  should  be  said  here.     It  consists  of  those  incomes,  or 
rather  those  parts  of  incomes  which  are  the  indirect  result 
of  the  general  progress  of  society,  rather  than  the  direct 
result  of  the  investment  of  capital  and  labour  by  individuals 
for  the  sake  of  securing  certain  gains  to  themselves. 

We  have  already  seen  how  Nature  nearly  always  gives  influence 
a  less  than  proportionate   return,  when   measured   by  the  on  the 
amount  of  the  produce  raised,  to  increasing  applications  of  ^^f 
capital  and  labour  in  the  cultivation  of  land ;  but  that,  on  ci'tiirai 
the  other  hand,  if  the  more  intensive  cultivation  is  the  result 
of  the  growth  of  a  non-agricultural  population  in  the  neigh- 
bourhood, this  very  concourse  of  people  is  likely  to  raise  the 
real  price  which  the  cultivator  can  get  for  every  part  of  his 
produce.     We  saw  how  this  influence  opposes,  and  usually 
outweighs  the  action  of  the  law  of  diminishing  return  when 
the   produce   is   measured  according  to  its  value  and  not 
according  to  its  amount ;  the  cultivator  gets  good  markets 
in  which  to  supply  his  wants,  as  well  as  good  markets  in 
which  to  sell,  he  buys  more  cheaply  while  he  sells  more 
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dearly,  and  the  conveniences  and  enjoyments  of  social  life 
are  ever  being  brought  more  within  his  reach'. 

Again,  we  saw  how  the  economies  which  result  from  a 
high  industrial  organization*  often  depend  only  to  a  small 
extent  on  the  resources  of  individual  firms.  Those  internal 
economies  which  each  establishment  has  to  arrange  for  itself 
are  frequently  very  small  as  compared  with  those  external 
economies  which  result  from  the  general  progress  of  the  in- 
dustrial environment;  the  Situation  of  a  business  nearly 
alwaj's  plays  a  great  part  in  determining  the  extent  to  which 
it  can  avail  itself  of  external  economies. 

It  is  true  that  situation  often  counts  for  little  with 
regard  to  those  economies  that  result  from  the  gradual 
growth  of  knowledge,  or  from  the  gradual  development  of 
world  markets  for  commodities  the  value  of  which  is  great 
in  proportion  to  their  bulk.  Cost  of  carriage  is  not  a  very 
large  element  in  the  budget  of  a  watch-factory  where- 
ever  it  is  placed:  though  near  access  to  markets  where 
specialized  skill  can  be  easily  got  may  be  very  important  to 
it.  But  in  the  great  majority  of  industries  the  success  of  a 
business  depends  chiefly  upon  the  resources  and  the  markets 
of  its  own  immediate  neighbourhood;  and  the  Situation 
value  which  a  site  derives  from  the  growth  of  a  rich  and 
active  population  close  to  it,  or  from  the  opening  up  of  rail- 
ways and  other  good  means  of  communication  with  existing 
markets,  is  the  most  striking  of  all  the  influences  which 
changes  in  the  industrial  environment  exert  on  cost  of  pro- 
duction. 

§  2.  If  in  any  industry,  whether  agricultural  or  not, 
two  producers  have  equal  facilities  in  all  respects,  except 
that  one  has  a  more  convenient  situation  than  the  other, 
and  can  buy  or  sell  in  the  same  markets  with  less  cost  of 
carriage,  the  differential  advantage  which  his  situation  gives 
him  is  the  aggregate  of  the  excess  charges  for  cost  of  carriage 
to  which  his  rival  is  put.  And  we  may  suppose  that  other 
advantages  of  situation,  such  for  instance  as  the  near  access 
to  a  labour  market  specially  adapted  to  his  trade,  can  be 
translated  in  like  manner  into  money  values.     When   this 


1  Book  IV.  Ch.  in.  §  6. 
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is  done  for,  say,  a  year,  and  all  are  added  together  we  have  book  v. 
the  annual  money  value  of  the  advantages  of  situation  which  " 
the  first  business  has  over  the  second ;  and  the  corresponding 
difiference  in  the  incomes  derived  from  the  two  businesses  is 
commonly  regarded  as  a  difference  of  Situation  Rent.  If  we 
suppose  the  second  of  the  two  sites  to  have  less  advantages 
of  situation  than  any  other,  we  may  regard  it  as  having  no 
special  situation  rent ;  and  then  the  income  derived  from 
the  differential  advantage  of  the  former  site  constitutes  the 
whole  of  its  situation  rent'. 

§  3.     There  are  however  some  exceptional  cases  in  which  Exception- 
this  income  derived  from  an  advantageous  situation  is  not  m  wiiicb 
properly  to  be  regarded  as  rent  but  rather  as  profits.     Some-  derived""* 
times,  for  instance,  the  settlement  of  a  whole  town,  or  even  f™™  ''^• 

,...,  ,  ,.  ...  ,  .  vantageous 

district  IS  planned  on  business  principles,  and  earned  out  as  situation  is 

to  fiG  rp* 

an  investment  at  the  expense  and  risk  of  a  single  person  or  garded  as 
company.     The   movement  may  be   partly   due   to   philan-  rafcerthan 
thropic  or  religious  motives,  but  its  financial  basis  will  in  any  '^^°'- 
case  be  found  in  the  fact  that  the  concourse  of  numbers  is 
itself  a  cause  of  increased  economic  efficiency.     Under  ordi- 
nary circumstances  the  chief  gains  arising  from  this  efiSciency 
would  accrue  to  those  who  are  already  in  possession  of  the 
place :  but  the  chief  hopes  of  commercial  success,  by  those 
who  undertake  to  colonise  a  new  district  or  build  a  new  town, 
are  usually  founded  on  securing  these  gains  for  themselves. 

'  If  we  suppose  that  two  farms,  which  sell  in  the  same  market,  return  severally 
to  equal  applications  of  capital  and  labour  amounts  of  produce,  the  first  of  which 
exceeds  the  second  by  the  extra  cost  of  carrying  its  produce  to  market,  then  the 
rent  of  the  two  farms  will  be  the  same.  (The  capital  and  labour  applied  to  the 
two  farms  are  here  supposed  to  be  reduced  to  the  same  money  measure,  or  which 
comes  to  the  same  thing,  the  two  farms  are  supposed  to  have  equally  good  access 
to  markets  in  which  to  buy.)  Again,  if  we  suppose  that  two  mineral  springs  A 
and  B  supplying  exactly  the  same  water  are  capable  of  being  worked  each  to 
an  unlimited  extent  at  a  constant  money  cost  of  production,  this  cost  being,  say 
two  pence  a  bottle  at  A  whatever  the  amount  produced  by  it,  and  two  pence  half- 
penny at  £ ;  then  those  places  to  which  the  cost  of  carriage  per  bottle  from  S  is 
a  half-penny  less  than  from  A,  will  be  the  neutral  zone  for  their  competition.  (If 
the  cost  of  carriage  be  proportional  to  the  distance,  this  neutral  zone  is  a  hyper- 
bola of  which  A  and  B  are  foci.)  A  can  undersell  B  for  all  places  on  A  'a  side 
of  it,  and  vice  versa;  and  each  of  them  will  be  able  to  derive  a  Monopoly  Kent 
from  the  sale  of  its  produce  within  its  own  area.  This  is  a  type  of  a  great  many 
fanciful,  but  not  nninstructive,  problems  which  readily  suggest  themselves.  Com- 
pare Von  Thiinen's  brilliant  researches  in  Der  iaolirU  Stoat. 
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BOOK  V.  When,  for  instance,  Mr  Salt  and  Mr  Pullman  determined 

"         to  take  their  factories  into  the  country  and  to  found  Saltaire 
ttonffrom  ^^^  Pullman  city,  they  foresaw  that  the  land,  which  they 
^*d  p^u     ^^^^^  purchase  at  its  value  for  agricultural  purposes,  would 
man  City,    obtain    the    special    situation   value   which   town   property 
derives  from  the  immediate  neighbourhood  of  a  dense  popu- 
lation.    And  similar  considerations   have   influenced   those, 
who,  having  fixed  upon  a  site  adapted  by  nature  to  become 
a  favourite  watering-place,  have  bought  the  land  and  spent 
large  sums  in   developing   its   resources :    they  have   been 
willing  to  wait  long  for  any  net  income  from  their  invest- 
ment in  the  hope  that  ultimately  their  land  would  derive  a 
high  situation  value  from  the  concourse  of  people  attracted 
to  iti. 

In  all  such  cases  the  yearly  income  derived  from  the  land 
(or  at  all  events  that  part  of  it  which  is  in  excess  of  the 
agricultural  rent)  is  for  many  purposes  to  be  regarded  as 
profits  rather  than  rent.  And  this  is  equally  true,  whether 
the  land  is  that  on  which  the  factory  itself  at  Saltaire  or 
Pullman  city  is  built,  or  that  which  afifords  a  high  "  ground- 
rent"  as  the  site  of  a  shop  or  store,  whose  situation  will 
enable  it  to  do  a  brisk  trade  with  those  who  work  in  the 
factory.  For  in  such  cases  great  risks  have  to  be  run ;  and 
in  all  undertakings  in  which  there  are  risks  of  great  losses, 
there  must  also  be  hopes  of  great  gains.  The  normal  ex- 
penses of  production  of  a  commodity  must  inchide  payment 
for  the  ventures  required  for  producing  it,  sufl&cient  to  cause 
those  who  are  on  the  margin  of  doubt  whether  to  venture  or 
not,  to  regard  the  probable  net  amount  of  their  gains — net, 
that  is,  after  deducting  the  probable  amount  of  their  losses — 
as  compensating  them  for  their  trouble  and  their  outlay. 
And  that  the  gains  resulting  from  such  ventures  are  not 
much  more  than  sufficient  for  this  purpose  is  shown  by  the 
fact  that  they  are  not  as  yet  very  common.  They  are  how- 
ever likely  to  be  more  frequent  in  those  industries  which  are 
in  the  hands  of  very  powerful  corporations.  A  large  railway 
company,  for  instance,  can  found  a  Crewe  or  a  New  Swindon 

1  Cases  of  this  kind  are  of  course  most  frequent  in  new  countries.    Bat  tliey 
are  not  very  rare  in  old  countries ;  Saltbom  is  a  conspicuous  instance. 
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for  manufacturing  railway  plant  without  running  any  great    book  v. 
risk\  "— 

Somewhat  similar  instances  are  those  of  a  group  of  land-  improre- 
owners  who  combine  to  make  a  railway,  the  net  traflSc  receipts  ^J^ted  at 
of  which  are  not  expected  to  pay  any  considerable  interest  on  exMnse'of 
the  capital  invested  in  making  it;  but  which  will  greatly  raise  t^"®  l*"^- 
the  value  of  their  land.     In  such  cases  part  of  the  increase  concerned, 
of  their   incomes   as  landowners  ought  to  be  regarded  as 
profits  on  capital  which  they  have  invested  in  the  improve- 
ment of  their  land :   though  the  capital  has  gone  towards 
making  a  railway  instead  of  being  applied  directly  to  their 
own  property. 

Other  cases  of  like  nature  are  main  drainage  schemes, 
and  other  plans  for  improving  the  general  condition  of  agricul- 
tural or  town  property,  in  so  far  as  they  are  carried  out  by 
the  landowners  at  their  own  expense,  whether  by  private 
agreement  or  by  the  levying  of  special  rates  on  themselves. 
Similar  cases  again  are  found  in  the  investment  of  capital 
by  a  nation  in  building  up  its  own  social  and  political  orga- 
nization as  well  as  in  promoting  the  education  of  the  people 
and  in  developing  its  sources  of  material  wealth. 

Thus  that  improvement  of  the  environment,  which  adds  to 
the  value  of  land  and  of  other  free  gifts  of  nature,  is  in  a  good 
many  cases  partly  due  to  the  deliberate  investment  of  capital 
by  the  owners  of  the  land  for  the  purpose  of  raising  its  value  ; 
and  therefore  a  portion  of  the  consequent  increase  of  income 
may  be  regarded  as  profits  when  we  are  considering  long 
periods.     But  in  many  cases  it  is  not  so ;  and  any  increase 

1  Goveriuuents  have  great  facilities  for  carrying  oat  schemes  of  this  kind, 
especially  in  the  matter  of  choosing  new  sites  for  garrison  towns,  arsenals,  and 
establishments  for  the  mannfactore  of  the  materials  of  war.  In  comparisons  of 
the  expenses  of  production  by  Government  and  by  private  firms,  the  sites  of  the 
Government  works  are  often  reckoned  only  at  their  agricoltnral  valne.  But  such 
a  plan  is  misleading.  A  private  firm  has  either  to  pay  heavy  annual  charges  on 
account  of  its  site,  or  to  run  very  heavy  risks  if  it  tries  to  make  a  town  for  itself. 
And  therefore  in  order  to  prove  that  Government  management  is  for  general 
purposes  as  efficient  and  economical  as  private  management,  a  full  charge  ought 
to  be  made  in  the  balance-sheets  of  Government  factories  for  the  town-value  of 
their  sites.  In  those  exceptional  branches  of  production  for  which  a  Government 
can  found  a  manufacturing  town  without  incurring  the  risks  that  a  private  firm 
would  incur  in  a  similar  case,  that  point  of  advantage  may  fairly  be  reckoned  as 
an  argument  for  Govenunents  undertaking  those  particular  businesses. 

M.  32 
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BOOK  V.    in  ttie  net  income  derived  from  the  free  gifts  of  nature  which 

CH.  X.  O 

was  not  brought  about  by,  and  did  not  supply  the  direct 

motive  to,  any  special  outlay  on  the  part  of  the  landowners, 
is  to  be  regarded  as  rent  for  all  purposes. 
Composite  §  4.  The  so-called  rent  of  a  building  is  generally  com- 
posed of  two  elements,  one  the  quasi-rent  of  the  building 
itself,  and  the  other  the  rent — often  chiefly  a  situation 
rent — of  the  ground  on  which  it  is  built.  The  task  of  dis- 
tinguishing between  these  two  elements  may  be  taken  here 
as  a  special  case  of  a  more  general  problem  of  composite 
rents. 
Its  com-  At  starting  there  may  appear  to  be  some  contradiction 

elements  in  the  statement  that  a  thing  is  yielding  at  the  same  time 
t^nished  **o  rents  :  for  a  rent  is  in  some  sense  a  residual  income  after 
m  some  deducting  the  expenses  of  working  it :  and  it  may  seem  that 
all  cases,  there  cannot  be  two  residues.  But  really  we  often  find  a 
true  producer's  surplus  or  rent,  which  itself  includes  two  or 
more  minor  rents. 

For  instance,  the  rent  of  a  flour-mill  worked  by  water 
includes  the  rent  of  the  site  on  which  it  is  built,  and  the  rent 
of  the  water  power  which  it  uses.  Suppose  that  it  is  con- 
templated to  build  a  mill  in  a  place  where  there  is  a  limited 
water  power  which  could  be  applied  equally  well  on  any  one 
of  many  sites ;  then  the  rent  of  the  water  power  together  with 
the  site  selected  for  it  is  the  sum  of  two  rents;  which  are 
respectively  the  equivalent  of  the  differential  advantages 
which  possession  of  the  site  gives  for  production  of  any  kind, 
and  which  the  ownership  of  the  water  power  gives  for  working 
a  mill  on  any  of  the  sites.  And  these  two  rents,  whether 
they  happen  to  be  owned  by  the  same  person  or  not,  can  be 
clearly  distinguished  and  separately  estimated  both  in  theory 
and  in  practice. 

But  this  cannot  be  done  if  there  are  no  other  sites  on 
which  a  mill  can  be  built :  and  in  that  case,  should  the  water 
power  and  the  site  belong  to  different  persons,  there  is  nothing 
but  "  higgling  and  bargaining "  to  settle  how  much  of  the 
excess  of  the  value  of  the  two  together  over  that  which  the 
site  has  for  other  purposes  shall  go  to  the  owner  of  the  latter. 
And  even  if  there  were  other  sites  at  which  the  water  power 
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could  be  applied,  but  not  with  equal  efficiency,  there  would  book  v. 
still  be  no  means  of  deciding  how  the  owners  of  the  site  " 
and  the  water  power  should  share  the  excess  of  the  producer's 
surplus  which  they  got  by  acting  together,  over  the  sum  of 
that  which  the  site  would  yield  for  some  other  purpose,  and 
of  that  which  the  water  power  would  yield  if  applied  else- 
where. The  mill  would  probably  not  be  put  up  till  an  agree- 
ment had  been  made  for  the  supply  of  water  power  for  a  term 
of  years  :  but  at  the  end  of  that  term  similar  difficulties  would 
arise  as  to  the  division  of  the  aggregate  producer's  surplus 
afforded  by  the  water  power  and  the  site  with  the  mill  on  it. 
Difficulties  of  this  kind  are  continually  arising  with  re- 
gard to  attempts  by  partial  monopolists,  such  as  railway,  gas, 
water  and  electrical  companies,  to  raise  their  charges  on  the 
consumer  who  has  adapted  his  business  arrangements  to  make 
use  of  their  services,  and  perhaps  laid  down  at  his  own  expense 
a  costly  plant  for  the  purpose.  For  instance,  at  Pittsburgh 
when  manufacturers  had  just  put  up  furnaces  to  be  worked  by 
natural  gas  instead  of  coal,  the  price  of  the  gas  was  suddenly 
doubled.  And  the  whole  history  of  mines  is  full  of  difficulties 
of  this  kind,  with  neighbouring  landowners  as  to  rights  of 
way,  &c.,  and  with  the  owners  of  neighbouring  cottages, 
railways  and  docks. 


32—2 


CHAPTER   XI. 

THE    EQUILIBRIUM    OF    NORMAL    DEMAND    AND    SUPPLY   CON- 
CLUDED.     MULTIPLE   POSITIONS   OF   EQUILIBRIUM. 

BOOK  V.  §  1.     In  the  present  chapter  we  have,  firstly,  to  examine 

"         the  relation  in  which  average  expenses  of  production  stand 
rf  the        **^  normal  supply  price ;  secondly,  to  consider  further  the 
chapter,      conditions  of  production  and  marketing  in  industries  which 
obey  the   law  of  increasing   return,  to    look  again  at  the 
causes  which  limit  the  production  of  individual  firms  in  those 
industries  and  hinder  any  one  of  them  from  driving  its  rivals 
out  of  the  field  as  soon  as  it  has  once  got  a  start  over  them ; 
thirdly,  to  take  up  that  study  of  normal  equilibrium  with 
regard  to  commodities  obeying  the  law  of  increasing  return 
which  we  avoided  in  Chapter  v.  and  postponed  to  this  place ; 
and   lastly,  to   discuss   some   points   of  a   rather   technical 
character  relating  to  the  interpretation  of  normal  supply 
price   and    the   normal  demand  and  supply  schedules  and 
multiple  positions  of  equilibrium.     The  second  of  these  tasks 
is  of  general  interest;   the  rest  are  of  rather  an  academic 
character. 
The  terms         Firstly,  then,  as  to  the  relations  between  average  ex- 
and  penses  of  production  and  normal  supply  price.     The  last  few 

SpeMes'of  chapters  have  thrown  some  light  on  the  relations  in  which 
h'^'*^"oniT°  ^^®  normal  supply  price  of  a  commodity  stands  to  its  so- 
ft conven-  called  "average"  expenses  of  production  at  any  time.  In 
meaning  in  this  use  the  term  is  somewhat  misleading.  For  in  the  world 
of  rapid  in  which  we  live,  most  of  the  appliances  of  production,  ma- 
change,  terial  and  personal,  by  which  a  commodity  was  made,  came 
into  existence  long  before.     Their  values  are  therefore  not 
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likely  to  be  just  what  the  producers  expected  them  to  be  book  v. 
originally;  but  some  of  their  values  will  be  greater,  and  " 
others  less.  The  present  incomes  earned  by  them  will  be 
governed  by  the  general  relations  between  the  demand  for, 
and  the  supply  of  their  products;  and  their  values  will  be 
ai-rived  at  by  capitalizing  these  incomes  (which  will  be  of  the 
nature  of  quasi-rents). 

It  is  obvious  therefore  that  when  making  out  a  list 
of  normal  supply  prices,  which,  in  conjunction  with  the  list 
of  normal  demand  prices,  is  to  determine  the  equilibrium 
position  of  normal  value,  we  cannot  take  for  granted  the  values 
of  these  appliances  for  production  without  reasoning  in  a 
circle.  In  a  world  of  change,  such  as  ours  is,  the  terms 
"  aggregate  "  or  "  average  "  expenses  of  production  have  in 
general  no  exact  and  definite  meaning;  though  of  course 
they  may  be  legitimately  used,  with  an  artificial  interpre- 
tation clause,  for  the  special  purposes  of  a  particular 
problem. 

One  such  use  is  found  when  we  suppose  a  world  in  which  But  let  ns 
everything  is,  and  has  long  been,  in  a  stationary  state ;  in  perfectly 
which  the  same  amounts  of  the  same  things  have  been  pro-  atateTto^ 
duced  in  the  same  ways  by  the  same  classes  of  people  for  '"^"^  'be 

*i         J  ^  ^  r      r  same 

many  generations   together ;    and   in    which    therefore  this  things  are 

supply  of  the  appliances  for  production  has  had  full  time  to  same  way 

be  adjusted  to  the  steady  demand.  ^me*'  *  * 

Of  course  we  might  assume  that  in  our  stationary  state  extent  for 

o  •'        .       inanygene- 

every  business  remained  always  of  the  same  size,  and  with  rations, 
the  same  trade  connection.  But  we  need  not  go  so  far  as 
that ;  it  will  suffice  to  suppose  that  firms  rise  and  fall  with 
the  same  regular  monotony  as  the  trees  of  a  forest ;  and 
that,  though  some  firms  may  turn  the  economies  of  pro- 
duction on  a  large  scale  to  better  account  than  others,  yet 
they  will  not  obtain  a  preponderating  influence  in,  and  change 
the  character  of,  their  own  branch  of  industry.  The  "  repre- 
sentative "  firm  would  therefore  be  of  a  constant  size,  as  the 
representative  tree  of  a  virgin  forest  is ;  its  internal  economies 
would  be  constant ;  and  its  external  also,  because  the  aggre- 
gate volume  of  production  would  be  constant.  The  marginal 
price,  the  expectation  of  which  just  induced  persons  to  enter 
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BOOK  y.  the  trade,  would  be  suflScient  to  cover  in  the  long  run  the 
cost  of  building  up  a  trade  connection  which  was  afterwards 
to  decay ;  these  would  be  the  normal  expenses  governing  the 
normal  supply  price  for  long  periods. 

And  in  such  a  state  there  would  be  no  distinction  be- 
tween loDg-period  and  short-period  normal  value,  or  between 
true  normal  price  and  sub-normal  price,  at  all  events  if  we 
supposed  that  in  that  monotonous  world  the  harvests  them- 
selves were  uniform :  for  the  representative  firm  being 
always  of  the  same  size,  and  always  doing  the  same  class 
of  business  to  the  same  extent  and  in  the  same  way  with  no 
slack  times,  and  no  specially  busy  times,  its  normal  expenses 
by  which  the  normal  supply  price  is  governed  would  be  always 
the  same.  The  demand  and  the  supply  lists  of  prices  would 
always  be  the  same,  and  normal  price  would  never  vary. 
In  such  a  There  would  be  no  such  things  as  quasi-rents:  for  the 

would  be     income  earned  by  every  apphance  of  production  being  truly 
rent"*bnt  anticipated  beforehand,  would  represent  the  normal  measure 
*™nid^°**   of  the  efiforts  and  appliances  required  to  call  it  into  existence, 
remain.      But  true  rents  would  remain.     For  that  which  cannot  be 
increased  by  man's  effort  in  time  however  long,  would  still 
have  no  supply  price ;  and  its  value  would  still  be  found  by 
capitalizing  the  income  derived  from  the  differential  advan- 
tages which  it  offered  for  production ;  and  that  income  would 
be  determined  by  the  expenses  of  production  of  that  part 
of  the  supply  which  had  not  the  benefit  of  any  permanent 
differential  advantages ;    i.e.  by  the    marginal    expenses   of 
production. 
Aggregate         The  aggregate  expenses  of  production   might  then  be 
of^o-*"     found  either  by  multiplying  these  marginal  expenses  by  the 
torfd'then  ii^^T^^sr  of  units  of  the  commodity ;  or  by  adding  together 

be  definite:  all  the  actual  expenses  of  production  of  its  several  parts,  and 

and.rents       i  ,-         •         n      ,  ,    ,         t~  •   i       i 

being         adding  m  all  the  rents  earned  by  differential  advantages 

av^ige  ™'  for  production.     The  aggregate  expenses  of  production  being 

wmSd^then  determined  by  either  of  these  routes,  the  average  expenses 

be  equal  to  could  be  deduccd  by  dividing  out  by  the  amount  of  the 

marginal  .  */  o  j  ^ 

and  to        commodity ;  and  would  be  the  normal  supply  price,  whether 

normal  p      i  •     i  1*1^ 

expenses.    ™r  long  penods  or  tor  short. 

In  this  stationary  state  we  have  supposed  every  particular 
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thing  to  bear  its  proper  share  of  supplementary  costs;  and    book  v. 
have  supposed  that  it  would  not  ever  be  worth  while  for  a    °^i^' 
producer  to  accept  a  particular  order  at  a  price  other  than 
the  total  cost,  in  which  is  to  be  reckoned  a  charge  for  the 
task  of  building  up  the  trade  connection  and  external  organi- 
zation of  a  representative  firm'. 

1  This  case  may  be  illnstrated  by  the  adjoining  diagram,  in  which  8S'  is  not  a 
true  supply  curve,  but  has  properties,  which  are  often  erroneously  attributed  to 
the  supply  curve ;  and  some  study  of  it  may  be  useful,  if  for  no  other  purpose,  yet 
as  a  means  of  guarding  the  true  supply  curve  against  misunderstandings.  We 
will  call  it  the  Particular  Expenses  Curve.  As  usual  the  amount  of  a  commodity 
is  measured  along  Ox,  and  its  price  along  Oy.  OSis  the  amount  of  the  commodity 
produced  annually,  AH  is  the  equilibrium  price  of  a  unit  of  it.  The  producer  of 
the  OSth  unit  is  supposed  to  have  no  difierential  advantages ;  but  the  producer 
of  the  OMth  unit  has  differential  advantages  which  enable  him  to  produce  with  an 
outlay  PM,  a  unit  which  it  would  have  cost  him  an  outlay  AH  to  produce  without 
those  advantages.  The  locus  of  P  is  our  particular  expenses  curve ;  and  it  is  such 
that  any  point  P  being  taken  on  it,  and  PM  being  drawn  perpendicular  to  Ox,  PM 
represents  the  particular  expenses  of  production  incurred  for  the  production 
of  the  OMth  unit.  The  excess  of  AH  over  PM=  QP,  and  is  a  producer's  surplus 
or  rent.  For  convenience  the  owners  of  differential  advantages  may  be  arranged 
in  descending  order  from  left  to  right;  and  thus  88'  becomes  a  curve  sloping  up- 
wards to  the  right. 

Proceeding  as  in  the  case  of  consumer's  surplus  or  rent  (Bk.  m.  Ch.  vi.  §  1), 
we  may  regard  MQ  as  a  thin  parallelogram 


Pig.  24. 


Produter'a 
Experu  es. 


or  as  a  thick  straight  line.  And  as  M  takes 
consecutive  positions  along  OH,  we  get  a 
number  of  thick  straight  lines  cut  in  two  by 
the  curve  8A,  the  lower  part  of  each  repre- 
senting the  expenses  of  production  of  a  unit 
of  the  commodity,  and  the  upper  the  contri- 
bution which  that  unit  affords  towards  rent. 
The  lower  set  of  thick  lines  taken  together 
fill  up  the  whole  space  SOHA  ;  which  there- 
fore represents  the  aggregate  of  the  expenses 
of  production  of  an  amount  OH.  The  upper 
set  of  thick  lines  taken  together  fill  up  the 
space  F8A,  which  therefore  represents  pro- 
ducer's surplus  or  rent  in  the  ordinary  sense 
of  the  term.  Subject  to  the  corrections  men- 
tioned in  Bk.  111.  Ch.  vi.  §  2,  DFA  represents  the  s<ut>1us  satisfaction  which 
consumers  get  from  an  amount  OH  over  that,  the  value  of  which  is  represented 
to  them  by  a  sum  of  money  equal  to  OHx.  HA ;  and  the  diagram  shows  how  the 
name  "  consumer's  rent "  was  suggested  for  this  surplus. 

Now  the  difference  between  the  particular  expenses  curve  and  a  normal 
supply  curve  lies  in  this,  that  in  the  former  we  do,  and  in  the  latter  we  do  not, 
take  the  general  economies  of  production  as  fixed  and  uniform  throughout.  The 
particular  expenses  curve  is  based  throughout  on  the  assumption  that  the  aggre- 
gate production  is  OH,  and  that  all  the  producers  have  access  to  the  iutemal  and 
external  economies  which  belong  to  this  scale  of  production ;  and,  these  assump- 
tions being  carefully  borne  in  mind,  the  curve  may  be  used  to  represent  a  particu- 
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pass  from 
this  hypo- 
thesis 


§  2.  The  hypothesis  of  a  stationary  state  is  useful  to 
illustrate  many  points  in  economics ;  but  it  is  the  nature  of 
such  hypotheses  to  be  treacherous  guides  if  pursued  far  away 
from  their  starting  point :  they  soon  lead  us  into  a  region  of 
unreal  abstractions,  and,  in  particular,  this  one  is  not  suitable 

lar  phase  of  any  industry,  whether  agricnltaral  or  maunfactoring,  bat'  cannot  be 
taken  to  represent  its  general  conditions  of  prodnction. 

That  can  be  done  only  by  the  normal  supply  cnrre,  in  which  PM  represents 
the  normal  expenses  of  prodnction  of  the  OJ/th  unit  on  the  supposition  that  OM 
nnits  (not  any  other  amonut,  as  OH)  are  being  produced;  and  that  the  available 
economies  of  production  external  and  internal  are  those  which  belong  to  a  repre- 
sentative firm  where  the  aggregate  volume  of  production  is  OM.  These  economies 
will  generally  be  less  than  if  the  aggregate  volume  of  production  were  the  larger 
quantity  OH;  and  therefore,  M  being  to  the  left  of  H,  the  ordinate  at  M  for  the 
supply  curve  will  be  greater  than  for  a  particular  expenses  curve  drawn  for  an 
aggregate  prodnction  OH. 

It  follows  that  the  area  SAF  which  represents  aggregate  rent  in  our  present 
diagram  would  have  represented  something  less  than  the  aggregate  rent,  if  S8' 
had  been  a  normal  supply  curve  even  for  agricnltural  produce  (Diy  being  the 
normal  demand  curve).  For  even  in  agriculture  the  general  economies  of  pro- 
dnction increase  with  an  increase  in  the  aggregate  scale  of  production. 

If  however  we  choose  to  ignore  this  fact  for  the  sake  of  any  particular  argu- 
ment ;  that  is,  if  we  choose  to  assume  that  MP  being  the  expenses  of  production  of 
that  part  of  the  produce  which  was  raised  under  the  most  difficult  circumstances 
(so  as  to  pay  no  rent)  when  OM  units  were  produced,  it  remains  also  the  expenses 
of  production  (other  than  rent)  of  the  OMih  unit  even  when  OH  is  produced ;  or  in 
other  words,  if  we  assume  that  the  increase  in  production  from  the  amount  OM 
to  the  amount  OH  did  not  alter  the  expenses  of  prodnction  of  the  OMth  unit, 
then  we  may  regard  SAF  as  representing  the  aggregate  rent  even  when  SS'  is 
the  normal  supply  curve.  It  may  be  occasionally  convenient  to  do  this,  attention 
being  of  coarse  called  every  time  to  the  nature  of  the  special  assumption  made. 

But  no  assumption  of  the  kind  can  be  made  with  regard  to  the  supply  curve  of 
a  commodity  that  obeys  the  laws  of  increasing  return.  To  do  so  would  be  a  con- 
tradiction in  terms.  The  fact  that  the  production  of  the  commodity  obeys  that 
law,  implies  that  the  general  economies  available  when  the  aggregate  volume  of 
prodnction  is  large,  are  so  much  greater  than  when  it  is  small,  as  to  override  the 
increasing  resistance  that  Nature  offers  to  an  increased  production  of  the  raw 
materials  of  which  the  industry  makes  use.  In  the  case  of  a  particular  expenses 
curve,  MP  will  always  be  less  than  AH  (M  being  to  the  left  of  H)  whether  the 
commodity  obeys  the  law  of  increasing  or  diminishing  returns ;  but  on  the  other 
hand  in  the  case  of  a  Supply  curve,  for  a  commodity  that  obeys  the  law  of 
increasing  retnrns,  MP  would  generally  be  greater  than  AH. 

It  remains  to  say  that  if  we  are  dealing  with  a  problem  in  which  some  even  of 
those  appliances  for  production  which  were  inade  by  man,  have  to  be  taken  as  a 
given  quantity  for  the  time,  so  that  their  earnings  will  be  of  the  natnre  of  a 
quasi-rent ;  we  may  then  draw  a  particnlar  expenses  curve,  in  which  MP  stands 
for  the  expenses  of  prodnction  in  the  narrower  sense  in  which  such  qnasi-rents 
are  excluded;  and  the  area  SAF  would  thns  represent  the  aggregate  of  rents 
proper  and  of  these  qnasi-rents.  This  method  of  treating  short-period  normal 
value  problems  has  attractions,  and  may  perhaps  ultimately  be  of  service :  but  it 
reqnires  careful  handling,  for  the  assumptions  on  which  it  rests  are  very  slippery. 
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for  that  part  of  the  pure  theory  of  equilibrium  of  normal    book  v. 

demand  and  supply  which  remains  for  us  to  discuss;  and      _! ' 

which  relates  to  industries  that  obey  the  law  of  increasing  ^"^'^'^ 
return,  a  law  that  belongs  essentially  to  an  age  of  change  stady  fur- 
and  progress.  causes  that 

It  will  be  recollected  that  the  general  view  of  that  theory,  lomS 
given  in  Chapter  III.  of  this  Book,  left  out  of  account  all  p^'^  an 
cases  in  which  the  supply  price  falls  as  the  amount  produced  j?*?''S 
increases ;  because   they  present   special   difficulties  which  the  law  of 
would  have  obscured  those  main  outlines  of  the  theory  of  return, 
which  we  were  then  seeking  to  obtain  a  general  view.    These 
difficulties  arise  chiefly  from  the  facts,  firstly,  that  the  law 
of  increasing  return  seldom  shows  its  true  character  in  a 
sJiort  period  of  time ;  and,  secondly,  that  in  the  long  period 
of  time  required  for  its  full  operation,  the  general  conditions 
of  equilibrium  are  likely  to  be  modified  by  external  changes'. 

Let  us  begin  with  the  first  of  these  two  difficulties,  and 
consider  further  the  conditions  of  production  and  marketing 
with  regard  to  short  periods  in  industries  that  obey  the  law 
of  increasing  return,  and  inquire  what  are  the  reasons 
which  induce  any  particular  producer  of  a  commodity, 
which  obeys  the  law  of  increasing  return,  to  produce  as 
much  as  he  does  and  no  more.  The  fact  that  the  economies 
of  production  on  a  large  scale  act  differently  in  dififerent 
trades,  makes  it  difficult  to  adapt  a  general  theory  of  equi- 
librium to  the  conditions  of  these  industries ;  and  we  are 
compelled  to  go  back  a  little,  and  work,  partly  over  old 
ground,  from  details  to  general  results. 

^  These  difficulties  lie  rather  below  the  surface  and  are  often  concealed  in 
popular  discussions  of  the  equilibrium  conditions  of  trade ;  but  they  have  made 
themselves  felt  with  great  force  in  the  attempts  made,  from  the  time  of  Coumot 
and  von  Thiinen  downwards,  to  express  those  conditions  by  mathematical  formulse. 
Some,  among  whom  Coumot  himself  is  to  be  counted,  have  before  them  what  is 
in  effect  the  supply  schedule  of  an  individual  firm,  representing  that  an  increase 
in  its  output  gives  it  command  over  so  great  internal  economies  as  much  to 
diminish  its  expenses  of  production ;  and  they  follow  their  mathematics  boldly, 
but  apparently  without  noticing  that  it  leads  inevitably  to  the  ultimate  monopoly 
of  the  whole  business  of  its  trade  in  its  district  by  whatever  firm  first  got  a  good 
start.  While  others  avoiding  this  horn  of  the  dilemma,  maintain  that  there  is  no 
trae  equilibriom  at  all  for  commodities  which  obey  the  law  of  increasing  return ; 
and  some  would  appear  even  to  have  called  in  question  the  validity  of  any  supply 
schedule  which  represents  prices  diminishing  as  the  amount  produced  increases. 
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BooKv.  The  question  is  more  difficult  to  answer  with  regard  to 

_! ■     commodities  that  obey  the  law  of  increasing  than  those  that 

seem'that  ^^^^  ^^^  '^^  °^  diminishing  return.  With  regard  to  the 
it  is  the  latter,  the  producer  whose  normal  marginal  expenses  of  pro- 
interest  of,..  J''l_ 

each  pro-    duction  are  just  equal  to  the  normal  demand  price  in  the 
to  limit,      market,  would  generally  have  no  inducement  to  raise  ad- 
creaseWs    <iitioiial  produce,  even  though  he  could  market  it  on  the 
prodnction.  same  terms  as  the  rest.     But  in  the  case  of  a  commodity 
that  obeys  the  law  of  increasing  return,  the  point  at  which 
the  producer  should  stop  is  hot  so  clearly  marked  out.     It 
may  seem  at  first  sight  that  by  doubling  his  production,  he 
will  increase  very  much  his  internal  economies,  and,  market- 
ing his  output  on  nearly  the  same  terms  as  before,  he  will 
more  than  double   his  profits.     It  may  be  argued  that  so 
long  as  this  course  is  open  to  him,  his  production  can  never 
be  in  equilibrium. 
It  must  be         Now  it  must  be  admitted  fully  that  in  a  trade  in  which 
that  there  are  large  Internal  economies  of  production  still  avail- 

bt^esses  able,  an  individual  firm  is  seldom  in  a  position  of  true  equi- 
whose  pro-  librium.     For  a  new  man  working  his  way  with  small  capital 

dncts  obey  o  j  r 


the  law  of  and  small  trade  connection,  in  a  trade  in  which  the  econo- 

retnm  are  mies  of  production  on  a  large  scale  tell  powerfully  on  the  side 

state'of"'  *  ^^  large  firms,  would  probably  be  able  to  continue  for  a  time 

eqmli-        ^q  increase  his  normal  output,  to  lower  his  normal  expenses 

per  unit,  and  the  price  at  which  he  is  able  to  sell.     If,  as  his 

business  increased,  his  faculties  adapted  themselves  to  his 

larger  sphere,  as  they  had  done  to  his  smaller ;  if  he  retained 

his  originality,  and  versatility  and  power  of  initiation,  his 

perseverance,  his  tact  and  his  good  luck  for  a  hundred  years 

together;  he  might  have  absorbed  into  his  own  hands  the 

whole  volume  of  production  in  his  branch  of  trade  for  his 

district :  and  if  his  goods  were  not  very  difficult  of  transport, 

he  might  have  extended  this  district  very  wide.     During  all 

this  time  there  would  have  been  no  equilibrium,  but  only 

movement ;  and  at  the  end  his  price  would  not  be  a  normal 

expenses  of  production  price,  but  that  of  a  limited  monopoly; 

that  is,  of  a  monopoly  limited  by  the  consideration  that  a 

very  high  price  would  bring  rival  producers  into  the  field. 

But  all  that  this  shows  is,  that  we  must  be  careful  not  to 


MODES   OF   ACTION   OF   THE   LAW   OF   INCREASING    RETUBN.  507 

regard  the  conditions  of  supply  by  an  individual  producer  as    book  v. 
typical  of  those  which  govern  the  general  supply  in  a  market,      — — 
without  taking  account  of  the  fact  that  very  few  firms  have  m^ovemSita 
a  long-continued  life  of  active  progress ;  and  that  while  some  "*"*  ^ 

o  ^     <-»  '  ^  compen- 

are  growing,  others  are  sure  to  be  decaying,  like  the  older  sate  one 
trees  of  the  forest;  so  that  their  normal  productive  power 
remains  nearly  constant,  though  the  yield  of  each  one  of 
them  is  generally  either  on  the  rise  or  on  the  decline.  This 
argument  has  been  dwelt  on  so  long  in  this  and  the  preceding 
Book,  that  we  may  take  its  broad  outlines  for  granted,  and 
consider  an  objection  to  applying  it  to  the  particular  question 
before  us. 

The  objection  is  that  the  decay  of  human  energies  is 
after  all  a  slow  process,  and  that,  if  a  large  output  would 
cost  much  less  in  proportion  than  a  small  one,  an  able  and 
energetic  man  could  often  find  the  means  of  increasing  his 
output  tenfold  or  more  within  a  period  very  short  in  com- 
parison with  the  length  of  his  own  life.  This  also  must  be 
admitted.  It  is  true  that  a  man  who  is  prospering  can  often 
borrow  capital  so  fast  and  therefore  can  increase  his  material 
appliances  so  fast,  that  the  expansion  of  his  business  might 
be  very  rapid,  if  he  could  both  market  his  new  output  easily, 
and  at  the  same  time  obtain  very  important  internal  econo- 
mies by  every  increase  of  his  output.  It  must  be  admitted 
further  that  there  are  a  few  industries,  in  which  these  two  save  in 
conditions  do  coexist ;  and  that  such  industries  are,  for  that  exceptional 
very  reason,  in  so  transitional  a  state  that  for  the  time  there  *"  °' 
is  nothing  to  be  gained  by  trying  to  apply  the  statical  theory 
of  equilibrium  of  normal  demand  and  supply  to  them.  They 
must  be  thought  of  as  in  motion,  rather  than  at  rest.  But, 
on  the  other  hand,  these  industries  are  very  few  in  number. 
For,  though  there  are  many  industries  in  which  an  indi- 
vidual producer  could  secure  much  increased  Internal  eco- 
nomies by  a  great  increase  of  his  output ;  and  there  are 
many  in  which  he  could  market  that  output  easily ;  yet 
there  are  few  in  which  he  could  do  both.  And  this  is  not 
an  accidental  but  almost  a  necessary  result. 

There  are  not  very  many  industries  obeying  the  law  of  For  in 
increasing   return   in  which    a   producer   has  equally  good  f^h  pro- 
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access  to  the  whole  of  a  large  market.  No  doubt  he  may 
in  the  case  of  goods  which  can  be  graded^,  and  which  can  be 
sold  in  a  public  market.  But,  most  goods  that  can  be  graded 
are  raw  produce ;  and  of  the  rest  nearly  all  are  simple  com- 
modities, such  as  steel  rails  or  calico,  the  production  of  which 
can  be  reduced  to  routine,  for  the  same  reasons  that  enable 
them  to  be  graded.  In  the  industries  which  produce  them 
no  firm  can  hold  its  own  at  all  unless  equipped  with  expen- 
sive appliances  of  nearly  the  latest  type ;  and  there  remains 
no  very  great  difference  between  the  economies  available  by 
a  large  and  by  a  very  large  firm=.  In  these  industries,  in 
short,  the  tendency  of  large  firms  to  drive  out  small  ones 
has  already  gone  so  far  as  to  exhaust  most  of  the  strength  of 
those  forces  by  which  it  was  originally  promoted. 

And  even  in  these  industries,  to  produce  for  an  open 
market,  means  generally  to  produce  for  sale  to  middlemen 
who  will  sell  to  others:  those  producers,  who  can  miss  out  one 
in  the  link  of  middlemen,  will  often  gain  by  so  doing  a  good 
deal  more  than  the  additional  economies  to  be  got  by  in- 
creasing an  already  large  and  well-found  stock  of  machinery  ; 
and  when  this  is  so,  a  large  part  of  the  value  of  any  business 
will  consist  of  its  particular  trade  connections  and  external 
organization,  in  spite  of  the  fact  that  the  commodities  which 
it  produces  resemble  those  made  by  many  other  firms. 

But  the  majority  of  commodities  with  regard  to  which 
the  law  of  increasing  return  acts  strongly  are,  more  or  less, 
specialities :  many  of  them  aim  at  creating  a  new  want,  or  at 
meeting  an  old  want  in  a  new  way.  Many  of  them  are 
adapted  to  special  tastes ;  some  can  never  have  a  very  large 
market ;  and  some  have  merits  that  are  not  easily  tested, 
and  must  win  their  way  to  general  favour  slowly.  In  all 
such  cases  the  sales  of  each  business  are  limited,  more  or  less 
according  to  circumstances,  to  the  particular  market  which 
it  has  slowly  acquired.  There  are  firms  whose  business 
connections  have  been  built  up  by  a  g;radual  investment  of 
capital,  and  are  worth  nearly  as  much  as,  or  possibly  even  more 
than,  the  whole  of  their  material  capital.  When  a  business 
is  thus  confined  more  or  less  to  its  own  particular  market,  a 

»  See  Book  v.  Chapter  ii.  "  See  above,  p.  362. 
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hasty  increase  in  its  production  is  likely  to  lower  the  demand  book  v. 
price  in  that  market  out  of  all  proportion  to  the  increased  " 
Internal  economies  that  it  will  gain,  even  though  its  produc- 
tion is  but  small  relatively  to  the  broad  market  for  which  in 
a  more  general  sense  it  may  be  said  to  produce'.  So  gene- 
rally is  this  recognized  that,  when  trade  is  slack,  a  producer 
will  often  try  to  sell  his  surplus  goods  outside  of  his  own 
particular  market  at  prices  that  do  little  more  than  cover 
their  prime  costs ;  while  within  that  market  he  still  tries  to 
sell  at  prices  that  nearly  cover  supplementary  costs,  a  great 
part  of  which  are  the  returns  expected  on  capital  invested 
in  building  up  the  external  organization  of  his  business. 

To  conclude,  then,  the  supplementary  costs  are  generally,  The 
though  not  always,  large  relatively  to  prime  costs  for  com-  of  eqnili- 
modities  that  obey  the  law  of  increasing  return ;    because  gj^  ^"^ 
their  production  needs  the  investment  of  a  large  capital  in  P?".?d8  are 

\  _  ...  .  similar  for 

material  appliances  and  in  building  up  trade  connections,  the  lawa  of 
Each  firm  has  often  to  acquire  a  market  of  its  own,  partly  Lid  di- 
because  of  the  difficulties  of  grading ;  and  when  this  is  the  J^^^.*"^ 
case,  it  seldom  sells  much  at  short  notice  outside  this  market 
except  at  less  than  total  cost  price.     This  does  not  alter  the 
character,  but  does  increase  the  intensity  of  those  fears  of 
spoiling  his  own  peculiar  market,  or  incurring  odium  from 
other  producers  for  spoiling  the  common  market,  which  we 
have  already  learnt  to  regard  as  controlling  the  short-period 
supply  price  of  goods  when  the  appliances  of  production  are 
not  fully  employed". 

1  This  may  be  expressed  by  saying  that  when  we  are  considering  an  individnal 
producer,  we  must  couple  his  supply  curve — not  with  the  general  demand  curve 
for  his  commodity  in  a  wide  market — but  with  the  particular  demand  curve  of  his 
own  special  market.  And  this  particular  demand  curve  will  generally  be  very 
steep,  steeper  than  his  own  supply  curve  is  likely  to  be  even  when  an  increased 
output  will  give  him  an  important  increase  of  Internal  economies.  The  whole  of 
this  argument  lends  itself  easily  to  expression  in  mathematical  language. 

2  Of  course  this  rule  is  not  universal.  It  may  be  noted,  for  instance,  that  the 
net  loss  of  an  omnibus,  that  is  not  full  and  loses  a  fourpenny  fare,  is  nearer 
fourpence  than  threepence,  though  the  omnibus  trade  conforms  perhaps  to  the 
law  of  constant  return ;  and  if  it  were  not  for  the  fear  of  spoiling  his  market,  the 
Regent  Street  shoemaker,  whose  goods  are  made  by  hand,  but  whose  expenses  of 
marketing  are  very  heavy,  would  be  tempted  to  go  further  below  his  normal  price 
in  order  to  avoid  losing  a  special  order,  than  a  shoe  manufacturer  who  uses  much 
expensive  machinery  and  avails  himself  generally  of  the  economies  of  production 
on  a  large  scale. 
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BOOK  V.  But  when  they  are  fully  employed,  a  temporary  increase 

'  in  demand  is  likely  to  raise  the  short-period  supply  price 
quite  as  much  for  commodities  that  obey  the  law  of  in- 
creasing return  as  for  others.  For  the  very  fact  that  their 
production  generally  requires  much  specialized  skill  and 
specialized  machinery  will  make  a  quick  increase  in  the 
output  possible  only  by  working  much  overtime  under  great 
disadvantages ;  and  perhaps  calling  into  use  some  imperfect 
skill  and  some  old-fashioned  machinery.  And  therefore  the 
supply  schedule  for  short  periods  must  generally  show  a 
price  increasing  and  not  diminishing  with  an  increase  in  the 
amount  produced.  There  are  exceptions  to  this  rule;  but 
their  conditions  are  so  peculiar,  that  each  must  be  treated  by 
itself;  there  is  nothing  to  be  gained  by  forcibly  moulding  our 
general  supply  schedules,  so  as  to  fit  their  special  conditions. 
Bnt  for  §  3.     It  is  then  only  as  regards  the  long-period  normal 

periods  the  supply  price  that  the  true  nature  of  the  law  of  increasing 
arewhoUy  return  is  shown.  If  there  is  a  prospect  of  a  permanent 
different,  large  demand  for  a  thing,  it  will  be  worth  while  to  invest 
capital  in  building  up  the  material  appliances,  and  the 
external  and  internal  organization  of  large  businesses,  which 
The  long-  will  be  able  to  sell  profitably  at  a  low  price.  The  long- 
snppiy  f  period  supply  price  for  large  amounts  will  be  low,  because 
reaUy'the  |  ^^  ^^  ^  eflfect  the  supply  price  not  of  particular  things,  but 
price  of  a  /  of  the  whole  processes  of  production  of  those  things.     The 

process.    •'  .  .  .      .  ^ 

~\   law  of  increasing  return  is  in  truth  a  law  that  the  supply 
I  price  of  the  processes  of  production  (and  marketing)  of  large 
I  quantities  of  certain  goods  falls,  when  the  scale   of  those 
'  processes  increases. 
AniUus-  It  is  true  for  instance  that  if  a  sudden  fashion  were  to 

in  the  case  Set  in  for  wearing  watch-shaped  aneroid  barometers,  highly 
factored  P*^"^  labour,  that  had  no  special  training  for  the  work,  would 
commo-  have  to  be  drawn  in  from  other  trades,  there  would  be  a  good 
deal  of  wasted  effort  and  for  a  time  the  real  and  the  money 
cost  of  production  would  be  increased.  But  it  is  also  true 
that  if  the  fashion  lasted  a  considerable  time,  then  indepen- 
dently of  any  new  invention  in  the  cost  of  making  aneroids 
the  process  of  production  on  a  large  scale  would  be  economi- 
cal.    For  specialized  skill  in  abundance  would  shortly  be 
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forthcoming,  and  properly  graduated  to  the  various  work  to  book  t. 
be  done :  with  a  large  use  of  the  method  of  interchangeable  — — " 
parts,  specialized  machinery  would  do  better  and  more  cheaply 
much  of  the  work  that  is  now  done  by  hand ;  and  a  steady 
increase  in  the  annual  output  of  watch-shaped  aneroids  will 
lower  very  much  their  long-period  supply  price,  as  a  result  of 
that  development  of  industrial  organization  which  normally 
belongs  to  a  large  scale  of  production. 

Now  their  long-period  supply  price  when  it  has  been  thus  The 
lowered,  might  be  either  greater  or  less  than  the  normal  position  of 
demand  price  for  the  corresponding  scale  of  production,  when  peri(S'^ 
at  last  the  force  of  fashion  died  away ;  and  the  demand  for  ^"g^ppiy 
aneroids  was  again  based  solely  on  their  real  utility.     In  the  regniates 
former  case  capital  and  labour  would  avoid  that  trade.     Of  stability 
the  firms  already  started  some  might  pursue  their  course  adjustment 
though  with  less  net  gains  (lower  quasi-rents)  than  they  andanmSy. 
had  hoped;    but  others  would  try  to  edge  their  way  into 
some   nearly  related   branch   of  production  that  was  more 
prosperous :   and  as  old  firms  dwindled,  there  would  be  few 
new  ones  to  take  their  place.     The  scale  of  production  would 
dwindle  again ;   and  the  old  position  of  equilibrium  would 
have  shown  itself  stable  against  assaults. 

But  now  let  us  turn  to  the  other  case,  in  which  the  long- 
period  supply  price  for  the  increased  output  fell  so  far  that  the 
demand  price  remained  above  it.  In  that  case  undertakers, 
looking  forward  to  the  life  of  a  firm  started  in  that  trade, 
considering  its  chances  of  prosperity  and  decay,  discounting 
its  future  outlays  and  its  future  incomings,  would  conclude 
that  the  latter  showed  a  good  balance  over  the  former : 
capital  and  labour  would  stream  rapidly  into  the  trade ;  and 
the  production  might  perhaps  be  increased  tenfold  before  the 
fall  in  the  demand  price  became  as  great  as  the  fall  in  the 
long-period  supply  price,  and  a  position  of  stable  equilibrium 
had  been  found. 

For  indeed,  though  in  that  account  of  the  oscillations  of  Two  or 
demand  and  supply  about  a  position  of  stable  equilibrium,  ^sitions 
which  was  given  at  the  end  of  the  third  Chapter,  we  tacitly  ^^brium 
implied,  as  is  commonly  done,  that  there  could  be  only  one  •=*?.  "',*°" 
position  of  stable  equilibrium  in  a  market :  yet  in  fact  under  restdt  from 
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certain  conceivable,  though  rare,  conditions  there  can  be  two, 
or  more  positions  of  real  equilibrium  of  demand  and  supply, 
any  one  of  which  is  equally  consistent  with  the  general  cir- 
'  cumstances  of  the  market,  and  any  one  of  which  if  once 
reached  would  be  stable,  until  some  great  disturbance 
occurred'. 

^  Besides  positions  of  stable  eqnilibrinm,  there  are  theoretically  at  least  posi- 
tions of  unstable  eqnilibrinm:  they  are  the  dividing  botmdaries  between  two 
positions  of  stable  eqnilibria,  the  watersheds,  so  to  speak,  dividing  two  river 
basins,  and  the  price  tends  to  flow  away  from  them  in  either  direction. 

When  demand  and  supply  are  in  unstable  equilibrium,  then,  if  the  scale  of 
production  be  disturbed  ever  so  little  from  its  eqnilibrinm  position,  it  will  move 
rapidly  away  to  one  of  its  positions  of  stable  equilibrium ;  as  an  egg  if  balanced 
on  one  of  its  ends  would  at  the  smallest  shake  fall  down,  and  lie  lengthways. 
Just  as  it  is  theoretically  possible,  but  practically  impossible,  that  an  egg  should 
stand  balanced  on  its  end,  so  it  is  theoretically  possible,  bnt  practically  impossible, 
that  the  scale  of  production  should  stay  balanced  in  unstable  equilibrium. 

Thus  in  Fig.  25,  the  carves  intersect  several  times  and  the  arrow-heads  on  Ox 
show  the  directions  in  which,  according  to  its  situation,  X  tends  to  move  along 
Ox.  This  shows  that  if  /2  is  at  H  or  at  i^  and  is 
displaced  slightly  in  either  direction,  it  will,  as  soon 
as  the  disturbing  cause  is  over,  return  to  the  equi- 
librium position  from  which  it  was  displaced :  but 
that  if  it  is  at  £'  and  is  displaced  towards  the  right, 
it  will  continue  even  after  the  cessation  of  the  dis- 
turbing cause,  to  move  to  the  right  till  it  reaches 
X,  and  if  displaced  towards  the  left  it  will  con- 
tinue to  move  to  the  left  till  it  reaches  H.  That  is 
to  say,  I{  and  L  are  points  of  stable  equilibrium 
and  ir  is  a  point  of  unstable  equilibrium.  We  are 
thus  brought  to  the  result  that: — 

The  equilibrium  of  demand  and  supply  corresponding  to  a  point  of  intersection 
of  the  demand  and  supply  curves  is  stable  or  unstable  according  as  the  demand 
curve  lies  above  or  below  the  supply  curve  just  to  the  left  of  that  point;  or, 
which  is  the  same  thing,  according  as  it  lies  below  or  above  the  supply  curve  just 
to  the  right  of  that  point.  (If  the  curves  touch  one  another  at  any  point,  the 
eqnihbrium  corresponding  to  it  will  be  stable  for  displacements  in  one  direction, 
and  unstable  for  displacements  in  the  other.  No  practical  interest  attaches  to  the 
investigation  of  this  barely  possible  case.) 

We  have  seen  that  the  demand  curve  is  inclined  throughout  negatively.  From 
this  it  follows  that  if  just  to  the  right  of  any  point  of  intersection  the  supply  curve 
lies  above  the  demand  curve,  then  if  we  move  along  the  supply  curve  to  the  right 
we  must  necessarily  keep  above  the  demand  curve  till  the  next  point  of  inter- 
section is  reached :  that  is  to  say,  the  point  of  equilibrium  next  on  the  right-hand 
side  of  a  point  of  stable  eqnihbrium,  must  be  a  point  of  unstable  equilibrium ; 
and,  it  may  be  proved  in  like  manner,  that  so  must  the  adjacent  point  of  intersec- 
tion on  the  left-hand  side.  In  other  wocds,  in  cases  in  which  the  curves  cut  each 
other  more  than  once  points  of  stable  and  unstable  equilibrium  alternate. 

Also  the  last  point  of  intersection  reached  as  we  move  to  the  right  must  be  a 
point  of  stable  equilibrium.  For  if  the  amount  produced  were  increased  in- 
definitely the  price  at  which  it  could  be  sold  would  necessarily  fall  almost  to  zero; 
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§  4.     It  must  be  admitted  however  that  the  theory  of   book  v. 

stable  equilibrium  of  normal  demand  aad  supply  in  its  most      _! ' 

abstract  form  assumes  a  certain  rigidity  in  the  conditions  of  ^^°JJ 

demand  and  supply,  which  does  not  really  exist.     It  helps  'ts  earlier 

indeed  to  give  definiteness  to  our  ideas ;  and  in  its  elemen-  diverges 

tary  stages  it  does  not  diverge  from  the  actual  facts  of  life  so  from  actual 

far  as  to  prevent  its  giving  a  fairly  trustworthy  picture  of  the  i^^jj&a' 

chief  methods  of  action  of  the  strongest  and  most  persistent  *""  i*?  , 
.      ~  T-.  1  11-  prachcal 

group  of  economic  forces.     But  when  pushed  to  its  more  valne 

remote  and  intricate  logical  consequences,  especially  those  di^n^bes. 

connected  with  multiple  positions  of  equilibrium,  it  slips 

away  from  the  conditions  of  real  life,  and  soon  ceases  to  be  of 

much  service  in  dealing  with  practical  problems.     One  cause 

of  this  divergence  is  the  fact  that,  if  the  normal  production  of 

a  commodity  increases  and  afterwards  again  diminishes  to  its 

old  amount,  the  demand  price  and  the  supply  price  are  not 

likely  to  return,  as  the  pure  theory  assumes  that  they  will,  to 

their  old  positions  for  that  amount. 

We  have  already  noticed'  that  the  increase  in  consump-  Theaa- 

tion  arising  from  a  fall  in  price  is  of  gradual,  and  sometimes  thS^he" 

even  of  slow  growth :  and  now  we  have  to  lay  stress  on  the  j^^and 

fact  that  habits  which  have  once  grown  up  around  the  use  of  p""^, 

.  13  rigid. 

a  commodity  while  its  price  is  low,  are  not  quickly  abandoned 
when  its  price  rises  again.  If  therefore  after  the  supply  has 
gradually  increased,  some  of  the  sources  from  which  it  is 
derived  should  be  closed,  or  any  other  cause  should  occur  to 
make  the  commodity  scarce,  many  consumers  will  be  re- 
luctant to  depart  from  their  wonted  ways.  For  instance,  the 
prices  of  cotton  during  the  American  war  showed  that  the 

but  the  price  required  to  cover  the  expense  of  prodacing  it  would  not  so  fall. 
Tberefore,  if  the  supply-  carve  be  produced  sufficiently  far  towards  the  right,  it 
must  at  last  Ue  above  the  demand  curve. 

The  first  point  of  intersection  arrived  at  as  we  proceed  from  left  to  right  may 
be  a  point  either  of  stable  or  of  unstable  equilibrium.  If  it  be  a  point  of  unstable 
equilibrium,  this  fact  will  indicate  that  the  production  of  the  commodity  in  ques- 
tion on  a  small  scale  will  not  remunerate  the  producers;  so  that  its  production 
cannot  be  commenced  at  all  unless  some  passing  accident  has  caused  temporarily 
an  urgent  demand  for  the  commodity,  or  has  temporarily  lowered  the  expenses  of 
producing  it ;  or  unless  some  enterprising  firm  is  prepared  to  sink  a  large  capital 
in  overcoming  the  initial  difficulties  of  the  production,  and  bringing  out  the  com- 
modity at  a  price  which  will  ensure  large  sales. 

1  Book  m.  Ch.  iv.  §  6. 

M.  33 
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consumers  were  bidding  for  the  reduced  supply  a  price  higher 
than  that  for  which  an  equal  amount  could  have  been  sold,  if 
its  previous  low  price  had  not  brought  it  into  common  use  to 
meet  a  great  variety  of  wants,  many  of  which  indeed  it  had 
itself  created.  Thus  then  the  list  of  demand  prices  which 
holds  for  the  forward  movement  of  the  production  of  a 
commodity  will  seldom  hold  for  the  return  movement,  but 
will  in  general  require  to  be  raised^ 

Again,  the  list  of  supply  prices  may  have  fairly  represented 
the  actual  fall  in  the  supply  price  of  the  thing  which  takes 
place  when  the  supply  is  being  increased ;  but  if  the  demand 
should  fall  off,  or  if  for  any  other  reason,  the  supply  should 
have  to  be  diminished,  the  supply  price  would  not  move 
back  by  the  course  by  which  it  had  come,  but  would  take  a 
lower  course.  The  list  of  supply  prices  which  had  held  for 
the  forward  movement  would  not  hold  for  the  backward 
movement,  but  would  have  to  be  replaced  by  a  lower  schedule. 
This  is  true  whether  the  production  of  the  commodity  obeys 
the  law  of  diminishing  or  increasing  return ;  but  it  is  of 
special  importance  in  the  latter  case,  because  the  fact  that 
the  production  does  obey  this  law,  proves  that  its  increase 
leads  to  great  improvements  in  organization. 

For,  when  any  casual  disturbance  has  caused  a  gi-eat  in- 
crease in  the  production  of  any  commodity,  and  thereby  has 
led  to  the  introduction  of  extensive  economies,  these  econo- 
mies are  not  readily  lost.  Developments  of  mechanical  ap- 
pliances, of  division  of  labour  and  of  the  means  of  transport, 
and  improved  organization  of  all  kinds,  when  they  have  been 
once  obtained  are  not  readily  abandoned.  Capital  and  labour, 
when  they  have  once  been  devoted  to  any  particular  industry, 
may  indeed  become  depreciated  in  value,  if  there  is  a  falling 
off  in  the  demand  for  the  wares  which  they  produce:  but 
they  cannot  quickly  be  converted  to  other  occupations ;  and 
their  competition  will  for  a  time  prevent  a  diminished  demand 
from  causing  an  increased  price  of  the  wares'. 

^  That  is,  for  anj  backward  moTement  of  the  amount  offered  for  sale,  the 
left  end  of  the  demand  curve  would  probably  need  to  be  raised  in  order  to  make  it 
represent  the  new  conditions  of  demand.  ° 

2  For  instance,  the  shape  of  the  snpply-cnrve  in  Fig.  25,  implies  that  if  the 
ware  in  question  were  produced  on  the  scale  0  V  annually,  the  economies  intro- 
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Partly  for  this  reason  there  are  not  very  many  cases  in    book  v. 
which  two  positions  of  stable  equilibrium  would  stand  out  as        ' 
possible  alternatives  at  one  and  the  same  moment,  even  if  all  ^^^i^ 
the  facts  of  the  market  could  be  ascertained  with  perfect  demBnd  or 

•  supply 

accuracy.  But  when  the  conditions  of  a  branch  of  manufac-  often 
ture  are  such  that  the  supply  price  would  fall  very  rapidly,  if  much  the 
there  should  be  any  great  increase  in  the  scale  of  production,  ^^  ""™ 
then  a  passing  disturbance  by  which  the  demand  for  the 
commodity  was  increased  might  cause  a  very  great  fall  in  the 
stable  equilibrium  price,  a  very  much  larger  amount  than 
before  being  henceforward  produced  for  sale  at  a  very  much 
lower  price.  This  is  always  possible  when,  if  we  could  trace 
the  lists  of  demand  and  supply  prices  far  ahead,  we  should 
find  them  keeping  close  together^  For  if  the  supply  prices 
for  largely  increased  amounts  are  but  very  little  above  the 
corresponding  demand  prices,  a  moderate  increase  in  demand, 
or  a  comparatively  slight  new  invention  or  other  cheapening 
of  production  may  bring  supply  and  demand  prices  together 
and  make  a  new  equilibrium.  Such  a  change  resembles  in 
some  respects  a  movement  from  one  alternative  position  of 
stable  equilibrium  to  another,  but  differs  from  the  latter  in 
that  it  cannot  occur  except  when  there  is  some  change  in  the 
conditions  of  normal  demand  or  normal  supply. 

§  5.     The  difficulties  that  have  just  been  discussed  have  The  imper- 
very  deep  roots.     They  really  arise  from  the   fact  that  in  ^  staticBi 
economics,  as  in  other  sciences,  we  are  unable  to  discuss  at  of*|^^' 
once  the  effects  of  all  the  causes  at  work.     We  speak  of  the  problems 
prices  at  which  certain  amounts  of  a  commodity  will  be 
normally  demanded  or  supplied,  and  leave  provisionally  out 
of  calculation  the  facts  that  large  changes  in  the  amounts 
produced  or  supplied  can  as  a  rule  only  be  effected  gradually, 
and  that  during  the  time  in  which  they  are  being  effected 

daced  into  its  production  would  be  so  extensive  as  to  enable  it  to  be  sold  at  a 
price  TV.  If  these  economies  were  once  effected  the  shape  of  the  curve  SS' 
would  probably  cease  to  represent  accurately  the  circumstances  of  supply.  The 
expenses  of  production,  for  instance,  of  an  amount  0  U  would  no  longer  be  much 
greater  proportionately  than  those  of  an  amount  OY.  Thus  in  order  that  the 
curve  might  again  represent  the  circumstances  of  supply  it  would  be  necessary  to 
draw  it  lower  down,  as  the  dotted  curve  in  the  figure. 

1  That  is,  when  at  a  good  distance  to  the  right  of  the  equilibrium  point,  the 
supply  curve  is  but  little  above  the  demand  curve. 

33—2 
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are  partly 
inevitable, 


partly  such 
as  the  pro- 
gress of 
science 
may  dimi- 
nish. 


A  plan  for 
evading 
some  of 
them  is 
given  in 
the  next 
Chapter. 


many  other  changes  are  sure  to  take  place,  by  which  the 
general  social  and  economic  conditions  of  the  problem  will  be 
altered. 

This  brings  us  to  the  second  of  the  difficulties  of  which 
mention  was  made  at  the  beginning  of  the  second  Section. 
And  indeed  we  find  here  a  special  application  of  the  broad 
truth  that  economic  problems  are  imperfectly  presented  when 
they  are  treated  as  problems  of  statical  equilibrium,  and  not 
of  organic  growth.  For  though  the  former  treatment  alone 
can  give  us  definiteness  and  precision  of  thought,  and  is  there- 
fore a  necessary  introduction  to  a  more  philosophic  treatment 
of  society  as  an  organism  ;  it  is  yet  only  an  introduction^ 

But  not  all  this  imperfection  lies  in  the  nature  of  the 
case ;  part  of  it  results  from  the  imperfections  of  our  analyti- 
cal methods,  and  may  conceivably  be  much  diminished  in  a 
later  age  by  the  gradual  improvement  of  our  scientific 
machinery.  We  should  have  made  a  great  advance  if  we 
could  represent  roughly,  as  a  function  of  time  itself,  the  chief 
of  the  changes  in  those  elements  which  we  are  not  specially 
considering ;  that  is,  in  the  particular  case  of  lists  of  demand 
and  supply  prices,  if  we  could  represent  the  normal  demand 
price  and  supply  price  as  functions  both  of  the  amount  nor- 
mally produced  and  of  the  time  at  which  that  amount  became 
normal'. 

Meanwhile  we  have  to  make  special  provision  for  all 
events  external  to  the  special  changes  which  we  are  con- 
sidering. So  long  as  there  is  no  substantive  alteration  in 
the  conditions  of  demand  or  supply ;  so  long  as  the  only  im- 
portant changes  in  the  price  at  which  purchasers  can  be  found 
for  the  commodity,  and  the  price  at  which  producers  can  afford 


1  See  above,  Book  i.  Ch.  vi.  §  2. 

'  That  is  to  say,  instead  of  normal  demand  and  snpply  curves  we  should  use 
demand  and  supply  surfaces,  price  being  measured  along  the  axis  of  z,  time  along 
that  of  y,  and  amount  along  that  of  x.  Even  now  there  might  be  some  interest  in 
working  out,  analytically  or  geometrically,  the  curves  of  intersection  of  such 
surfaces  drawn  on  various  assumptions  as  to  the  influence  of  time.  And  though 
for  many  years  to  come  work  of  this  kind  must  be  rather  a  mathematical  diversion, 
than  a  solid  contribution  to  economics,  yet  it  may  show  the  way  towards  such 
methods  of  study  of  social  and  economic  history  and  statistics,  as  may  enable 
future  generations  to  impart  to  such  demand  and  supply  surfaces  a  reality  that 
is  altogether  beyond  our  present  range. 
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to  supply  it,  are  those  changes  which  are  due  to  an  increase  book  v. 
or  diminution  in  the  volume  of  the  amount  of  the  commodity 
produced  and  sold;  so  long  we  may  regard  the  demand 
schedule  and  the  supply  schedule  as  representing  the  broad 
outlines  of  normal  demand  and  normal  supply.  But  any 
great  and  lasting  change  in  fashion,  any  substantive  new 
invention,  any  diminution  of  population  by  war  or  pestilence, 
or  the  development  or  dwindling  away  of  a  source  of  supply 
of  the  commodity  in  question,  or  of  a  raw  material  used  in 
it,  or  of  another  commodity  which  is  a  rival  and  possible 
substitute  for  it : — any  such  change  as  these  may  cause  the 
prices  set  against  any  given  annual  (or  daily)  consumption 
and  production  of  the  commodity  to  cease  to  be  its  normal 
demand  and  supply  prices  for  that  volume  of  consumption 
and  production  ;  or,  in  other  words,  they  may  render  it  neces- 
sary to  make  out  a  new  demand  schedule  or  a  new  supply 
schedule,  or  both  of  them.  We  proceed  to  study  the  problems 
thus  suggested. 


/ 


CHAPTEE  XII. 

THEORY   OF   CHANGES   OF   NORMAL   DEMAND   AND   SUPPLY    IN 
RELATION   TO   THE   DOCTRINE   OF   MAXIMUM   SATISFACTION. 

BOOK  v.  §  1.     We  have  seen  that  an  increase  of  normal  demand 

_J ■    involves  generally  an  increase  in  the  price  at  which  each 

^n^tby    several  amount  can  find  purchasers:    or  which  is  the  same 
an  increase  thing,  at  each  several  price  a  greater  quantity  than  before 
demand,      can  find  purchasers;  (and  this  we  have  called  a  rising  of  the 
list  of  demand  prices,  or  demand  schedule).     This  increase  of 
normal  demand  may  be  caused  by  the  commodity's  coming 
more  into  fashion,  by  the  opening  out  of  a  new  use  for  it  or 
of  new  markets  for  it,  by  the  permanent  falling  off  in  the 
supply  of  some  commodity  for  which  it  can  be  used  as  a 
substitute,   by   a    permanent    increase   in    the   wealth   and 
general  purchasing  power   of  the    community,   and    so   on. 
Changes  in  the  opposite  direction  will  cause  a  falling  off  in 
demand  and  a  sinking  of  the  list  of  demand  prices, 
or  of  nor-  An  increase  of  normal  supply  means  an  increase  of  the 

amounts  that  can  be  supplied  at  each  several  price,  and  a 
diminution  of  the  price  at  which  each  separate  amount  can 
be  supplied ;  (thus  an  increase  of  normal  supply  involves  a 
lowering  of  the  list  of  supply  prices,  or  supply  schedule)'. 

1  A  rise  or  fall  of  the  demand  or  supply  schedule  involves  of  course  a  rise  or 
fall  of  the  demand  or  supply  curve. 

[If  the  change  is  gradual,  the  supply  curve  will  assume  in  succession  a  series 
of  positions,  each  of  which  is  a  little  below  the  preceding  ofie ;  and  in  this  way 
we  might  have  represented  the  effects  of  that  gradual  improvement  of  industrial 
organization  which  arises  from  an  increase  in  the  scale  of  production,  and  which 
we  have  represented  by  assigning  to  it  an  influence  upon  the  supply  price  for 
long-period  curves.  In  an  ingenious  paper  privately  printed  by  Mr  H.  Cunyng- 
hame,  a  suggestion  is  made,  which  seems  to  come  in  effect  to  proposing  that 
a  long-period  supply  curve  should  be  regarded  as  in  some  manner  representing  a 
series  of  short-period  curves ;  each  of  these  curves  would  assume  throughout  its 
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This  change  may  be  caused  by  the  opening  up  of  a  new  book  v. 
source  of  supply,  whether  by  improved  means  of  transport  or  "  ' 
in  any  other  way,  by  an  advance  in  the  arts  of  production, 
such  as  the  invention  of  a  new  process  or  of  new  machinery,  or 
again,  by  the  granting  of  a  bounty  on  production.  Conversely, 
a  diminution  of  normal  supply  (or  a  raising  of  the  supply 
schedule)  may  be  caused  by  the  closing  up  of  a  new  source 
of  supply  or  by  the  imposition  of  a  tax'. 

The  typical  case  of  rapid  oscillation  is  that  of  the  current 
or  market  price  about  its  normal  (or  rather  its  subnormal) 
position  of  equilibrium.  But,  as  has  already  been  explained, 
the  subnormal  (or  short-period  normal)  level  moves  in  a 
similar  manner,  though  more  slowly  and  less  conspicuously 
about  a  long-period  normal  level.  The  longer  the  periods  to 
which  our  reasonings  apply,  and  for  which  our  normal  lists 
of  demand  and  supply  prices  are  taken,  the  fewer  will  be  the 
disturbing  causes  which  are  so  great  and  lasting,  as  to 
amount  to  a  distinct  change  in  the  general  conditions  of 
demand  and  supply,  and  to  necessitate  the  making  out  of  a 
new  list  of  demand  prices,  or  of  supply  prices,  or  both.  And 
therefore  in  the  great  majority  of  cases  to  which  the  reasonings 
of  this  chapter  are  applicable,  the  supply  price  will  increase 
with  the  amount  produced.  But  the  exceptions  to  this  rule, 
though  not  numerous,  are  important. 

§  2.     We  have,  then,  to  regard  the  effects  of  an  increase  Effects  of 
of  normal  demand  from  three  points  of  view,  according  as  of  noiiiial 
the  commodity  in  question  obeys  the  law  of  constant  or  of*''"' 
diminishing   or   of  increasing   return  :    that   is,  its   supply 
price  is  practically  constant  for  all  amounts,  or  increases  or 
diminishes  with  an  increase  in  the  amount  produced. 

whole  length  that  development  of  industrial  organization  which  properly  belongs 
to  the  scale  of  prodaction  represented  by  the  distance  from  Oy  of  the  point  in 
which  that  curve  cuts  the  long-period  supply  curve  (compare  the  end  of  the  note 
on  p.  503)  and  similarly  with  regard  to  demand.] 

'  The  theory  of  the  incidence  of  taxation  has  been  generally  treated  as  a  branch 
of  the  application  of  economic  science  to  the  practical  Art  of  Grovemment.  But 
really  it  is  an  integral  part  of  the  general  theory  of  value ;  and  there  is  a  gain  of 
scientific  completeness  in  regarding  in  the  first  instance  a  tax  on  a  thing  simply 
as  one  of  many  causes  which  may  raise  its  normal  supply  price.  It  will  be  best 
not  to  trace  in  detail  the  incidence  of  particular  taxes  until  we  come  to  discuss 
taxation  as  a  whole :  but  meanwhile  a  tax  may  be  taken  as  a  representative  in- 
stance of  the  changes  which  may  aSect  supply  price. 
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In  the  first  case  an  increase  of  demand  simply  increases 
the  amount  produced  without  altering  its  price;  for  the 
normal  price  of  a  commodity  which  obeys  the  law  of  constant 
return  is  determined  absolutely  by  its  expenses  of  produc- 
tion: demand  has  no  influence  in  the  matter  beyond  this, 
that  the  thing  will  not  be  produced  at  all  unless  there  is 
some  demand  for  it  at  this  fixed  price. 

If  the  commodity  obeys  the  law  of  diminishing  return 
an  increase  of  demand  for  it  raises  its  price  and  causes  more 
of  it  to  be  produced ;  but  not  so  much  more  as  it  would,  if  it 
obeyed  the  law  of  constant  return. 

On  the  other  hand,  if  the  commodity  obeys  the  law  of 
increasing  return  an  increase  of  demand  causes  much  more 
of  it  to  be  produced, — more  than  if  the  commodity  obeyed 
the  law  of  constant  return, — and  at  the  same  time  lowers 
its  price.  If,  for  instance,  a  thousand  things  of  a  certain 
kind  have  been  produced  and  sold  weekly  at  a  price  of  10s., 
while  the  supply  price  for  two  thousand  weekly  would  be 
only  9s.,  a  very  small  increase  in  normal  demand  may  cause 
this  to  become  the  normal  price,  since  we  are  considering 
periods  long  enough  for  the  full  normal  action  of  the  causes 
that  determine  supply  to  work  itself  out'.     The  converse 

'  Diagrams  are  of  especial  aid  in  enabling  ns  to  comprehend  cleatly  the  pro- 
blems of  this  chapter. 


Kg.  26. 


Fig.  28. 


N 


D' 


The  three  figures  26,  27,  28  represent  the  three  cases  of  constant,  diminishing 
and  increasing  retoxn  respectively.  The  retnm  in  the  last  case  is  a  diminishing 
one  in  the  earlier  stages  of  the  increase  of  production,  bnt  an  increasing  one  in 
those  snbseqnent  to  the  attainment  of  the  original  position  of  eqailibriom,  i.e.  for 
amounts  of  the  commodity  greater  than  03.  In  each  case  S8'  is  the  supply  curve, 
Diy  the  old  position  of  the  demand  curve,  and  d^  its  position  after  there  has  been 
increase  of  normal  demand.  In  each  case  A  and  a  are  the  old  and  new  positions 
of  equihbrium  respectively,  Aff  and  ah  are  the  old  and  new  normal  or  equilibrium 
prices,  and  OH  and  Oh  the  old  and  new  equilibrium  amounts.   Oh  is  in  every  case 
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increasing.  

§  3.     We  have  seen  that  an  increase  in  normal  demand,  Effects  of 
while  leading  in  every  case  to  ao  increased  production,  will  facilities  of 
in  some  cases  raise  and  in  others  lower  prices.     But  now  we  ^^PPv- 
are  to  see  that  increased  facilities  for  supply  (causing  the 
supply  schedule  to  be  lowered)  will  always  lower  the  normal 
price  at  the  same  time  that  it  leads  to  an  increase  in  the 
amount   produced.      For   so   long   as   the    normal    demand 
remains  unchanged  an  increased  supply  can  be  sold  only  at 
a  diminished  price ;   but  the  fall  of  price  consequent  on  a 
given  cheapening  of  supply  will  be  much  greater  in  some 
cases  than  in  others.     It  will  be  small  if  the  commodity 
obeys   the   law   of  diminishing  return;    because   then   the 
difficulties  attendant  on  an  increased  production  will  tend  to 
counteract  the  new  facilities  of  supply.     On  the  other  hand, 
if  the  commodity  obeys  the   law  of  increasing  return,  the 

greater  than  OH,  but  in  fig.  27  it  is  only  a  little  greater,  while  in  fig.  28  it  is 
mnch  greater.  (This  analysis  may  be  carried  further  on  the  plan  adopted  later  on 
in  discussing  the  similar  but  more  important  problem  of  the  effects  of  changes  in 
the  conditions  of  normal  snpply.)  In  fig.  26  ah  is  equal  to  AH,  in  fig.  27  it  is 
greater,  in  fig.  28  it  is  less. 

The  effect  of  a  falling-off  of  normal  demand  can  he  traced  with  the  same 
diagrams,  dd'  being  now  regarded  as  the 
old  and  DI/  as  the  new  position  of  this 
demand  curve;    ah  being  the  old   equili- 
brium price,  and  AH  the  new  one.  g  \  \  _,.      _. 

[It  is  interesting  to  trace  the  effect  of  «V\ 

changes  of  this  kind  when  the  curves  cut 
one  another  several  times,  &&  m  A,  B  and 
O  in  fig.  29.  Suppose  the  demand  curve 
to  rise  gradually,  then  the  points  of  inter- 
section corresponding  to  A  and  B  will 
approach  one  another,  until  they  coalesce. 
Thus  whether  price  when  in  equilibrium 
was  actually  at  A  or  aX  C  originally  (it 
could   not  have  been   at  B,  because   the 

equilibrium  there  is  unstable)  it  will  by  a  sofScient  rise  of  demand  move  away 
to  c. 

If  the  snpply  curve  to  the  right  of  A  had  kept  above  the  original  demand 
curve,  but  only  a  little  above  it,  so  as  to  have  only  one  point  of  intersection  with 
it,  its  point  of  intersection  with  the  new,  and  slightly  raised  demand  curve  might 
have  been  a  long  way  to  the  right  of  A  ;  thus  representing  a  simpler  Instance  of 
the  way  in  which  a  small  increase  in  the  normal  demand  for  a  commodity  that 
obeys  the  law  of  increasing  return  may  cause  a  very  great  fall  in  its  price  and 
a  very  great  increase  of  its  consumption.] 
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increased  production  will  bring  with  it  increased  facilities, 
which  will  co-operate  with  those  arising  from  the  change  in 
the  general  conditions  of  supply ;  and  the  two  together  will 
enable  a  great  increase  in  production  and  consequent  fall  in 
price  to  be  attained  before  the  fall  of  the  supply  price  over- 
takes the  fall  of  the  demand  price.  If  it  happens  that  the 
demand  is  very  elastic,  then  a  small  increase  in  the  facilities 
of  normal  supply,  such  as  a  new  invention,  a  new  application 
of  machinery,  the  opening  up  of  new  and  cheaper  sources  of 
supply,  the  taking  oflf  a  tax  or  granting  a  bounty,  niay  cause 
an  enormous  increase  of  production  and  fall  of  price'. 


1  All  this  can  be  most  clearly  seen  by  the  aid  of  diagrams,  and  indeed  there  are 
some  parts  of  the  problem  which  cannot  be  satisfactorily  treated  without  their 
aid.  The  three  figures  30,  31,  32  represent  the  three  cases  of  constant  and 
diminishing  and  increasing  returns,  respectively.  In  each  case  DD'  is  the  demand 
cnrve,  SS'  the  old  position,  and  as'  the  new  position  of  the  supply  carve.  A  is  the 
old,  and  a  the  new  position  of  stable  equilibrium.  Oh  is  greater  than  OS,  and  ah 
is  less  than  AH  ia  every  case :  but  the  changes  are  small  in  fig.  31  and  great  in 
fig.  32.  Of  course  the  demand  curve  must  he  below  the  old  supply  cnrve  to  the 
right  of  A,  otherwise  A  would  be  a  point  not  of  stable,  but  of  unstable  equilibrium. 
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But  subject  to  this  condition  the  more  elastic  the  demand  is,  that  is,  the  more 
nearly  horizontal  the  demand  curve  is  at  A  the  farther  off  will  a  be  from  A,  and 
the  greater  therefore  will  be  the  increase  of  production  and  the  fall  of  price. 

The  whole  result  is  rather  complex.  Bat  it  may  be  stated  thus.  Firstly,  given 
the  elasticity  of  demand  at  A,  the  increase  in  the  quantity  produced  and  the  fall  in 
price  will  both  be  the  greater,  the  greater  be  the  return  got  from  additional  capital 
and  labour  applied  to  the  production.  That  is,  they  will  be  the  greater,  the  more 
nearly  horizontal  the  supply  cnrve  is  at  /I  in  fig.  31,  and  the  more  steeply 
inclined  it  is  in  fig.  32  (subject  to  the  condition  mentioned  above,  that  it  does  not 
lie  below  the  demand  curve  to  the  right  of  A,  and  thus  turn  A  into  a  position  of 
unstable  equilibrium).  Secondly,  given  the  position  of  the  supply  curve  at  A,  the 
greater  the  elasticity  of  demand  the  greater  will  be  the  increase  of  production 
in  every  case ;  but  the  smaller  will  be  the  fall  of  price  in  fig.  31,  and  the  greater 
the  fall  of  price  in  fig.  32.  Fig.  30  may  be  regarded  as  a  limiting  case  of  either 
fig.  31  or  32. 

All  this  reasoning  assumes  that  the  commodity  either  obeys  the  law  of 
diminishing  return  or  obeys  the  law  of  increasing  return  throughout.    If  it 
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If  we  take  account  of  the  circumstances  of  composite  and    book  t. 
joint  supply  and  demand  discussed  in  Chapter  VL,  we  have      — — 
suggested  to  us  an  almost  endless  variety  of  problems  which 
can  be  worked  out  by  the  methods  adopted  in  these  two 
chapters. 

§  4.     We  may  now  consider  the  effects  which  a  change  Changes 
in  the  conditions  of  supply  may  exert  on  consumers'  surplus  or  lower 
or  rent.     For  brevity  of  language  a  tax  may  be  taken  as  ^^^^e  ^ 
representative  of  those  chancres  which  may  cause  a  general  ™*y  '^  ^f' 

^  °  .  ''  .°  presented 

increase,  and  a  bounty  as  representative  of  those  which  may  by  a  tax 
cause  a  general  diminution  in  the  normal  supply  price  for 
each  several  amount  of  the  commodity. 

Firstly,  if  the  commodity  is  one,  the  production  of  which  The  case  of 

1  •       constant 

obeys  the  law  of  constant  return,  so  that  the  supply  price  return, 
is  the  same  for  all  amounts  of  the  commodity,  consumers' 
rent  will  be  diminished  by  more  than  the  increased  pay- 
ments to  the  producer;  and  therefore,  in  the  special  case 
of  a  tax,  by  more  than  the  gross  receipts  of  the  State.  For 
in  so  far  as  the  consumption  of  the  commodity  is  main- 
tained, the  consumer  loses  what  the  State  receives :  and  on 
that  part  of  the  consumption  which  is  destroyed  by  the  rise 
in  price,  the  consumers'  rent  is  destroyed ;  and  of  course 
there  is  no  payment  for  it  to  the  producer  or  to  the  State'. 

obeys  first  one,  and  then  the  other,  so  that  the  supply  curve  is  at  one  part  inclined 
positively  and  at  another  negatively,  no  general  rule  can  be  laid  down  as  to  the 
effect  on  price  of  increased  facilities  of  supply,  though  in  every  case  this  must  lead 
to  an  increased  volume  of  production.  A  great  variety  of  curious  results  may  be 
got  by  giving  the  supply  curve  different  shapes,  and  in  particular  such  as  cat  the 
demand  curve  more  than  once. 

^  This  is  most  clearly  seen  by  aid  of  a  diagram. 
SS',  the  old  constant  return  supply  curve  cats  Diy 
the  demand  curve  in  A  :  DSA  is  the  consumers'  rent. 
Afterwards  a  tax  Ss  being  imposed  the  new  equi- 
librium is  found  at  a,  and  consumers'  rent  is  Dsa. 
The  gross  tax  is  only  the  rectangle  sSKa,  that  is,  a 
tax  at  the  rate  of  Ss  on  an  amount  sa  of  the 
commodity.  And  this  falls  short  of  the  loss  of 
consumers'  rent  by  the  area  aKA.  The  net  loss 
aKA  is  small  or  great,  other  things  being  equal,  as 
aA  is  or  is  not  inclined  steeply.  Thus  it  is  smallest 
for  those  commodities  the  demand  for  which  is  most 

inelastic,  that  is,  for  necessaries.  If  therefore  a  given  aggregate  taxation  has  to 
be  levied  ruthlessly  from  any  class  it  will  cause  less  loss  of  consumers'  rent  if 
levied  on  necessaries  than  if  levied  on  comforts. 
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BOOK  V.  Conversely,  the  gain  of  consumers'  rent  caused  by  a  bounty 
— — '  on  a  commodity  that  obeys  the  law  of  constant  return,  is 
less  than  the  bounty  itself.  For  on  that  part  of  the  con- 
sumption which  existed  before  the  bounty,  consumers'  rent 
is  increased  by  just  the  amount  of  the  bounty;  while  on  the 
new  consumption  that  is  caused  by  the  bounty,  the  gain  of 
the  consumers'  rent  is  less  than  the  bounty', 
^j^  °'  If  however  the  commodity  obey  the  law  of  diminishing 
ing  return,  retum,  a  tax  by  raising  its  price,  and  diminishing  its  con- 
sumption, will  lower  its  expenses  of  production  other  than 
the  tax :  and  the  result  will  be  to  raise  the  supply  price  by 
something  less  than  the  full  amount  of  the  tax.  In  this 
case  the  gross  receipts  from  the  tax  Tnay  be  greater  than  the 
resulting  loss  of  consumers'  rent,  and  they  will  be  greater 
if  the  law  of  diminishing  return  acts  so  sharply  that  a 
small  diminution  of  consumption  causes  a  great  falling-off  in 
the  expenses  of  production  other  than  the  tax'. 

On  the  other  hand,  a  bounty  on  a  commodity  which 
obeys  the  law  of  diminishing  return  will  lead  to  in- 
creased production,  and  will  extend  the  margin  of  culti- 
vation to  places  and  conditions  in  which  the  expenses  of 
production,  exclusive  of  the  bounty,  are  greater  than  before. 
Thus  it  will  lower  the  price  to  the  consumer  and  increase 

1  If  we  now  regard  »»'  as  the  old  supply  curve  which  is  lowered  to  the  position 
S8'  by  the  granting  of  a  bounty,  we  find  the  gain  of  consumers'  rent  to  be  aSAa. 
Bat  the  bounty  paid  is  Ss  on  an  amount  SA,  which  is  represented  by  the 
rectangle  sSAL :  and  this  exceeds  the  gain  of  consumers'  rent  by  the  area  aLA. 

>  Let  the  old  supply  curve  be  SS'  fig.  34,  and  let  the  imposition  of  a  tax 
raise  it  to  ss' ;  let  A  and  a  be  the  old  and  new  posi- 
tions of  equilibrium,  and  let  straight  lines  be  drawn 
through  them  parallel  to  Ox  and  Oy,  as  in  the  figure. 
Then  the  tax  being  levied,  as  shown  by  the  figure,  at 
the  rate  of  aE  on  each  unit;  and  Oh,  that  is,  CK 
units,  being  produced  in  the  new  position  of  equili- 
brium, the  gross  receipts  of  the  tax  will  be  cFEa,  and 
the  loss  of  consumers'  rent  wUl  be  cOAa;  that  is, 
the  gross  receipts  from  the  tax  will  be  greater  or  less 
than  the  loss  of  consumers'  rent  as  CFEK  is  greater 
or  less  than  aKA;  and  in  the  figure  as  it  stands  it 
is  much  greater.  If  however  we  had  drawn  SS'  to 
indicate  only  very  sUght  action  of  the  law  of  diminish- 
ing retum,  that  is,  if  it  had  been  nearly  horizontal 
in  the  neighbourhood  of  A,  then  EK  would  have  been 
very  small;  and  CFEK  would  have  become  less  than  aKA. 
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consumers'  rent  less  than  if  it  were  given  for  the  production 
of  a  commodity  which  obeyed  the  law  of  constant  return.  In 
that  case  the  increase  of  consumers'  rent  was  seen  to  be  less 
than  the  direct  cost  of  the  bounty  to  the  State ;  and  therefore 
in  this  case  it  is  much  less'. 

By  similar  reasoning  it  may  be  shown  that  a  tax  on  a  The  case  of 
commodity  which  obeys  the  law  of  increasing  return  is  more  retnm!'"^ 
injurious  to  the  consumer  than  if  levied  on  one  which  obeys 
the  law  of  constant  return ;  because  it  diminishes  consumers' 
rent  by  much  more  than  the  total  payments  which  it  brings 
in".  On  the  other  hand,  a  bounty  on  such  a  commodity 
causes  so  great  a  fall  in  its  price  to  the  consumer,  that  the 
consequent  increase  of  consumers'  rent  may  exceed  the  total 
payments  made  by  the  State  to  the  producers ;  and  certainly 
will  do  so  in  case  the  law  of  increasing  return  acts  at  all 
sharply'. 


1  To  illustrate  this  case  we  may  take  aa'  in  fig.  34  to  be  the  position  of  the 
supply  curve  before  the  granting  of  the  bounty,  and  SS'  to  be  its  position 
afterwards.  Thus  a  was  the  old  equilibrium  point,  and  A  is  the  point  to  which 
the  equilibrium  moves  when  the  bounty  is  awarded.  The  increase  of  consumers' 
rent  is  only  cOAa,  while  the  payments  made  by  the  State  under  the  bounty  are, 
as  shown  by  the  fignre,  at  the  rate  of  AT  on  each  unit  of  the  commodity ;  and  as 
in  the  new  position  of  equilibrium  there  are  produced  OB,  that  is,  CA  units,  they 
amount  altogether  to  it  (7.4  2' which  includes  and  is  necessarily  greater  than  the 
increase  of  consumers'  rent. 

^  Thus  taking  SS'  in  fig.  35  to  be  the  old  position 
of  the  supply  curve,  and  as'  its  position  after  the  tax, 
A  to  be  the  old  and  a  the  new  positions  of  equili- 
brium, we  have,  as  in  the  case  of  fig.  34,  the  total 
tax  represented  by  cFEa,  and  the  loss  of  consumers' 
rent  by  cCAa ;  the  former  being  always  less  than  the 
latter. 

'  To  illustrate  this  case  we  may  take  as'  in  fig.  35 
to  be  the  position  of  the  supply  curve  before  the 
granting  of  the  bounty,  and  SS'  to  be  its  position 
afterwards.  Then,  as  in  the  case  of  fig.  34,  the 
increase  of  consimiers'  rent  is  represented  by  c  CAa, 
while  the  direct  payments  made  by  the  State  under 

the  bounty  are  represented  by  SCAT.  As  the  figure  is  drawn,  the  former  is 
much  larger  than  {he  latter.  But  it  is  true  that  if  we  had  drawn  aa'  so  as  to 
indicate  a  very  shght  action  of  the  law  of  increasing  return,  that  is,  if  it  had  been 
very  nearly  horizontal  in  the  neighbourhood  of  a,  the  bounty  would  have  increased 
relatively  to  the  gain  of  consumers'  rent ;  and  the  case  would  have  differed  but 
little  from  that  of  a  bounty  on  a  commodity  which  obeys  the  law  of  constant 
return,  represented  in  fig.  33. 
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BooKT.  These  results  are  suggestive  of  some  principles  of  tax- 

_1_  '    ation  which  will  require  our  careful  study  hereafter ;  when  we 

^Sts       shall  take  account  of  the  expenses  of  collecting  a  tax  and  of 

^^&  ''8i»t  administering  a  bounty,  and  of  the  many  indirect  effects, 

doctrine  of  some  economic  and  some  moral,  which  a  tax  or  a  bounty  is 

Satis/ae-     likely  to  produce.     But  the  present  form  of  these  results 

"""■  is  well  adapted  for  our  immediate  purpose  of  examining 

a  little  more  closely  than  we  have  done  hitherto  the  general 

doctrine  that  a  position  of  (stable)  equilibrium  of  demand 

and  supply  is  a  position  also  of  Mcucimum  Satisfaction.    That 

is  a  doctrine  which  needs  to  be  interpreted  carefully. 

There  is  a         §  5.     There  is  indeed  one  interpretation  of  the  doctrine 

sense  in      according  to  which  every  position  of  equilibrium  of  demand 

doctaTne'i's  ^^'^  supply  may  fairly  be  regarded  as  a  position  of  maximum 

generally     satisfaction'.    For  it  is  true  that  so  long  as  the  demand  price 

is  in  excess  of  the  supply  price,  exchanges  can  be  effected  at 

prices  which  give  a  surplus  of  satisfaction  to  buyer  or  to 

seller  or  to  both.     The  marginal  utility  of  what  he  receives 

is  greater  than  that  of  what  he  gives  up,  to  at  least  one 

of  the  two  parties ;  while  the  other,  if  he  does  not  gain  by 

the  exchange,  yet  does  not  lose  by  it.     So  far  then   every 

step   in   the  exchange  increases  the  aggregate  satisfaction 

of    the    two    parties.      But    when    equilibrium    has    been 

reached,  demand  price  being  now  equal  to  supply  price,  there 

is  no  room  for  any  such  surplus:   the  marginal  utility  of 

what  each  receives  no  longer  exceeds  that  of  what  he  gives 

up  in  exchange :  and  when  the  production  increases  beyond 

the  equilibrium  amount,  the  demand  price  being  now  less 

than  the  supply  price,  no  terms  can  be  arranged  which  will 

be  acceptable  to  the  buyer,  and  will  not  involve  a  loss  to  the 

seller. 

It  is  true  then  that  a  position  of  equilibrium  of  demand 
and  supply  is  a  position  of  maximum  satisfaction  in  this 
limited  sense,  that  the  aggregate  satisfaction  of  the  two 
parties  concerned  increases  until  that  position  is  reached ; 
and  that  any  production  beyond  the  equilibrium  amount 
could  not  be  permanently  maintained  so  long  as  buyers  and 
sellers  acted  freely  as  individuals,  each  in  his  own  interest. 

^  Unstable  equilibrium  may  now  be  left  oat  of  account. 
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But  occasionally  it  is  stated,  and  very  often  it  is  implied,    book  v. 
that  a  position  of  equilibrium  of  demand  and  supply  is  one      - — ' 
of  maximum  aggregate  satisfaction  in  the  full  sense  of  the  not*^*" 
term :   that  is,  that  an  increase  of  production  beyond  the  j?  t^ 
equilibrium  level  would  directly  (i.e.  independently  of  the  sense,  the 
diflBculties  of  arranging  for  it,  and  of  any  indirect  evils  it  open 
might   cause)  diminish  the  aggregate  satisfection  of  both  ^^p^ons. 
parties.      The    doctrine   so   interpreted   is   not    universally 
true. 

In  the  first  place  it  assumes  that  all  differences  in  wealth  It  assumes 
between  the  different  parties  concerned  may  be  neglected,  soms  of 
and  that  the  satisfaction  which  is  rated  at  a  shilling  by  any  measm-e 
one  of  them,  may  be  taken  as  equal  to  one  that  is  rated  at  ®^5^. 
a   shilling  by  any  other.     Now  it  is   obvious  that,  if  the  to  aU 

,  ,  ,  ,1.1  concerned ; 

producers  were  as  a  class  very  much  poorer  than  the  con- 
sumers, the  aggregate  satisfaction  might  be  increased  by 
a  stinting  of  supply  when  it  would  cause  a  great  rise  in 
demand  price  (i.e.  when  the  demand  is  inelastic) ;  and  that 
if  the  consumers  were  as  a  class  much  poorer  than  the 
producers,  the  aggregate  satisfaction  might  be  increased  by 
extending  the  production  beyond  the  equilibrium  amount 
and  selling  the  commodity  at  a  loss.  This  point  however 
may  well  be  left  for  future  consideration.  It  is  in  fact  only 
a  special  case  of  the  broad  proposition  that  the  aggregate 
satisfaction  can  primd  facie  be  increased  by  the  distribution, 
whether  voluntarily  or  compulsorily,  of  some  of  the  property 
of  the  rich  among  the  poor;  and  it  is  reasonable  that  the 
bearings  of  this  proposition  should  be  .set  aside  during  the 
first  stages  of  an  inquiry  into  existing  economic  conditions. 
This  assumption  therefore  may  be  properly  made,  provided 
only  it  is  not  allowed  to  slip  out  of  sight. 

But  in  the  second  place  the  doctrine  of  maximum  satis-  and  it 
faction  assumes  that  every  fall  in  the  price  which  producers  falSt  tbat  a 
receive  for  the  commodity,  involves  a  corresponding  loss  to  doe'to^"'^^ 
them ;  and  this  is  not  true  of  a  fall  in  price  which  results  ™P'o^e- 
from   improvements   in    industrial   organization.      When   a  benefits 

,.  1  1       1  »  .  .  ,  .  .     consumers 

commodity  obeys  the  law  ot  increasing  return,  an  increase  m  without 
its  production  beyond  equilibrium  point  may  cause  the  supply  ^'l^frs. 
price  to  fall  much;  and  though  the  demand  price  for  the 
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BooKv.    increased  amount  may  be  reduced  even  more,  so  that  the 

_! '    production  would  result  in  some  loss  to  the  producers,  yet 

this  loss  may  be  very  much  less  than  that  money  value  of  the 
gain  to  purchasers  which  is  represented  by  the  increase  of 
consumers'  rent. 
Aggregate  In  the  Case  then  of  commodities  with  regard  to  which 

satisfac-         i_      1  /.   •  •  1-1 

tion  can  the  law  of  increasing  return  acts  at  all  sharply,  or  in  other 
prirndfade  words,  for  which  the  normal  supply  price  diminishes  rapidly 
CTeased  ^  *^®  amount  produced  increases,  the  direct  expense  of  a 
beyond  the  bounty  suflScient  to  call  forth  a  greatly  increased  supply  at 
attained  a  much  lower  price,  would  be  much  less  than  the  consequent 
increase  of  consumers'  rent.  And  if  a  general  agreement 
could  be  obtained  among  consumers,  terms  might  be  arranged 
which  would  make  such  action  amply  remunerative  to  the 
producers,  at  the  same  time  that  they  left  a  large  balance  of 
advantage  to  the  consumers'. 

§  6.  One  simple  plan  would  be  the  levying  of  a  tax  by 
ooiieeined  the  community  on  their  own  incomes,  or  on  the  production 
of  goods  which  obey  the  law  of  diminishing  return,  and 
devoting  the  tax  to  a  bounty  on  the  production  of  those 
goods  with  regard  to  which  the  law  of  increasing  return  acts 
sharply.  But  before  deciding  on  such  a  course  they  would 
have  to  take  account  of  considerations,  which  are  not  within 
the  scope  of  the  general  theory  now  before  us,  but  are  yet  of 
great  practical  importance.  They  would  have  to  reckon  up 
the  direct  and  indirect  costs  of  collecting  a  tax  and  adminis- 
tering a  bounty ;  the  difficulty  of  securing  that  the  burdens 
of  the  tax  and  the  benefits  of  the  bounty  were  equitably 
distributed  ;  the  openings  for  fraud  and  corruption ;  and  the 
danger  that  in  the  trade  which  had  got  a  bounty  and  in  other 
trades  which   hoped  to  get  one,  people  would  divert  their 


by 
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^  Though  not  of  great  practical  importance,  the  case  of  multiple  positions 
of  (stable)  equilibrium  offers  a  good  illustration  of  the  error  involved  in  the 
doctrine  of  maximum  satisfaction  when  stated  as  a  universal  truth.  For  the 
position  in  which  a  small  amount  is  produced  and  is  sold  at  a  high  price  would 
be  the  first  to  be  reached,  and  when  reached  would  be  regarded  according  to  that 
doctrine  as  that  which  gave  the  absolute  maximum  of  aggregate  satisfaction. 
But  another  position  of  equilibrium  corresponding  to  a  larger  production  and 
a  lower  price  would  be  equally  satisfactory  to  the  producers,  and  would  be  much 
more  satisfactory  to  the  consumers ;  the  excess  of  consumers'  rent  in  the  second 
case  over  the  first  would  represent  the  increase  in  aggregate  satisfaction. 
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energies  from  managing  their  own  businesses  to  managing 
those  persons  who  control  the  bounties. 

Besides  these  semi-ethical  questions  there  will  arise  others 
of  a  strictly  economic  nature,  relating  to  the  effects  which 
any  particular  tax  or  bounty  may  exert  on  the  interests  of 
landlords,  urban  or  agricultural,  who  own  land  adapted  for 
the  production  of  the  commodity  in  question.  These  are 
questions  which  must  not  be  overlooked ;  but  they  differ  so 
much  in  their  detail  that  they  cannot  fitly  be  discussed 
here'. 

'  The  incidence  of  a  tax  on  agricnltiiral  prodnce  will  be  discassed  later  on 
by  the  aid  of  diagrams  similar  to  those  need  to  represent  the  fertihty  of  land 
(Book  IV.  Ch.  III.).  Landlords'  rent  absorbs  a  share  of  the  aggregate  selling  price 
of  almost  all  commodities :  bat  it  is  most  prominent  in  the  case  of  those  which 
obey  the  law  of  diminishing  return ;  and  an  asstunption  of  no  extreme  violence  will 
enable  fig.  34  on  p.  524  to  represent  ronghly  the  leading  features  of  the  problem. 

We  have  already  seen  (Note  on  p.  503)  that  we  are  not  properly  at  liberty 
to  assume  that  the  expenses  of  raising  the  produce  from  the  richer  lands  and 
under  the  more  favourable  circumstances  are  independent  of  the  extent  to  which 
tlie  production  is  carried;  since  an  increased  production  is  likely  to  lead  to  an 
improved  organization,  if  not  of  farming  industries  themselves,  yet  of  those 
subsidiary  to  them,  and  especially  of  the  carrying  trade.  We  may  however 
permit  ourselves  to  make  this  assumption  provisionally,  so  as  to  get  a  clear  view 
of  the  broad  oatlines  of  the  problem;  though  we  must  not  forget  that  in  any  ap- 
plications of  the  general  reasonings  based  on  it  account  must  be  taken  of  the  facts 
which  we  here  ignore.  On  this  assumption  then  SS' 
beiug  the  snpply  curve  before  the  imposition  of  a  tax, 
landlords'  rent  is  represented  by  OSA.  After  the  tax 
has  been  imposed  and  the  supply  curve  raised  to  ss' 
the  landlords'  rent  becomes  the  amount  by  which  cOha, 
the  total  price  got  for  Oh  prodnce  sold  at  the  rate  ha, 
exceeds  the  total  tax  cFEa,  together  with  OhES  the 
total  expenses  of  production,  exclusive  of  rent,  for  Oh 
prodnce:  that  is,  it  becomes  F8E.  (In  the  figure  the 
curve  ss'  has  the  same  shape  as  SS',  thereby  implying 
that  the  tax  is  specific;  that  is,  is  a  uniform  charge 
on  each  unit  of  the  commodity  whatever  be  its  value. 
The  argument  so  far  does  not  depend  on  this  assump- 
tion, but  if  it  is  made  we  can  by  a  shorter  route 
get  the  new  landlords'  rent  at  csa,  which  then  is  equal 
to  FSE.)    Thus  the  loss  of  landlords'  rent  is  CFEA  ; 

and  this  added  to  cCAa  the  loss  of  consumers'  rent,  makes  up  cFEAa,  which 
exceeds  the  gross  tax  by  aAE. 

On  the  other  hand,  the  direct  payments  under  a  bounty  would  exceed  the 
increase  of  consumers'  rent,  and  of  landlords'  rent  calculated  on  the  above 
assumptions.  For  taking  ss'  to  be  the  original  position  of  the  snpply  curve,  and 
SS'  to  be  its  position  after  the  bounty,  the  new  landlords'  rent  on  these  assump- 
tions is  CSA,  or  which  is  the  same  thing  BsT;  and  this  exceeds  the  old  landlords' 
rent  csa  by  BcaT.    The  increase  of  consumers'  rent  is  cOAa;  and  therefore  the 
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BOOK  V.  §  7.     Enough  has  been  said  to  indicate  the  character  of 

_! '    the  second  great  limitation  which  has  to  be  introduced  into 

memTrf      the  doctrine  of  Economic  Harmony,  which  asserts  truly  that 
primdfacie  the  Maximum  Satisfaction  is  qenerally  to  be  attained  by 

exceptions  .  ,     .     ,  <7  j 

to  the  encouraging  each  individual  to  spend  his  own  resources  m 

Ecmw^ic  that  way  which  suits  him  best.     We  have  already  noticed 

ttaUt^  that  if  he  spends  his  income  in  such  a  way  as  to  increase 

best  for  all  the  demand  for  the  services  of  the  poor  and  to  increase  their 

that  each      .  i  i  i  i  • 

should  incomes,  he  adds  something  more  to  the  total  happiness  than 
iucome  as  if  he  adds  an  equal  amount  to  the  incomes  of  the  rich, 
he  pleases,  ^jg^^^gg  the  happiness  which  an  additional  shilling  brings  to 
a  poor  man  is  much  greater  than  that  which  it  brings  to  a 
rich  one  ;  and  that  he  does  good  by  buying  things  the  pro- 
duction of  which  raises,  in  preference  to  things  the  pro- 
duction of  which  lowers  the  character  of  those  who  make 
them.  But  further,  even  if  we  assume  that  a  shilling's  worth 
of  happiness  is  of  equal  importance  to  whomsoever  it  comes, 
and  that  every  shilling's  worth  of  consumer's  rent  is  of  equal 
importance  from  whatever  commodity  it  is  derived,  we  have 
to  admit  that  the  manner  in  which  a  person  spends  his 
income  is  a  matter  of  direct  economic  concern  to  the  com- 
munity. For  in  so  far  as  he  spends  it  on  things  which  obey 
the  law  of  diminishing  return,  he  makes  those  things  more 
difficult  to  be  obtained  by  his  neighbours,  and  thus  lowers 
the  real  purchasing  power  of  their  incomes ;  while  in  so  far 
as  he  spends  it  on  things  which  obey  the  law  of  increasing 
return,  he  makes  those  things  more  easy  of  attainment  to 
others,  and  thus  increases  the  real  purchasing  power  of  their 
incomes. 

Again,  it  is  commonly  argued  that  an  equal  ad  valorem 
tax  levied  on  all  economic  commodities  (material  and  imma- 
terial), or  which  is  the  same  thing  a  tax  on  expenditure,  is 
primd  fade  the  best  tax ;  because  it  does  not  divert  the 
expenditure  of  individuals  out  of  its  natural  channels :  we 
have  now  seen  that  this  argument  is  invalid.     But  ignoring 

total  bonntj,  which  is  BOAT,  exceeds  the  gain  of  consnmers'  rent  and  landlords' 
rent  together  by  TaA. 

For  reasons  stated  in  the  Note  on  pp.  503 — 4,  the  assninption  on  which  this 
reasoning  proceeds  is  inapplicable  to  cases  in  which  the  supply  carve  is  inclined 
negatively. 
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for  the  time  the  fact  that  the  direct  economic  effect  of  a  tax  book  v. 
or  a  bounty  never  constitutes  the  whole,  and  very  often  not  — — 
even  the  chief  part  of  the  considerations  which  have  to  be 
weighed  before  deciding  to  adopt  it,  we  have  found : — firstly, 
that  a  tax  on  expenditure  generally  causes  a  greater  destruc- 
tion of  consumers'  rent  than  one  levied  exclusively  on  com- 
modities as  to  which  there  is  but  little  room  for  the  economies 
of  production  on  a  large  scale,  and  which  obey  the  law  of 
diminishing  return ;  and  secondly,  that  it  might  even  be  for 
the  advantage  of  the  community  that  the  Government  should 
levy  taxes  on  commodities  which  obey  the  law  of  diminish- 
ing return,  and  devote  part  of  the  proceeds  to  bounties  on 
commodities  which  obey  the  law  of  increasing  return. 

These  conclusions,  it  will  be  observed,  do  not  by  themselves 
afford  a  valid  ground  for  Government  interference,  for  the  in- 
direct evils  of  that  are  likely  to  outweigh  any  direct  good 
that  it  may  do.  But  they  show  that  much  remains  to  be 
done,  by  a  careful  collection  of  the  statistics  of  demand  and 
supply,  and  a  scientific  interpretation  of  their  results,  in 
order  to  discover  what  are  the  limits  of  the  work  that  society 
can  with  advantage  do  towards  turning  the  economic  actions 
of  individuals  into  those  channels  in  which  they  will  add  the 
most  to  the  sum  total  of  happiness'. 

1  It  is  remarkable  that  Malthns,  Political  Economy,  Ch.  in.  §  9,  argaed  that, 
thoagh  the  difficulties  thrown  in  the  way  of  importing  foreign  com  daring  the 
great  war  tm^ed  capital  from  the  more  profitable  employment  of  mannfactore  to 
the  less  profitable  employment  of  agricaltare,  yet  if  we  take  acconnt  of  the  conse- 
quent increase  of  agricnltnral  rent,  we  may  conclude  that  the  new  channel  may 
have  been  one  of  "higher  national,  though  not  higher  individual  profits."  In 
this  no  doubt  he  was  right;  but  he  overlooked  the  far  more  important  injury 
inflicted  on  the  public  by  the  consequent  rise  in  the  price  of  com,  and  the 
consequent  destruction  of  consumers'  rent.  Senior  takes  account  of  the  in- 
terests of  the  consumer  in  his  study  of  the  different  effects  of  increased  demand 
on  the  one  hand  and  of  taxation  on  the  other  in  the  case  of  agricnltnral  and 
manufactured  produce  {Political  Economy,  pp.  118 — 123).  Advocates  of  Protection 
in  countries  which  export  raw  produce  have  made  use  of  arguments  tending  in 
the  same  direction  as  those  given  in  this  Chapter;  and  similar  arguments  are  now 
used,  especially  in  America  (as  for  instance  by  Mr  H.  C.  Adams),  in  support  of  the 
active  participation  of  the  State  in  industries  which  conform  to  the  law  of  in- 
creasing return.  The  graphic  method  has  been  applied,  in  a  manner  somewhat 
similar  to  that  adopted  in  the  present  Chapter,  by  Dupuit  in  1844 ;  and,  indepen- 
dently, by  Fleeming  Jenkin  {Edinburgh  Philosophical  Transactions)  in  1871. 

34—2 


CHAPTER  XIII. 

THE   THEORY   OF   MONOPOLIES. 

BooKv.  §  1.     The  doctrine  of  Maximum  Satisfaction  has  never 

cH.  xm.    ijggjj  applied  to  the  demand   for  a  supply  of  monopolized 

We  M-e       commodities.     It  has  never  been  supposed  that  the  monopo- 

now  to  _  .  "^^  .  .        '^ 

compare      list  in  seeking  his  own  advantage  is  naturally  guided  in  that 
poliat's       course  which  is  most  conducive  to  the  wellbeing  of  society 
|"r|h  °™  regarded  as  a  whole,  he  himself  being  reckoned  as  of  no 
thebeneflts  "^^'^^  importance  than  any  other  member  of  it.     But  there 
to  the         is  much  to  be  learnt  from  a  study  of  the  relations  in  which 
low  price,    his  interests  stand  to  those  of  the  rest  of  society,  and  of 
the  general  conditions  under  which  it  might  be  possible  to 
make  arrangements  more  beneficial  to  society  as  a  whole 
than  those  which  he  would  adopt  if  he  consulted  only  his 
own  interests  :  and  with  this  end  in  view  we  are  now  to  seek 
for  a  scheme  for  comparing  the  relative  quantities  of  the 
benefits  which  may  accrue  to  the  public  and  to  the  mono- 
polist from  the  adoption  of  different  courses  of  action  by  him. 
At  a  later  stage  we  shall  have  to  study  the  Protean  shapes 
of  modem  trade  combinations  and  monopolies,  some  of  the 
most  important  of  which,  as  for  example  "Trusts,"  are  of 
very  recent  growth.     At  present  we  have  to  consider  only 
those  general  causes  determining  monopoly  values,  that  can 
be  traced  with  more  or  less  distinctness  in  every  case  in 
which  a  single  person  or  association  of  persons  has  the  power 
of  fixing  either  the  amount  of  a  commodity  that  is  offered  for 
sale  or  the  price  at  which  it  is  offered. 
Net  §  2.     The   primd  facie   interest    of    the    owner    of   a 

Mmenu^    monopoly  is  clearly  to  adjust  the  supply  to  the  demand, 
not  in  such  a  way  that  the  price  at  which  he  can  sell  his 
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commodity  shall  just  cover  its  expenses  of  production,  but  book  v. 
in  such  a  way  as  to  afford  him  the  greatest  possible  total  J —  ' 
net  revenue. 

But  here  we  meet  with  a  difficulty  as  to  the  meaning 
of  the  term  Net  revenue.  For  the  supply  price  of  a  freely- 
produced  commodity  includes  normal  profits,  the  whole  of 
which,  or  at  all  events  what  remains  of  them  after  deducting 
interest  on  the  capital  employed  and  insurance  against  loss, 
is  often  classed  indiscriminately  as  net  revenue.  And  when  a 
man  manages  his  own  business,  he  often  does  not  distinguish 
carefully  that  portion  of  his  profits,  which  really  is  his  own 
earnings  of  management,  from  any  exceptional  gains  arising.__ 
from  the  fact  that  the  business  is  to  some  extent  of  the 
nature  of  a  monopoly. 

This  difficulty  however  is  in  a  great  measure  avoided  in 
the  case  of  a  public  company ;  where  all,  or  nearly  all,  the 
expenses  of  management  are  entered  in  the  ledger  as  de- 
finite sums,  and  are  subtracted  from  the  total  receipts  of 
the  company  before  its  net  income  is  declared. 

The  net  income  divided  among  the  shareholders  includes 
interest  on  the  capital  invested  and  insurance  against  risk  of 
failure,  but  little  or  no  earnings  of  management ;  so  that 
the  amount  by  which  the  dividends  are  in  excess  of  what 
may  fairly  be  allowed  as  interest  and  insurance,  is  the  Mono- 
poly Revenue  which  we  are  seeking. 

Since  then  it  is  much  easier  to  specify  exactly  the  amount 
of  this  net  revenue  when  a  monopoly  is  owned  by  a  public 
company  than  when  it  is  owned  by  an  individual  or  private 
firm,  let  us  take  as  a  typical  instance  the  case  of  a  gas 
company  that  has  the  monopoly  of  the  supply  of  gas  to 
a  town.  For  the  sake  of  simplicity  the  company  may  be 
supposed  to  have  already  invested  the  whole  of  its  own 
capital  in  fixed  plant,  and  to  borrow  any  more  capital,  that  it 
may  want  to  extend  its  business,  on  debentures  at  a  fixed 
rate  of  interest. 

§  3.     The  demand  schedule  for  gas  remains  the  same  The 
as  it  would  be  if  gas  were  a  freely-produced   commodity ;  schedule 
it  specifies  the  price  per  thousand  feet  at  which  consumers  'sasnsnai; 
in   the   town  will    among   them  use  any  given  number  of 
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feet.  But  the  supply  schedule  must  represent  the  normal 
expenses  of  production  of  each  several  amount  supplied ;  and 
these  include  interest  on  all  its  capital,  whether  belonging 
to  its  shareholders  or  borrowed  on  debentures,  at  a  fixed 
normal  rate;  they  include  also  the  salaiies  of  its  directors, 
and  permanent  officials  adjusted  (more  or  less  accurately)  to 
the  work  required  of  them,  and  therefore  increasing  with  an 
increase  in  the  output  of  gas.  A  Monopoly  Revenue  Schedule 
may  then  be  constructed  thus: — Having  set  against  each 
several  amount  of  the  commodity  its  demand  price,  and  its 
supply  price  estimated  on  the  plan  just  described,  subtract 
each  supply  price  from  the  corresponding  demand  price  and 
set  the  residue  in  the  monopoly  revenue  column  against 
the  corresponding  amount  of  the  commodity. 

Thus  for  instance  if  a  thousand  million  feet  could  be  sold 
annually  at  a  price  of  3s.  per  thousand  feet,  and  the  supply 
price  for  this  amount  were  2s.  9d.  per  thousand  feet,  the 
monopoly  revenue  schedule  would  show  3d  against  this 
amount:  indicating  an  aggregate  net  revenue  when  this 
amount  was  sold,  of  three  million  pence,  or  £12,500.  The 
aim  of  the  company  having  regard  only  to  their  own  im- 
mediate dividends  will  be  to  fix  the  price  of  their  gas  at  such 
a  level  as  to  make  this  aggregate  net  revenue  the  largest 
possible'. 


1  Thus  DD'  being  the  demand  curve,  and  SS'  the  curve  corresponding  to  the 
supply  schedule  described  in  the  text,  let  MP^P,  be  drawn  vertically  from  any 
point  M  in  Ox,  cutting  S8'  in  Pj  and  Diy  in  P, ;  and  from  it  cut  ofE  MP,  =  P^Pi , 
then  the  locus  of  P^  will  be  our  third  curve,  QQ",  which  we  may  call  the 
monopoly  revenue  curve.  The  supply  price  for  a  small  quantity  of  gas  will  of 
course  be  very  high ;  and  in  the  neighbourhood  of  Oy  the  supply  curve  will  be 
above  the  demand  curve,  and  therefore  the  net  revenue  curve  will  be  below  Ox. 
It  will  cut  Ox  in  K  and  again  in  H,  points  which  are  vertically  under  B  and 
A,  the  two  points  of  intersection  of  the  demsuad  and  supply  curves.  The  maxi- 
mum monopoly  revenue  will  then  be  obtained  by  finding  a  point  53  on  QQ' 
such  that  Lg^  being  drawn  perpendicular  to  Ox,  OL  x  Lq^  is  a  maximum. 
Lq^  being  produced  to  cut  SS'  in  jj  and  Diy  in  qi ,  the  company,  if  desiring  to 
obtain  the  greatest  immediate  monopoly  revenue,  will  fix  the  price  per  thousand 
feet  at  Lqi,  and  consequently  will  sell  OL  thousand  feet ;  the  expenses  of  pro- 
duction vrill  be  igj  per  thousand  feet,  and  the  aggregate  net  revenue  wUl  be 
OL  X  q^\ ,  or  which  is  the  same  thing  OL  x  Lq^. 

The  dotted  lines  in  the  diagram  are  known  to  mathematicians  as  rectangular 
hyperbolas;  but  we  may  call  them  constant  revenue  curves',  for  they  are 
such  that  if  from  a  point  on  any  one  of  them  lines  be  drawn  perpendicular  to  Ox 
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§  4.  Now  suppose  that  a  change  takes  place  in  the 
conditions  of  supply ;  some  new  expense  has  to  be  incurred, 
or  some  old  expense  can  be  avoided ;  or  perhaps  a  new  tax 
is  imposed  on  the  undertaking  or  a  bounty  is  awarded  to  it. 

First  let.  this  increase  or  diminution  of  the  expenses  be  A  tax,  fixed 
a  fixed  sum,  bearing  on  the  undertaking  as  one  undivided  amotmt, 
whole  and  not  varying  with  the  amount  of  the  commodity  monopoly, 
produced.     Then,  whatever  be  the  price  charged  and  the  Y.*^."?' 


BOOK  T. 
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and  Oij  respectirely  (the  one  representing  revenne  per  thonsand  feet  and  the 
other  representing  the  nomber  of  thonsand  feet  sold),  then  the  prodnct  of  these 


Fig.  36. 


will  be  a  constant  quantity  for  every  point  on  one  and  the  same  cnrve.  This 
prodnct  is  of  course  a  smaller  quantity  for  the  inner  cnrves,  those  nearer  Ox  and 
Oy,  than  it  is  for  the  onter  cnrves.  And  consequently  since  P,  is  on  a  smaller 
constant  revenue  curve  than  ^a  is,  OM  x  HP 3  is  less  than  OL  x  Lq,.  It  wiU  be 
noticed  that  ga  is  the  point  in  wbi<ih  QQ"  touches  one  of  these  curves.  That 
is,  <73  is  on  a  larger  constant  revenne  cnrve  than  is  any  other  point  on  QQ' ; 
and  therefore  OLxLq,  is  greater  than  OMxMP,,  not  only  in  the  position 
given  to  Jf  in  the  figure,  but  also  in  any  position  that  M  can  take  along  Ox. 
That  is  to  say,  gs  has  been  correctly  determined  as  the  point  on  QQ*  correspond- 
ing to  the  unftTimnin  total  monopoly  revenue.  And  thus  we  get  the  rule: — 
If  through  that  point  in  which  QQ"  touches  one  of  a  series  of  constant  revenue 
cnrves,  a  line  be  drawn  vertically  to  cut  the  demand  curve,  then  the  distance  of 
that  point  of  intersection  from  Ox  will  be  the  price  at  which  the  commodity 
should  be  offered  for  sale  in  order  that  it  may  afford  the  maximum  monopoly 
revenue.    (See  Mathematical  Note  xxn.) 
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amount  of  the  commodity  sold,  the  monopoly  revenue  will 
be  increased  or  diminished,  as  the  case  may  be,  by  this  sum  ; 
and  therefore  that  selling  price  which  afforded  the  maximum 
monopoly  revenue  before  the  change  will  afford  it  after- 
wards ;  the  change  therefore  will  not  offer  to  the  monopolist 
any  inducement  to  alter  his  course  of  action.  Suppose  for 
instance  that  the  maximum  monopoly  revenue  is  got  when 
twelve  hundred  million  cubic  feet  are  sold  annually;  and 
that  this  is  done  when  the  price  is  fixed  at  30d.  per  thousand 
feet :  suppose  that  the  expenses  of  production  for  this  amount 
are  at  the  rate  of  26d.,  leaving  a  monopoly  revenue  at  the 
rate  of  four  pence  per  thousand  feet,  that  is  £20,000  in  all. 
This  is  its  maximum  value :  if  the  company  fixed  the  price 
higher  at,  say,  31d.  and  sold  only  eleven  hundred  million  feet, 
they  would  perhaps  get  a  monopoly  revenue  at  the  rate  of 
4'2  pence  per  thousand  feet,  that  is  £19,250  in  all;  while  in 
order  to  sell  thirteen  hundred  millions  they  would  have  to 
lower  their  price  to,  say,  28d.  and  would  get  a  monopoly 
revenue  at  the  rate  of  perhaps  3'6d.  per  thousand  feet,  that 
is  £19,500  in  all.  Thus  by  fixing  the  price  at  SOd.  they 
get  £750  more  than  by  fixing  it  at  31d.,  and  £500  more 
than  by  fixing  it  at  28d.  Now  let  a  tax  of  £10,000  a  year 
be  levied  on  the  gas  company  as  a  fixed  sum  independent 
of  the  amount  they  sell.  Their  monopoly  revenue  will  be- 
come £10,000  if  they  charge  30d.,  £9,250  if  they  charge 
31d,  and  £9,500  if  they  charge  28d.  They  will  therefore 
continue  to  charge  SOd. 

The  same  is  true  of  a  tax  or  a  bounty  proportioned  not 
to  the  gross  receipts  of  the  undertaking,  but  to  its  monopoly 
revenue.  For  suppose  next  that  a  tax  is  levied,  not  of  one 
fixed  sum,  but  a  certain  percentage,  say  50  per  cent,  of  the 
monopoly  revenue.  The  company  will  then  retain  a  mono- 
poly revenue  of  £10,000  if  they  charge  30d.,  of  £9,625  if  they 
charge  Sid.,  and  of  £9,750  if  they  charge  28d.  They  will 
therefore  still  charge  30d.' 


1  If  to  the  expenses  of  working  a  monopoly  there  be  added  (by  a  tax  or 
otherwise)  a  lump  sum  independent  of  the  amount  produced,  the  result  will 
be  to  cause  every  point  on  the  monopoly  revenue  curve  to  move  downwards 
to  a  point  on  a  constant  revenue  curve  representing  a  constant  revenue  smaller 
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It  should  however  be  noticed  that  if  a  tax  or  other  new    book  t. 

additional  expense  exceeds  the  maximum  monopoly  revenue,      J " 

it  will  prevent  the  monopoly  from  being  worked  at  all ;  it  will 
convert  the  price  which  had  afforded  the  maximum  monopoly 
revenue  into  the  price  which  would  reduce  to  a  minimum 
the  loss  that  would  result  from  continuing  to  work  the 
monopoly :  and  conversely  with  regard  to  a  fixed  bounty  or 
other  fixed  diminution  of  agg;regate  working  expenses. 

But  a  change  in  the  total  expenses  of  working  a  mono-  bit  it  will 

have  that 

poly,  whether  due  to  a  tax,  a  bounty,  or  any  other  cause,  is  effect  if  it 
more  likely  than  not  to  vary  in  the  same  direction  as  the  tional^"^ 
amount  of  the  commodity  produced :  and  then  it  will  affect  *°  *?., 
the  monopolist's  action.     A  tax  proportional  to  the  amount  produced, 
produced  causes  a  greater  total  loss  of  monopoly  revenue 
when  the  amount  produced  is  large  than  when  it  is  small ; 
and  we  shall  find  that  it  causes  the  sales  which  afford  the 
maximum   revenue   to   be   somewhat   smaller   than   before, 
and   offers   an  inducement  to  the  monopolist  to  raise   his 
price  and  contract  his  sales.     If  before  the  imposition  of 
the  tax,  the  net  revenue  was  only  a  little  greater  than  that 
which  would  have  been  afforded  by  much  smaller  sales,  then 
the  monopolist  would  gain  by  reducing  his  production  very 
greatly ;  and  hence  in  such  cases  as  this,  the  change  is  likely 
to  cause  a  very  g^reat  diminution  of  production  and  rise  of 
price.     The   opposite    effects  will   be   caused   by  a   change 
which    diminishes   the   expense   of   working   the   monopoly 
by  a  sum  that  varies  directly  with  the  amount  produced 
under  it. 

In  the  last  example,  for  instance,  a  tax  of  2d.  on  each 
thousand  feet  sold  would  have  reduced  the  monopoly  revenue 
to  £10,083  if  the  company  charged  31d.  per  thousand  feet 
and  therefore  sold  eleven  hundred  millions ;  to  £10,000  if 
they  charged  BOd.  and  therefore  sold  twelve  hundred  millions, 
and  to  £8,666  if  they  charged  28d.  and  therefore  sold  thirteen 
hundred  million  feet.     Therefore  the  tax  would  induce  the 

Ity  a  ^xed  amount  than  that  on  which  it  lies.  Therefore  the  maximnm  revenne 
point  on  the  new  monopoly  revenue  curve  lies  vertically  below  that  on  the 
old:  that  is,  the  selling  price  and  the  amount  produced  remain  unchanged. 
As  to  the  effects  of  a  tax  proportional  to  monopoly  revenue,  see  Mathematical 
Note  xxin. 
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company  to  raise  the  price  to  something  higher  than  SOd. ; 
they  would  perhaps  go  to  31d.,  perhaps  somewhat  higher ;  for 
the  figures  before  us  do  not  show  exactly  how  far  it  would  be 
their  interest  to  go. 

On  the  other  hand,  if  there  were  a  bounty  of  2d.  on 
the  sale  of  each  thousand  feet,  the  monopoly  revenue  would 
rise  to  £28,416  if  they  charged  31d,  to  £30,000  if  they 
charged  30d.,  and  to  £30,333  if  they  charged  28cZ.  :it  would 
therefore  cause  them  to  lower  the  price'. 

1  In  the  text  it  is  snpposed  that  the  tax  or  bounty  is  directly  proportional  to 
the  sales :  bnt  the  argument,  when  closely  examined,  will  be  fomid  to  involve  no 
farther  assumption  than  that  the  aggregate  tax  or  bounty  increases  with  every 
increase  in  that  amount:  the  argument  does  not  really  require  that  it  should 
increase  in  exact  proportion  to  that  amount. 

Much  instruction  is  to  be  got  by  drawing  diagrams  to  represent  various  conditions 
of  demand  and  of  (monopoly)  supply,  with  the  resultant  shapes  of  the  monopoly 
revenue  cnrve.  A  careful  study  of  the  shapes  thus  obtained  will  give  more 
assistance  than  any  elaborate  course  of  reasoning  in  the  endeavour  to  realize  the 
multiform  action  of  economic  forces  in  relation  to  monopolies.  A  tracing  may  be 
made  on  thin  paper  of  the  constant  revenue  curves  in  one  of  the  diagrams; 
and  this,  when  laid  over  a  monopoly  revenue  curve,  will  indicate  at  once  the 
point,  or  points,  of  maximum  revenue.  For  it  will  be  found,  not  only  when 
the  demand  and  supply  curves  out  one  another  more  than  once,  but  also  when 


they  do  not,  there  will  often  be,  as  in  fig.  37,  several  points  on  a  monopoly 
revenue  curve  at  which  it  touches  a  constant  revenue  curve.    Each  of  these 
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§  5.     The  monopolist  would  lose  all  his  monopoly  revenue    book  v. 

if  he  produced  for  sale  an  amount  so  great  that  its  supply      _! ' 

price,  as  here  defined,  was  equal  to  its  demand  price :  the  J^™' 
amount  which    saves   the   maximum   monopoly   revenue   is  monopolj 

"  x-     ^  pnce  with 

always  considerably  less  than  that.     It  may  therefore  appear  competi- 
as  though  the  amount  produced  under  a  monopoly  is  always  ' 

less  and  its  price  to  the  consumer  always  higher  than  if 
there  were  no  monopoly.     But  this  is  not  the  case. 

For  when  the  production  is  all  in  the  hands  of  one  per-  it  must  be 

,  .  ,  ,,     remember- 

son  or  company,  the  total  expenses  mvolved  are  generally  ed  that  a 
less   than  would  have  to  be  incurred   if  the  same  aggre-  ^n°°^  ^ 
gate   production   were    distributed   among   a   multitude    offl'^OTked 
comparatively  small  rival  producers.     They  would  have  to  economi- 
struggle  with  one  another  for  the  attention  of  consumers, 
and  would  necessarily  spend  in  the  aggregate  a  great  deal 
more  on  advertising  in  all  its  various  forms  than  a  single 
firm  would ;  and  they  would  be  less  able  to  avail  themselves 
of  the  many  various  economics  which  result  from  production 
on   a   large    scale.     In  particular  they  could  not  afford  to 
spend  as   much  on  improving  methods  of  production  and 
the  machinery  used  in  it,  as  a  single  large  firm  which  knew 

points  Trill  show  a  tme  masimam  monopoly  revenne;  bnt  one  of  them  will 
generally  stand  oat  pre-eminent  as  being  on  a  larger  constant  revenne  cnrre 
than  any  of  the  others  and  therefore  indicating  a  larger  monopoly  revenne  than 
they. 

If  it  happens,  as  in  fig.  37,  that  this  chief  maximnm  q\  lies  a  long  way 
to  the  right  of  a  smaller  mazimnm  q^,  then  the  imposition  of  a  tax  on  the 
commodity,  or  any  other  change  that  raised  its  supply  carve  thronghoat, 
would  lower  by  an  equal  amount  the  monopoly  revenue  curve.  Let  the  supply 
curve  be  raised  from  SS'  to  the  position  2)2';  and  in  conseqaence  let  the  mono- 
poly revenue  curve  fall  from  its  old  position  QQ'  io  ZZ' ;  then  the  chief  point 
of  maximum  revenue  will  move  from  q'^  to  s^,  representing  a  great  diminution  of 
production,  a  great  rise  of  price  and  a  great  injury  to  the  consumers.  The  con- 
verse effects  of  any  <dmnge,  such  as  a  bounty  on  the  commodity,  which  lowers  its 
sapply  price  throughout  and  raises  the  monopoly  revenue  curve,  may  be  seen  by 
regarding  ZZ'  as  the  old  and  QQ*  &s  the  new  position  of  that  curve.  It  will 
be  obvious  on  a  little  consideration  (bnt  the  fact  may  with  advantage  be 
illastrated  by  drawing  snitable  diagrams),  that  the  more  nearly  the  monopoly 
revenne  curve  approximates  to  the  shape  of  a  constant  revenne  carve,  the 
greater  will  be  the  change  in  the  position  of  the  maximum  revenue  point  which 
results  from  any  given  alteration  in  the  expenses  of  production  of  the  commodity 
generally.  This  change  is  great  in  fig.  37  not  because  DB'  and  8S'  intersect 
more  than  once,  bnt  because  two  parts  of  QQ',  one  a  long  way  to  the  right  of 
the  other,  he  in  the  neighbourhood  of  the  same  constant  revenue  curve. 
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And  the 
monopolist 
may  lower 
his  price 
with  a 
view  to  the 
future 
develop- 
ment 
of  his 
business, 


that  it  was  certain  itself  to  reap  the  whole  benefit  of  any 
advance  it  made. 

This  argument  does  indeed  assume  the  single  firm  to  be 
managed  with  ability  and  enterprise,  and  to  have  an  un- 
limited command  of  capital — an  assumption  which  cannot 
always  be  fairly  made.  But  where  it  can  be  made,  we  may 
generally  conclude  that  the  supply  schedule  for  the  com- 
modity if  not  monopolized  would  show  higher  supply  prices 
than  those  of  our  monopoly  supply  schedule ;  and  therefore 
the  equilibrium  amount  of  the  commodity  produced  under 
free  competition  would  be  less  than  that  for  which  the 
demand  price  is  equal  to  the  monopoly  supply  price'. 

§  6.  So  far  we  have  supposed  the  owner  of  a  monopoly 
to  fix  the  price  of  his  commodity  with  exclusive  reference  to 
the  immediate  net  revenue  which  he  can  derive  from  it. 
But,  in  fact,  even  if  he  does  not  concern  himself  with  the 
interests  of  the  consumers,  he  is  likely  to  reflect  that  the 
demand  for  a  thing  depends  in  a  great  measure  on  people's 
familiarity  with  it ;  and  that  if  he  can  increase  his  sales 
by  taking  a  price  a  little  below  that  which  would  aflford 
him  the  maximum  net  revenue,  the  increased  use  of  his 
commodity  will  before  long  recoup  him  for  his  present  loss. 
The  lower  the  price  of  gas,  the  more  likely  people  are  to 
have  it  laid  on  to  their  houses ;  and  when  once  it  is  there, 
they  are  likely  to  go  on  making  some  use  of  it,  even  though 
a  rival,  such  as  mineral  oil,  may  be  competing  closely  with  it. 
The  case  is  stronger  when  a  railway  company  has  a  practical 
monopoly  of  the  transport  of  persons  and  goods  to  a  sea-port, 
or  to  a  suburban  district  which  is  as  yet  but  partly  built 
over ;  the  railway  company  may  then  find  it  worth  while,  as 

'  In  other  words,  though  L  lies  necessarily  a  good  deal  to  the  left  of  H, 
according  to  the  notation  in  fig.  36 ;  yet  the  supply  curve  for  the  commodity,  if 
there  were  no  monopoly,  might  he  so  much  above  the  present  position  of  SS' 
that  its  point  of  intersection  with  Diy  would  lie  much  to  the  left  of  jl  in  the 
figure,  and  might  not  improbably  lie  to  the  left  of  L.  Something  has  already 
been  said  (Book  iv.  Ch.  xi.  and  xu.),  as  to  the  advantages  which  a  single  powerful 
firm  has  over  its  smaller  rivals  in  those  industries  in  which  the  law  of  increasing 
return  acts  strongly;  and  as  to  the  chance  which  it  might  have  of  obtaining  a 
practical  monopoly  of  its  own  branch  of  production,  if  it  were  managed  for  many 
generations  together  by  people  whose  genius,  enterprise  and  energy  equalled  those 
of  the  original  founders  of  the  business. 
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a  matter  of  business,  to  levy  charges  much  below  those  which  book  v. 
would  afford  the  maximum  net  revenue,  in  order  to  get  ™"  ™" 
merchants  into  the  habit  of  using  the  port,  to  encourage 
the  inhabitants  of  the  port  to  develop  their  docks  and 
warehouses;  or  to  assist  speculative  builders  in  the  new 
suburb  to  build  houses  cheaply  and  to  fill  them  quickly  with 
tenants,  thus  giving  to  the  suburb  an  air  of  early  prosperity 
which  goes  far  towards  insuring  its  permanent  success. 

In  such  cases  as  these  a  railway  company  though  not 
pretending  to  any  philanthropic  motives,  yet  finds  its  own 
interests  so  closely  connected  with  those  of  the  purchasers  of 
its  services,  that  it  gains  by  making  some  temporary  sacrifice 
of  net  revenue  with  the  purpose  of  increasing  consumers' 
rent.  And  an  even  closer  connection  between  the  interests 
of  the  producers  and  the  consumers  is  found  when  the  land- 
owners of  any  district  combine  to  make  a  branch  railway 
through  it,  without  much  hope  that  the  traffic  will  afford 
the  market  rate  of  interest  on  the  capital  which  they 
invest — that  is,  without  much  hope  that  the  monopoly 
revenue  of  the  railway,  as  we  have  defined  it,  will  be  other 
than  a  negative  quantity — but  expecting  that  the  railway 
will  add  so  much  to  the  value  of  their  property  as  to  make 
their  venture  on  the  whole  a  profitable  one.  And  when  or  from 
a  municipality  undertakes  the  supply  of  gas  or  water,  or  interest 
facilities  for  transport  by  improved  roads,  by  new  bridges,  ^eif^e  of 
or  by  tramways,  the  question  always  arises  whether  the  scale  eo^siimers. 
of  charges  should  be  high,  so  as  to  afford  a  good  net  revenue 
and  relieve  the  pressure  on  the  rates ;  or  should  be  low,  so  as 
to  increase  consumers'  rent. 

§  7.  It  is  clear  then  that  some  study  is  wanted  of 
calculations  by  which  a  monopolist  should  govern  his  actions, 
should  he  regard  an  increase  of  consumers'  rent  as  equally 
desirable  to  him,  if  not  with  an  equal  increase  of  his  own 
monopoly  revenue,  yet  with  an  increase,  say,  one-half  or  one- 
quarter  as  great. 

If  the  consumers'  rent  which  arises  fi:om  the  sale  of  the  The  Total 
commodity  at  any  price,  is  added  to  the  monopoly  revenue  of'a 
derived  from  it,  the  sum  of  the  two  is  the  money  measure  of  ™*^°P°'y 
the  net  benefits  accruing  from  the  sale  of  the  commodity  to  s"™  ">f  ""^ 
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producers  and  consumers  together,  or  as  we  may  say  the 
Total  Benefit  of  its  sale.  And  if  the  monopolist  regards  a 
gain  to  the  consumers  as  of  equal  importance  with  an  equal 
gain  to  himself,  his  aim  will  be  to  produce  just  that  amount 
of  the  commodity  which  will  make  this  total  benefit  a 
maximum'. 


1  In  fig.  38  DD\  SS',  and  QQ'  represent  the  demand,  supply,  and  monopoly 
revenue  curves  drawn  on  the  same  plan  as  in  fig.  36.  From  P,  draw  P,F 
perpendicular  to  Oy;  then  DfP,  is  the  consumers'  rent  derived  from  the  sale  of 
OM  thonsand  feet  of  gas  at  the  price  MPf  In  MPt  take  a  point  P^  such  that 
OMx  MPt=  the  area  DFPi :  then  as  M  moves  from  0  along  Ox,  Pt  will  trace 
out  our  fourth  curve,  OR,  which  we  may  call  the  Consumers'  Bent  Curve.  (Of 
course  it  passes  through  0,  because  when  the  sale  of  the  commodity  is  reduced 
to  nothing,  the  consumers'  rent  also  vanishes.) 


Fig.  38. 


Next  from  PjP,  out  off  PjPj  equal  to  MPt,  so  that  MPs  =  MP3+MP^. 
Then  OM  x  MP^  =  OM  x  MP,  +  OMx  MPt :  but  Oilf  x  MP 3  is  the  total  monopoly 
revenue  when  an  amount  OM  is  being  sold  at  a  price  MP^ ,  and  OM  x  MPt  is  the 
corresponding  consumers'  rent.  Therefore  OMy.  MP^  is  the  sum  of  the  monopoly 
revenue  and  the  consumers'  rent,  that  is  the  (money  measure  of  the)  total  benefit 
which  the  community  will  derive  from  the  commodity  when  an  amount  OM  is 
produced.  The  locus  of  P^  is  our  fifth  curve,  QT,  which  we  may  call  the  Total 
Benefit  Curve.  It  touches  one  of  the  constant  revenue  curves  at  t^ ,  and  this  shows 
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But  it  will  seldom  happen  that  the  monopolist  can  and    book  v. 

will  treat  £1  of  consumers'  rent  as  equally  desirable  with      J ' 

£1  of  monopoly  revenue.     Even  a  Government  which  con-  ^"'ajj^e^- 
siders  its  own  interests  coincident  with  those  of  the  people  '*"'  •>« 

counted 

has  to  take  account  of  the  fact  that,  if  it  abandons  one  source  at  only  a 
of  revenue,  it  must  in  general  fall  back  on  others  which  have  its  actual 
their  own  disadvantages.     For  they  will  necessarily  involve  g^  of'the 
friction  and  expense  in  collection,  together  with  some  injury  {^"^J^ 
to  the  public,  of  the  kind  which  we  have  described  as  a  loss  Compn- 
of  consumers'  rent :   and  they  can  never  be  adjusted  with  Benefit. 
perfect   fairness,  especially  when   account   is   taken   of  the 
unequal  shares  that  different   members  of  the   community 
will  get  of  the  benefits  for  the  sake  of  which  it  is  proposed 
that  the  Government  should  forego  some  of  its  revenue. 

Suppose  then  that  the  monopolist  makes  a  compromise, 
and  reckons  £1  of  consumers'  rent  as  equivalent  to  say  10s. 
of  monopoly  revenue.  Let  him  calculate  the  monopoly 
revenue  to  be  got  from  selling  his  commodity  at  any  given 
price,  and  to  it  let  him  add  one  half  the  corresponding 
consumers'  rent:  the  sum  of  the  two  may  be  called  the 
Compromise  Benefit ;  and  his  aim  will  be  to  fix  on  that 
price  which  will  make  the  compromise  benefit  as  large  as 
possible'. 

The  following  general  results  are  capable  of  exact  proof;  General 
but  on  a  little  consideration  they  will  appear  so  manifestly 
true  as  hardly  to  require  proof.     Firstly,  the  amount  which 
the  monopolist  will  offer  for  sale  will  be  greater  (and  the 
price  at  which  he  will  sell  it  will  be  less)  if  he  is  to  any 

that  the  (money  measure  of  the)  total  benefit  is  a  maxim  am  when  the  amount 
offered  for  sale  ia  OW;  or,  which  is  the  same  thing,  when  the  price  of  sale  is 
fixed  at  the  demand  price  for  OW. 

^  If  he  compromises  on  the  basis  that  £1  of  consumers'  rent  is  equally 
desirable  with  £n  of  monopoly  revenue,  n  being  a  proper  fraction,  let  as  take  a 
point  Pe  in  PiPi  such  that  P^Pg  =  n.P3Pi,  or,  which  is  the  same  thing,  nMP^. 
Then  OAfxMPe^OMxMP,,  +nOMxMPt;  that  is,  it  is  equal  to  the  monopoly 
revenue  derived  from  selling  an  amount  OMi  of  the  commodity  at  the  price 
MP  I ,  +  n  times  the  consumers'  rent  derived  from  this  sale :  and  is  therefore 
the  compromise  benefit  derived  from  that  sale.  The  locus  of  Pq  is  our  sixth 
curve,  QUt  which  we  may  call  the  compromise  benefit  curve.  It  teaches  one 
of  the  constant  revenue  curves  in  ue ;  which  shows  that  the  compromise  benefit 
attains  its  maximum  when  amount  OF  is  sold;  or  which  is  the  same  thing, 
when  the  selling  price  is  fixed  at  the  demand  price  for  the  amount  OY. 
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extent  desirous  to  promote  the  interests  of  consumers  than 
if  his  sole  aim  is  to  obtain  the  greatest  possible  monopoly 
revenue ;  and  secondly,  the  amount  produced  will  be  greater 
(and  the  selling,  price  will  be  less)  the  greater  be  the  desire 
of  the  monopolist  to  promote  the  interests  of  consumers ;  i.e., 
the  larger  be  the  percentage  of  its  actual  value  at  which  he 
counts  in  consumers'  rent  with  his  own  revenue'. 

§  8.  Not  many  years  ago  there  were  many  who  con- 
tended that: — "An  English  ruler,  who  looks  upon  himself 
as  the  minister  of  the  race  he  rules,  is  bound  to  take  care 
that  he  impresses  their  energies  in  no  work  that  is  not  worth 
the  labour  that  is  spent  upon  it,  or — to  translate  the  senti- 
ment into  plainer  language — that  he  engages  in  nothing  that 
will  not  produce  an  income  sufficient  to  defray  the  interest 
on  its  cost''."  Such  phrases  as  this  may  sometimes  have 
meant  little  more  than  that  a  benefit  which  consumers  were 
not  willing  to  purchase  at  a  high  price  and  on  a  large  scale, 
was  likely  to  exist  for  the  greater  part  only  in  the  specious 
counsels  of  those  who  had  some  personal  interest  in  the 
proposed  undertakings ;  but  probably  they  more  often  indi- 
cated a  tendency  to  under-estimate  the  magnitude  of  that 
interest  which  consumers  have  in  a  low  price,  and  which  we 
call  consumers'  rent'. 

One  of  the  chief  elements  of  success  in  private  business  • 
is  the  faculty  of  weighing  the  advantages  and  disadvantages 

1  That  is  to  say,  firstly,  OF  fig.  38  is  always  greater  than  OL  j  and  secondly, 
the  greater  n  is,  the  greater  OY  is.    (See  Mathematical  Note  xxiii.) 

2  The  words  are  quoted  from  a  leading  article  in  The  Times  for  July  30, 1874 : 
they  fairly  represent  a  great  body  of  pnblic  opinion. 

^  Fig.  39  may  be  taken  to  represent  the  case  of  a  proposed  Government 
undertaking  in  India.  The  supply  cnrve  is  above  the  demand  curve  during 
its  whole  length,  showing  that  the  enterprise  to  which  it  refers  is  unremnnera- 
tive,  in  the  sense  that  whatever  price  the  producers  fix,  they  will  lose  money ; 
their  monopoly  revenue  will  be  a  negative  quantity.  Bnt  QT  the  total  benefit 
curve  rises  above  Ox;  and  touches  a  constant  revenue  curve  in  (5.  If  then 
they  offer  for  sale  an  amount  OW  (or,  which  is  the  same  thing,  fix  the  price 
at  the  demand  price  for  OW),  the  resultant  consumers'  rent,  if  taken  at  its 
full  value,  will  outweigh  the  loss  on  working  by  an  amount  represented  by 
OWx  Wti.  But  snppose  that,  in  order  to  make  up  the  deficiency,  Government 
must  levy  taxes,  and  that  taking  account  of  all  indirect  expenses  and  other 
evils,  these  cost  the  pnblic  twice  what  they  bring  in  to  the  Government,  it 
will  then  be  necessary  to  count  two  rupees  of  the  consumers'  rent  as  com- 
pensating for  a  Government  outlay  of  only  one  rupee ;  and  the  net  gain  of  the 
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of  any  proposed  course,  and  of  assigning  to  them  their  true 
relative  importance.  He  who  by  practice  and  genius  has 
acquired  the  power  of  attributing  to  each  factor  its  right 
quantity,  is  already  well  on  the  way  to  fortune ;  and  the 
increase  in  the  efficiency  of  our  productive  forces  is  in  a  great 
measure  due  to  the  large  number  of  able  minds  who  are 
devoting  themselves  ceaselessly  to  acquiring  these  business 
instincts.  But  unfortunately  the  advantages  thus  weighed 
against  one  another  are  nearly  all  regarded  from  one  point  of 
view,  that  of  the  producer;  and  there  are  not  many  who  concern 
themselves  to  weigh  against  one  another  the  relative  quan- 
tities of  the  interests  which  the  consumers  and  the  producers 
have  in  different  courses  of  action.  For  indeed  the  requisite 
facts  come  within  the  direct  experience  of  only  a  very  few 
persons,  and  even  in  the  case  of  those  few,  only  to  a  very 

nndertaking  will  then  be  represented  by  the  compromise  benefit  cnrve  QU, 
drawn  midway  between  the  monopoly  revenue  (negative)  cnrve  QQ"  and  the 
total  benefit  curve  QT.    This  toaches  a  constant  revenue  curve  in  Ug,  showing 


Fig.  39. 
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that  if  the  amount  0¥  ia  offered  for  sale,  or,  which  is  the  same  thing,  if  the 
price  is  fixed  at  the  demand  price  for  OT,  there  will  result  a  net  gain  to 
India  represented  by  OTx  Yug. 
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BooKv.    limited  extent   and  in  a   very  imperfect   way.     Moreover 

J ■    when  a  great  administrator  has  acquired  those  instincts  with 

regard  to  public  interests  which  able  business  men  have  with 
regard  to  their  own  affairs,  he  is  not  very  likely  to  be  able  to 
carry  his  plans  with  a  free  hand.  At  all  events  in  a  demo- 
cratic country  no  great  public  undertaking  is  secure  of  being 
sustained  on  consistent  lines  of  policy,  unless  its  advantages 
can  be  made  clear,  not  only  to  the  few  who  have  direct  ex- 
perience of  high  public  affairs,  but  also  to  the  many  who  have 
no  such  experience  and  have  to  form  their  judgment  on  the 
materials  set  before  them  by  others, 
and  our  Judgments  of  this  kind  must  always  be  inferior  to  those 

statistics  which  an  able  business  man  forms,  by  the  aid  of  instincts 
^operly^*  based  on  long  experience  with  regard  to  his  own  business, 
organized,  g^^  ^jjgy  j^^^y  ^^  made  much  more  trustworthy  than  they 
are  at  present,  if  they  can  be  based  on  statistical  measures  of 
the  relative  quantities  of  the  benefits  and  the  injuries  which 
different  courses  of  public  action  are  likely  to  cause  to  the 
several  classes  of  the  community.  Much  of  the  failure  and 
much  of  the  injustice,  in  which  the  economic  policies  of 
Governments  have  resulted,  have  been  due  to  the  want  of 
statistical  measurement.  A  few  people  who  have  been 
strongly  interested  on  one  side  have  raised  their  voices 
loudly,  persistently  and  all  together;  while  little  has  been 
heard  from  the  great  mass  of  people  whose  interests  have 
lain  in  the  opposite  direction  ;  for,  even  if  their  attention  has 
been  fairly  called  to  the  matter,  few  have  cared  to  exert 
themselves  much  for  a  cause  in  which  no  one  of  them  has 
more  than  a  small  stake.  The  few  therefore  get  their  way, 
although  if  statistical  measures  of  the  interests  involved  were 
available,  it  might  prove  that  the  aggregate  of  the  interests 
of  the  few  was  only  a  tenth  or  a  hundredth  part  of  the  aggre- 
gate of  the  interests  of  the  silent  many. 
Statistical  No  doubt  Statistics  can  be  easily  misinterpreted  ;  and  are 

are  often  often  Very  misleading  when  first  applied  to  new  problems. 
at'first-"^  But  many  of  the  worst  fallacies  involved  in  the  misapplica- 
bnt  free      tions  of  statistics  are  definite  and  can  be  definitely  exposed,. 

discnssion  j         r  r 

clears         till  at  last  no  one  ventures  to  repeat  them  even  when  ad- 
dressing an  uninstructed  audience :  and  on  the  whole  argu- 
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ments  which  can  be  reduced  to  statistical  forms,  though  still    book  v. 

in  a  backward  condition,  are  making  more  sure  and  more      J ' 

rapid  advances  than  any  others  towards  obtaining  the  general  f^J^fes** 
acceptance  of  all  who  have  studied  the  subjects  to  which  they 
refer.  The  rapid  growth  of  collective  interests,  and  the 
growing  tendency  towards  collective  action  in  economic 
affairs,  make  it  every  day  more  important  that  we  should 
know  what  quantitative  measures  of  public  interests  are  most 
needed  and  what  statistics  are  required  for  them,  and  that 
we  should  set  ourselves  to  obtain  these  statistics. 

It  is  perhaps  not  unreasonable  to  hope  that  as  time  goes  Hopes  for 
on,  the  statistics  of  consumption  will  be  so  organized  as  to  from"the  * 
afford  demand  schedules  sufiSciently  trustworthy ,fto  show  in  gJJjSy'o?^ 
diagrams  that  will  appeal  to  the  eye,  the  quantities  of  con-  demand 
sumers'  rent  that  will  result  from  different  courses  of  public  snmers" 
and  private  actionT")  By  the  study  of  these  pictures  the  mind  '*"  " 
may  be  gradually  trained  to  get  juster  notions  of  the  relative 
magnitudes  of  the  interests  which   the  community  has  in 
various  schemes  of  public  and  private  enterprise;  and  sounder 
doctrines  may  replace  those  traditions  of  an  earlier  genera- 
tion, which  had  perhaps  a  wholesome  influence  in  their  time, 
but  which  damped  social  enthusiasm  by  throwing  suspicion 
on  all  projects  for  undertakings  by  the  public  on  its  own 
behalf  which  would  not  show  a  balance  of  direct  pecuniary 
profit. 

The  practical  bearings  of  many  of  the  abstract  reasonings 
in  which  we  have  recently  been  engaged  will  not  be  fully 
apparent  till  we  approach  the  end  of  this  treatise.  But 
there  seemed  to  be  advantages  in  introducing  them  thus 
early,  partly  because  of  their  close  connection  with  the  main 
theory  of  equilibrium  of  deinand  and  supply,  and  partly 
because  they  throw  side  lights  on  the  character  and  the 
purposes  of  that  investigation  of  the  causes  which  determine 
Distribution  and  Exchange  on  which  we  are  about  to  enter. 
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CHAPTEE  XIV. 

SUMMARY   OF  THE   GENERAL   THEORY   OF   EQUILIBRIUM 
OF  DEMAND   AND   SUPPLY. 

BOOK  V.  §  1.     In  the  present  Book  we  have  studied  the  theory  of 

the  mutual  relations  of  demand  and  supply  in  their  most 

general  form;    taking  as  little  account  as  possible  of  the 

special  incidents  of  particular  applications  of  the  theory,  and 

leaving  over  for  the  following  Book  the  study  of  the  bearings 

of  the  general  theory  on  the  special  features  of  the  several 

agents  of  production,  Labour,  Capital,  and  Land. 

ch.  I.  The  difficulties  of  the  problem  depend  chiefly  on  varia- 

markets.     tions  in  the  area  of  space,  and  the  period  of  time  over  which 

the  market  in  question  extends ;  the  influence  of  time  being 

more  fundamental  than  that  of  space. 

Ch.  n.  Even  in  a  market  of  very  short  period,  such  as  that  of  a 

Temporary  provincial  com-exchange  on  market-day,  the  "  higgling  and 

brinm  of     bargaining  "  might  probably  oscillate  about  a  mean  position, 

and  supply,  which  would  have  some  sort  of  a  right  to  be  called  the 

equilibrium  price :  but  the  action  of  dealers  in  offering  one 

price  or  refusing  another  would  depend  little,  if  at  all,  on 

calculations  with  regard  to  cost  of  production.     They  would 

look  chiefly  at  present  demand  on  the  one  hand,  and  on  the 

other  at  the  stocks  of  the  commodity  already  available.     It 

is  true  that  they  would  pay  some  attention  to  such  movements 

of  production  in  the  near  future  as  might  throw  their  shadow 

before ;  but  in  the  case  of  perishable  goods  they  would  look 

only  a  very  little  way  beyond  the  immediate  present.     Cost 

of  production  has  for  instance  no  perceptible  influence  on  the 

day's  bargaining  in  a  fish-market. 
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Passing  from  these  temporary  equilibria  to  the  stable    book  v. 
equilibria  of  normal  demand  and  normal  supply,  we  find  that    ''°"  "^' 
in  the  language  both  of  professed  writers  on  economics  and  '''"'•  ™- 
of  men  of  business,  there  is  much  elasticity  in  the  use  of  the  Eq^- 
term  Normal  when   applied  to  the  causes  that  determine  „o^i°* 
value ;  but  there  is  one  division  which,  though  it  has  no  demand 
sharp  outlines,  is  yet  fairly  well  marked.  The"  ^  ^' 

On  the  one  side  of  this  division  are  long  periods,  in  which  o/^e. 
the  normal  action  of  economic  forces  has  time  to  work  itself  Long 
out  more  fully;   in  which  therefore  a  temporary  scarcity  ot^l^om- 
skilled  labour,  or  of  any  other  of  the  agents  of  production,  ™*'  P""®- 
can  be  remedied ;  and  in  which  those  economies  that  normally 
result  from  an  increase  in  the  scale  of  production — normally, 
that  is  without  the  aid  of  any  substantive  new  invention — 
have  time  to  develop  themselves.     The  expenses  of  a  re- 
presentative firm,  managed  with  normal  ability  and  having 
normal  access   to   the   internal   and  external  economies  of 
production  on  a  large  scale,  may  be  taken  as  a  standard  for 
estimating  normal  expenses  of  production :   and  when  the 
period  under  survey  is  long  enough  to  enable  the  investment 
of  capital  in  building  up  a  new  business  to  complete  itself 
and  to  bear  full  fruits ;   then  the  marginal  supply  price  is 
that,  the  expectation  of  which  in  the  long  run  just  suffices 
to  induce  capitalists  to  invest  their  material  capital,  and 
workers  of  all  grades  to  invest  their  personal  capital  in  the 
trade. 

On  the  other  side  of  the  line  of  division  are  periods  of  short 
time  long  enough  to  enable  producers  to  adapt  their  produc-  Sonnal 
tion  to  changes  in  demand,  in  so  far  as  that  can  be  done  with  g^b^o^^i 
the  existing  provision  of  specialized  skill,  specialized  capital,  P"«e. 
and  industrial  organization ;  but  not  long  enough  to  enable 
them  to  make  any  important  changes  in  the  supplies  of  these 
factors  of  production.    For  such  periods  the  stock  of  material 
and  personal  appliances  of  production  has  to  be  taken  in  a 
great  measure  for  granted;  and  the  marginal  increment  of 
supply  is  determined  by  estimates  of  producers  as  to  the 
amount  of  production  it  is  worth  their  while  to  get  out  of 
those  appliances.     If  trade  is  brisk  all  energies  are  strained 
to  their  utmost,  overtime  is  worked,  and  then  the  limit  to 
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production  is  given  by  want  of  power  rather  than  by  want  of 
will  to  go  further  or  faster.  But  if  trade  is  slack  every  'pro- 
ducer has  to  make  up  his  mind  how  near  to  prime  cost  it  is 
worth  his  while  to  take  fresh  orders.  And  here  there  is  no 
definite  law,  the  chief  operative  force  is  the  fear  of  spoiling  the 
market ;  and  that  acts  in  different  ways  and  with  different 
strengths  on  different  individuals  and  different  industrial 
groups.  For  the  chief  motive  of  all  open  combinations  and 
of  all  informal  silent  and  "customary"  understandings  whether 
among  employers  or  employed  is  the  need  for  preventing 
individuals  from  spoiling  the  common  market  by  action  that 
may  bring  them  immediate  gains,  but  at  the  cost  of  a  greater 
aggregate  loss  to  the  trade.  No  doubt  this  aggregate  loss  to 
the  trade  may  be  compensated  by  a  much  greater  aggregate 
gain  to  consumers  as  a  body ;  and  one  of  the  most  urgent 
economic  problems  of  the  present  day  is  to  inquire  in  what 
classes  of  cases  it  is  desirable  that  a  trade  should  continue  to 
produce  boldly  with  but  little  reference  to  the  danger  of 
spoiling  the  market.  Some  side  lights  are  thrown  on  this 
question  by  the  investigations  of  consumers'  rent  in  the  last 
two  chapters  of  this  Book ;  but  a  full  study  of  it  is  deferred 
to  a  later  stage. 

§  2.  We  next  turned  aside  to  consider  the  relations  of 
demand  and  supply  with  reference  to  things  that  need  to  be 
combined  together  for  the  purposes  of  satisfying  a  joint  de- 
mand ;  of  which  the  most  important  instance  is  that  of  the 
specialized  material  capital,  and  the  specialized  personal  skill 
that  must  work  together  in  any  trade.  For  there  is  no  direct 
demand  on  the  part  of  consumers  for  either  alone,  but  only 
for  the  two  conjointly ;  the  demand  for  either  separately  is  a 
derived  demand,  which  rises,  other  things  being  equal,  with 
every  increase  in  the  demand  for  the  common  products,  and 
with  every  diminution  in  the  supply  price  of  the  joint  factors 
of  production.  In  like  manner  commodities  of  which  there 
is  a  joint  supply,  such  as  gas  and  coke,  or  beef  and  hides,  can 
each  of  them  have  only  a  derived  supply  price,  governed  by 
the  expenses  of  the  whole  process  of  production  on  the  one 
hand,  and  on  the  other  by  the  demand  for  the  remaining 
joint  products. 
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The  composite  demand  for  a  thing,  resulting  from  its  being  book  t. 
used  for  several  diflferent  purposes,  and  the  composite  supply  '"' 
of  a  thing,  that  has  several  sources  of  production,  present  no 
great  diflSculty;  for  the  several  amounts  demanded  for  the 
different  purposes,  or  supplied  from  different  sources,  can  be 
added  together,  on  the  same  plan  as  was  adopted  in  Book  III., 
for  combining  the  demands  of  the  rich,  the  middle  classes 
and  the  poor  for  the  same  commodity. 

Next  we  made  some  study  of  the  division  of  the  supple-  ch.  vn. 
mentary  costs  of  a  business, — and  especially  those  connected  ^^'^f'the 
with  building  up  a  trade  connection,  with  marketinef,  and  with  snpple- 

o     ^  .  °'  mentary 

insurance — among  the  various  products  of  that  business.  costs. 

§  3.     Returning  to  those  central  difficulties  of  the  equi-  cha.  vxn. 
librium  of  normal  demand  and  supply  which  are  connected  ?■      , 

^^  •;  The  value 

with  the  element  of  time,  we  investigated  more  fully  the  of  an 
relation  between  the  value   of  an  appliance  for  production  for  pro- 
and  that  of  the  things  produced  by  it.  relation  to 

When  different  producers  have  different  advantages  for  *??*  °*  *''® 

....  °  things 

producing  a   thing,  its   price    must   be   sufficient   to  cover  produced 
the  expenses  of  production  of  those  producers  who  have  no  ^.j^^ ' 
special  and  exceptional  facilities :  for  if  not  they  will  with-  possession 
hold  or  diminish  their  production,  and  the  scarcity  of  the  natural 

S.dT&l!ltiftff€S 

amount  supplied,  relatively  to  the  demand,  will  raise  the  affords  to 
price.     When  the  market  is  in  equilibrium,  and  the  thing  is  aa^^°a 
beinsr  sold  at  a  price  which  covers  these  expenses,  there  re-  "^rp'^f 

c*  ir  -^  '  or  rent. 

mains  a  surplus  beyond  their  expenses  for  those  who  have 
the  assistance  of  any  exceptional  advantages.  If  these 
advantages  arise  from  the  command  over  free  gifts  of  nature, 
the  surplus  is  called  a  producer's  surplus  or  producer's  rent : 
there  is  a  surplus  in  any  case,  and  if  the  owner  of  a  free  gift 
of  nature  lends  it  out  to  another,  he  can  generally  get  for  its 
use  a  rent  equivalent  to  this  surplus. 

Ricardo  arenied  that  rent  does  not  enter   into  cost  of^ioardo's 

....  doctrine 

production,  having  m  view  on  the  one  hand  the  rent  of  farm-  that  rent 
ing  land  in  general,  and  on  the  other  the  cost  of  production  enterluto 
of  agricultural  produce  in  general :  and  in  this  connection  the  ^^°ction 
doctrine  cannot  easily  be  misunderstood.     But  when  applied  's  badly 

,         .  .      ,  1  1         Ml  expressed, 

to  the  cost  of  production  of  one  particular  crop,  though  still  but  when 
literally  true  as  it  stands,  experience  shows  that  it  is  liable  to  inter- 
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be  interpreted  in  senses  in  which  it  is  not  true.  For  if  land 
which  had  been  used  for  growing  hops,  is  found  capable  of 
appUcaWe  yielding  a  higher  rent  as  market-garden  land,  the  area  under 
hops  will  undoubtedly  be  diminished;  and  this  will  raise  their 
marginal  cost  of  production  and  therefore  their  price.  The 
rent  which  land  will  yield  for  one  kind  of  produce,  though 
it  does  not  directly  enter  into  those  expenses,  yet  does  act  as 
the  channel  through  which  a  demand  for  the  land  for  that 
kind  of  produce  increases  the  difficulties  of  supply  of  other 
kinds ;  and  thus  does  indirectly  affect  their  expenses  of  pro- 
duction. A  mining  royalty  is  not  a  rent,  and  enters  into 
expenses  of  production.  Ricardo's  doctrine  requires  to  be 
carefully  interpreted  even  with  regard  to  farm  rents;  but, 
when  so  interpreted,  it  is  applicable  to  other  classes  of  rents, 
and,  subject  to  some  further  conditions,  to  the  income  yielded 
by  appliances  for  production  which  man  has  made,  and 
especially  such  of  them  as  are  durable,  and  the  supply  of 
which  cannot  be  rapidly  increased. 

Thus  when  we  are  taking  a  broad  view  of  normal  value, 
when  we  are  investigating  the  causes  which  determine  normal 
value  "  in  the  long  run,"  when  we  are  tracing  the  "  ultimate  " 
effects  of  economic  causes,  then  the  income  that  is  derived 
which  have  from  capital  in  these  forms  enters  into  the  payments  by  which 
been  made,  the  expenses  of  production  of  the  commodity  in  question  have 
theUme'a  to  be  covered,  and  it  directly  controls  the  action  of  the  pro- 
ducers who  are  on  the  margrin  of  doubt  as  to  whether  to 


The 

income 

derived 

from 

appliances 

for  pro- 

dnction 


margin 


resem- 
blance to 

rent,  which  increase  the  means  of  production  or  not. 

IS  the  .         . 

hand,  when  we  are  considering  the  causes  which  determine 


But,  on  the  other 


closer 
the  more 
dnrable 
they  are. 


normal  prices  for  a  period  which  is  short  relatively  to  that 
required  for  largely  increasing  the  supply  of  those  appliances 
for  production,  then  their  influence  on  value  is  chiefly  indirect 
and  more  or  less  similar  to  that  exerted  by  the  free  gifts  of 
nature.  The  shorter  the  period  which  we  are  considering, 
and  the  slower  the  process  of  production  of  those  appliances, 
the  less  part  will  variations  in  the  income  derived  from  them 
play  in  checking  or  increasing  the  supply  of  the  commodity 
produced  by  them,  and  in  raising  or  lowering  its  supply 
price;  and  the  more  nearly  true  will  it  be  that,  for  the 
period    under  discussion,   the   net    income   to    be   derived 
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from  them  is  to  be  regarded   as  a  producer's  surplus  or    book  v. 
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quasi-rent.  

In  passing  from  the  free  gifts  of  nature  through  the  more  Sitnation 
permanent  improvements  in  the  soil,  to  less  permanent  im-  type  of  a 
provements,  to  farm  and  factory  buildings,  to  steam-engines,  of'^mcomeB. 
&c.,  and  finally  to  the  less  durable  and  less  slowly  made 
implements,  we  find  a  continuous  series.  And  even  that  part 
of  the  rental  value  of  land  which  is  derived  from  advantages 
of  situation — situation  rent  as  it  may  be  called — passes  by 
imperceptible  gradations  from  the  character  of  a  pure  rent, 
in  cases  in  which  the  owners  of  the  land  have  had  no  direct 
part  in  improving  its  environment,  to  that  of  a  quasi-rent  or 
even  profits  when  the  conditions  of  the  environment,  to  which 
the  land  owes  its  situation  value,  were  deliberately  brought 
about  by,  and  at  the  expense  of,  the  owners  of  that  land  in 
order  to  raise  its  value.  Thus  the  situation  rent  of  land 
presents  close  analogies  to  many  different  classes  of  income 
derived  from  advantages  of  the  environment,  or  conjuncture. 
Later  on  we  shall  find  that  many  of  the  most  interesting 
applications  of  the  principle  which  we  have  just  discussed 
are  to  human  agents  of  production;  but  in  the  present 
Book  we  confine  our  attention  to  the  material  agents  of  pro- 
duction. 

The  supply  of  durable  appliances  for  production,  or  goods  The  supply 
of  the  second  order,  is  governed  by  estimates  that  generally  requisites 
reach  forward  over  a  longer  time,  and  are  therefore  more  uou'is  not 
liable    to   error   than   those   which   govern   the    immediate  '^a^^  to 
adaptation  of  supply  to  demand  with  regard  to  goods  ready  for  demand, 
immediate  consumption.     But  further,  the  supply  of  these 
appliances  depends  partly  on  the  supply  of  appliances  for 
making  them,  that  is,  of  things  removed  by  two  stages  from 
the  commodity  with  which  we  started.    The  demand  for  these 
appliances  for  making  appliances  is  derived  ultimately  from 
the  demand  for  the  finished  commodity ;  and  the  adjustment 
of  supply  to  demand  in  their  case  is  a  still  more  diflBcult 
process ;  it  ranges  over  a  still  longer  period  of  time,  and  is 
still  more   liable  to  error :  and  so  on,  backwards,  without 
limit. 

§  4.     The   terms   "  aggregate "   and    "  average "   cost   of  ch.  xi. 
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change  such  as  that  in  which  we  live ;  since  the  quasi-rents 

reiatiouB     °^  '^®  appliances  of  production,  both  material  and  personal, 
between     are  governed  for  short  periods  more  by  the  value  of  the  things 
and  normal  they  produce,  than  by  their  own  cost  of  production.     For 
production,  instance,  machinery  of  a  pattern  on  which   improvements 
have  been  made,  has  its  value  determined  by  capitalizing  the 
quasi-rents  it  can  earn ;  and  to  count  profits  on  this  value  as 
part  of  the  aggregate  expenses  of  production  of  the  com- 
modities it  produces,  is  to  reason  in  a  circle.     In  a  rigidly 
stationary  state  however  in  which  supply  could  be  perfectly 
adjusted  to  demand  in  every  particular,  the  normal  expenses 
of   production,  the    marginal    expenses,  and    the    average 
expenses  (rent  being  counted  in)  would  be  one  and  the  same 
thing.     This  point  is  dwelt  on  in  order  to  show  clearly  what 
the  normal  supply  schedule  does   mean,  and  what  it  does 
not  mean. 
The  in-  This  brings  us  to  consider  some  difficulties  of  a  rather 

the  law  of  technical  character  connected  with  the  marginal  expenses  of 
retora^^^  production  of  a  commodity  that  obeys  the  law  of  increasing 
the  reia-     return.     The  difficulties  arise  from  the  attempt  to  represent 

tions  be-  ^  *  ^ 

tween         Supply  price  as  dependent  on  the  amount  produced,  without 
produced    allowing  for  the  length  of  time  that  is  necessarily  occupied 
price™oe8^  by  each  individual  business  in  extending  its  internal,  and 
Us'true^     still   more   its    external   organization;   and   in   consequence 
character    they  have  been  most  conspicuous  in  mathematical  and  semi- 
periods,      mathematical  discussions  of  the  theory  of  value.     For  when 
changes  of  supply  price  and  amount  produced  are  regarded 
as  dependent  exclusively  on  one  another  without  any  refer- 
ence   to   gradual   growth,    it   appears  reasonable    to   argue 
that   the  marginal   supply  price   for    each   individual    pro- 
ducer is   the    addition   to    his  aggregate  expenses   of  pro- 
duction  made   by   producing   his   last    element;   that   this 
marginal  price  is  likely  in  many  cases  to  be  diminished  by 
an  increase  in  his  output  much  more  than  the  demand  price 
in  the  general  market  would  be  by  the  same  cause ;  and  that 
therefore  the  statical  theory  of  equilibrium  is  inapplicable  to 
commodities  which  obey  the  law  of  increasing  return. 

To  this  argument  it  may  be  replied  that  in  many  industries 
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each  producer  has  a  special  market  in  which  he  is  well  known,    book  v. 

and  which  he  cannot  extend  quickly ;   and  that  therefore,      _! ' 

though  it  might  be  physically  possible  for  him  to  increase 
his  output  rapidly,  he  would  run  the  risk  of  forcing  down 
very  much  the  demand  price  in  his  special  market,  or  else  of 
being  forced  to  sell  his  surplus  production  outside  on  less 
favourable  terms.  And  though  there  are  industries  in  which 
each  producer  has  access  to  the  whole  of  a  large  market,  yet 
in  these  there  remain  but  few  internal  economies  to  be  got 
by  an  increase  of  output,  when  the  existing  plant  is  already 
well  occupied.  No  doubt  there  are  industries  as  to  which 
neither  of  these  statements  is  true :  they  are  in  a  transitional 
state,  and  it  must  be  conceded  that  the  statical  theory  of 
equilibrium  of  normal  demand  and  supply  cannot  be  pro- 
fitably applied  to  them.  But  such  cases  are  not  numerous ; 
and  with  regard  to  the  great  bulk  of  manufacturing  in- 
dustries, the  connection  between  supply  price  and  amount 
showed  a  fundamentally  different  character  for  short  periods 
and  for  long. 

For  short  periods,  the  diflSculties  of  adjusting  the  internal 
and  external  organization  of  a  business  to  rapid  changes  in 
output  are  so  great  that  the  supply  price  must  generally  be 
taken  to  rise  with  an  increase  and  to  fall  with  a  diminution 
in  the  amount  produced. 

But  in  long  periods  both  the  internal  and  the  external  I'a 

<■  1        •  11  •  11        operation 

economies  of  production  on  a  large  scale  have  time  to  develop  in  long 
themselves ;  the  marginal  supply  price  is  not  the  expenses  ^" 
of  production  of  any  particular  bale  of  goods,  but  it  is  the 
whole  expenses  (including  insurance,  and  gross  earnings  of 
management)  of  a  marginal  increment  in  the  aggregate  pro- 
cess of  production  and  marketing.  This  supply  price  falls 
generally  with  an  increase  in  the  amount  normally  produced  ; 
if  it  falls  more  rapidly  than  the  demand  price  in  the  neigh- 
bourhood of  the  position  of  equilibrium,  the  equilibrium  is 
unstable,  in  the  opposite  case  it  is  stable. 

Under  certain  possible,  though  rather  improbable,  con-  Tiie  pm-e 

1-  .  1  1  •   •  /.  M-i     •  theory  of 

ditions  there  may  be  two  or  more  positions  oi  equilibrium  multiple 
alternately  stable  and  unstable.  But  this  portion  of  the  ^Si-  ° 
theory,  though  necessary  for  logical  completeness,  rests  on  ''"'™- 
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-! — '    importance. 

Ch.  xn.  §  5.     Some  study  of  the  effects  of  a  tax  ;  regarded  as  a 

nomaf^  ™  Special  case  of  a  change  in  the  general  conditions  of  demand 

demand      ^mj  supply  suggests  that,  when  proper  allowance  is  made  for 

and  supply,  .     ^^  j        oo  >  jt     r  ^ 

with  some  the  interests  of  consumers,  in  the  form  of  consumers  surplus 

to  the  or  rent,   there    is   less  primd  fade   cause  than  the  earlier 

ifaSmnm  economists  supposed,  for   the  general  doctrine  of  so-called 

Satisfao-  .<  Maximum  Satisfaction  " ;  i.e.  for  the  doctrine  that  the  free 

tion.  ' 

pursuit  by  each  individual  of  his  own  immediate  interest, 
will  lead  producers  to  turn  their  capital  and  labour,  and 
consumers  to  turn  their  expenditure  into  such  courses  as 
are  most  conducive  to  the  general  interests.  We  have 
nothing  to  do  at  this  stage  of  our  inquiry,  limited  as  it 
is  to  analysis  of  the  most  general  character,  with  the  im- 
portant question  how  far,  human  nature  being  constituted  as 
it  is  at  present,  collective  action  is  likely  to^be  inferior  to 
individualistic  action  in  energy  and  elasticity,  in  inventiveness 
and  directness  of  purpose;  and  whether  it  is  not  therefore 
likely  to  waste  through  practical  inefficiency  more  than  it- 
could  save  by  taking  account  of  all  the  interests  affected  by 
any  course  of  action.  But  even  without  taking  account  of 
the  evils  arising  from  the  unequal  distribution  of  wealth, 
there  is  primd  fade  reason  for  believing  that  the  aggregate 
satisfaction,  so  far  from  being  already  a  maximum,  could  be 
much  increased  by  collective  action  in  promoting  the  pro- 
duction and  consumption  of  things  in  regard  to  which  the 
law  of  increasing  return  acts  with  especial  force. 
Ch.  xni.  This  position  is  confirmed  by  the  study  of  the  theory  of 

Theory  of  monopolies.     It  is  the  immediate  interest  of  the  monopolist 

mono-  ^  ^ 

poiies.  so  to  adjust  the  production  and  sale  of  his  wares  as  to 
obtain  for  himself  the  maximum  net  revenue,  and  the  course 
which  he  thus  adopts,  is  unlikely  to  be  that  which  affords  the 
aggregate  maximum  satisfaction.  The  divergence  between 
individual  and  collective  interests  is  primd  fade  less  impor- 
tant with  regard  to  those  things  which  obey  the  law  of 
diminishing  return,  than  with  regard  to  those  which  obey  the 
law  of  increasing  return :  but,  in  the  case  of  the  latter,  there 
is  strong  primd  fade  reason  for  believing  that  it  might  often 
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be  to  the  interest  of  the  communitj'  directly  or  indirectly  to  book  v. 
intervene,  because  a  largely  increased  production  would  add 
much  more  to  consumers'  rent  than  to  the  aggregate  ex- 
penses of  production  of  the  goods.  More  exact  notions  on  the 
relations  of  demand  and  supply,  particularly  when  expressed 
in  the  form  of  diagrams,  may  help  us  to  see  what  statistics 
should  be  collected,  and  how  they  should  be  applied  in  the 
attempt  to  estimate  the  relative  magnitudes  of  various 
conflicting  economic  interests,  public  and  private. 


Note  on  Ricardo's  Thbort  op  Value. 

Bicardo's  theory  of  cost  of  production  in  relation  to  value  occupies  General 
so  important  a  place  in  the  history  of  economics  that  any  misunder-  ^'^^  °^ 
standing  as  to  its  real  character  must  necessarily  be  very  mischievous  ; 
and  unfortunately  it  is  so  expressed  as  almost  to  invite  misunder- 
standing. In  consequence  there  is  a  widely  spread  belief  that  it  has 
needed  to  be  reconstructed  by  the  present  generation  of  economists. 
The  purpose  of  the  present  Note  is  to  show  cause  for  not  accepting  this 
opinion  ;  and  for  holding  on  the  contrary  that  the  foundations  of  the 
theory  as  they  were  left  by  Ricardo  remain  intact,  that  much  has 
been  added  to  them,  and  that  very  much  has  been  built  upon  them, 
but  that  little  has  been  taken  from  them. 

When  Ricardo  was  addressing  a  general  audience,  he  drew  largely  Bicardo 
upon  his  wide  and  intimate  knowledge  of  the  facts  of  life,  using  them  ^'^  .. 
"for  illustration,  verification,  or  the  premises  of  argument."     But  in  experience, 
his  Principles  of  Political  Economy  "the  same  questions  are  treated  with  ''?'t^', 
a  singular  exclusion  of  all  reference  to  the  actual  world  around  him  "  and  un- 
(see  an  admirable  article  on  Ricardo's  Use  of  Facts  in  the  first  volume  systematic 
of   the    Harvard    Quarterly  Journal    of  Economics,   edited   by   Prof,  writer. 
Dunbar).     And  he  wrote  to  Malthus  in  May,  1820  (the  same  year  in 
which  Malthus  published  his  Principles  of  Political  Economy  considered 
with  a  view  to  their  practical  application),  "Our  differences  may  in 
some  respects,  I  think,  be  ascribed  to  your  considering  my  book  as 
more  practical  than  I  intended  it  to  be.     My  object  was  to  elucidate 
principles,  and  to  do  this  I  imagined  strong  cases,  that  I  might  show 
the  operation  of  those  principles."     His  book  makes  no  pretence  to  be 
systematic.     He  was  with  difficulty  induced  to  publish  it ;  and  if  in 
writing  it  he  had  in  view  any  readers  at  all,  they  were  chiefly  those 
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He  took 
utility  for 
granted, 
becatise  its 
inflnence 
was  re- 
latively 
simple ; 


and  he 
analysed 
cost  of 
production 
becaase  its 
influence 
is  less 
obvious. 


statesmen  and  business  men  with  whom  he  associated.  So  he  pur- 
posely omitted  many  things  which  were  necessary  for  the  logical 
completeness  of  his  argument,  but  which  they  would  regard  as 
obvious.  And  further,  as  he  told  Malthus  in  the  following  October, 
he  was  "but  a  poor  master  of  language."  His  exposition  is  as  con- 
fused as  his  thought  is  profound ;  he  uses  words  in  artificial  senses 
which  he  does  not  explain,  and  to  which  he  does  not  adhere  ;  and  he 
changes  troia  one  hypothesis  to  another  without  giving  notice. 

If  then  we  seek  to  understand  him  rightly,  we  must  interpret  him 
generously,  more  generously  than  he  himself  interpreted  Adam  Smith. 
When  his  words  are  ambiguous,  we  must  give  them  that  interpretation 
which  other  passages  in  his  writings  indicate  that  he  would  have  wished 
us  to  give  them.  If  we  do  this  with  the  desire  to  ascertain  what  he 
really  meant,  his  doctrines,  though  very  far  from  complete,  are  free 
from  many  of  the  errors  that  are  commonly  attributed  to  them. 

He  considers,  for  instance  (Principles,  Ch.  I.  §  1),  that  utility  is 
"  absolutely  essential "  to  (normal)  value  though  not  its  measure ;  while 
the  value  of  things  "of  which  there  is  a  very  limited  quantity. ..varies 
with  the  wealth  and  inclinations  of  those  who  are  desirous  to  possess 
them."  And  elsewhere  (lb.  Ch.  iv.)  he  insists  on  the  way  in  which  the 
marl^et  fluctuations  of  prices  are  determined  by  the  amount  available 
for  sale  on  the  one  hand,  and  "the  wants  and  wishes  of  mankind" 
on  the  other. 

Again,  in  a  profound,  though  very  incomplete,  discussion  of  the 
difference  between  "  Value  and  Riches  "  he  seems  to  be  feeling  his  way 
towards  the  distinction  between  marginal  and  total  utility.  For  by 
Riches  he  means  total  utility,  and  he  seems  to  be  always  on  the  point 
of  stating  that  value  corresponds  to  the  increment  of  Kiches  which 
results  from  that  part  of  the  commodity  which  it  is  only  just  worth 
the  while  of  purchasers  to  buy  ;  and  that  when  the  supply  runs  short, 
whether  temporarily  in  consequence  of  a  passing  accident,  or  per- 
manently in  consequence  of  an  increase  in  cost  of  production,  there  is  a 
rise  in  that  marginal  increment  of  Riches  which  is  measured  by  value, 
at  the  same  time  that  there  is  a  diminution  in  the  aggregate  Riches, 
the  total  utility,  derived  from  the  commodity.  Throughout  the  whole 
discussion  he  is  trying  to  say,  though  (being  ignorant  of  the  terse  lan- 
guage of  the  differential  calculus)  he  did  not  get  hold  of  the  right 
words  in  which  to  say  it  neatly,  that  marginal  utility  is  raised  and 
total  utility  is  lessened  by  any  check  to  supply. 

But  while  not  thinking  that  he  had  much  to  say  that  was  of  gi-eat 
importance  on  the  subject  of  utility,  he  believed  that  the  connection 
between  cost  of  production  and  value  was  imperfectly  understood ; 
and  that  erroneous  views  on  this  subject  were  likely  to  lead  the 
coimtry  astray  in  practical  problems  of  taxation  and  finance ;  and  so 
he  addressed  himself  specially  to  this  subject.  But  here  also  he  made 
short  cuts. 
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For,  though  he  was  aware  that  commodities  fall  into  three  classes  book  v. 
according  as  they  obey  the  law  of  diminishing,  of  constant,  or  of  in-  °°'  "^' 
creasing  return  ;  yet  he  thought  it  best  to  ignore  this  distinction  in  a 
theory  of  value  applicable  to  all  kinds  of  commodities.  A  commodity 
chosen  at  random  was  just  as  likely  to  obey  one  as  the  other  of  the 
two  laws  of  diminishing  and  of  increasing  retiun ;  and  therefore  he 
thought  himself  justified  in  assuming  provisionally  that  they  all  obeyed 
the  law  of  constant  return.  In  this  perhaps  he  was  justified,  but  he 
made  a  mistake  in  not  stating  explicitly  what  he  was  doing. 

He  argued  in  the  first  Section  of  his  first  Chapter  that  "in  the  1.  Cost  of 
early  stages  of  society  "  where  there  is  scarcely  any  use  of  capital,  and  dependent' 
where  any  one  man's  labour  has  nearly  the  same  price  as  any  other  on  quantity 
man's,  it  is,  broadly  speaking,  true  that  "the  value  of  a  commodity,  or  ^^^  °" 
the  quantity  of  a  commodity  for  which  it  will  exchange,  depends  on  directly ; 
the  relative  quantity  of  labour  which  is  necessary  for  its  production." 
That  is,  if  two  things  are  made  by  four  and  twelve  men's  labour  for 
a  year  all  the  men  being  of  the  same  grade,  the  normal  value  of  the 
former  will  be  three  times  that  of  the  latter.     For  if  ten  per  cent,  has 
to  be  added  for  profits  on  the  capital  invested  in  the  one  case,  ten 
per  cent,  will  need  to  be  added  in  the  other  also.     [If  w  be  a  year's 
wages  of  a  worker  of  this  class,  the  costs  of  production  will  be  iw  .  \^%, 
and  12«;  \^  :  and  the  ratio  of  these  is  4  :  12,  or  1  :  3.] 

But  he  went  on  to  show  that  these  assumptions  cannot  be  properly  2,  also  on 
made  in  later  stages  of  civilization,  and  that  the  relation  of  value  to  ^j  ^  ° 
cost  of  production  is  more  complex  than  that  with  which  he  started  ;  labour ; 
and  his  next  step  was  to  introduce  in  Section  ii.  the  consideration 
that  "labour  of  difierent  qualities  is   differently  rewarded."     If  the 
wages  of  a  jeweller  are  twice  as  great  as  those  of  a  working  labourer, 
an  hour's  work  of  the  one  must  count  for  two  hours'  work  of  the  other. 
Should  there  be  a  change  in  their  relative  wages,  there  will  of  course 
be  a  corresponding  change  in  the  relative  values  of  things  made  by 
them.     But  instead  of  analysing,  as  economists  of  this  generation  do, 
the  causes  which  make  (say)  jewellers'  wages  change  from  one  gene- 
ration to  another  relatively  to  those  of  ordinary  labourers,  he  contented 
himself  with  stating  that  such  variations  cannot  be  great. 

Next  in  Section  iii.  he  urged  that  in  reckoning  the  cost  of  pro-  3,  on 
duction  of  a  commodity,  account  must  be  taken  not  only  of  the  laboiu:  !ri°  j"^ 
applied  immedi^ely  to  it,  but  also  of  that  which  is  bestowed  on  the  previously 
implements,  tools  and  buildings  with  which  .such  labour  is  assisted  ;"?""'» 
and  here  the  element  of  time  which  he  had  carefully  kept  in  the 
background  at  starting,  was  necessarily  introduced. 

Accordingly  in  Section  iv.  he  discusses  more  fully  the  different  4,  on  the 
influences  exerted  on  the  value  of  "  a  set  of  commodities  "  [he  uses  this  tj^'^hich 
simple  method  sometimes  to  evade  the  difficulties  of  the  distinctions  must 
between  prime  cost  and  total  cost]  :  and  especially  he  takes  account  w^^t  the 
of  the  different  eftects  of  the  application  of  circulating  capital  which  is  goods  can 
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consumed  in  a  single  use,  and  fixed  as  durable  capital ;  and  again  of 
the  time  for  which  labour  must  be  invested  in  making  machinery  to 
make  commodities.  If  that  be  long,  they  will  have  a  greater  cost  of 
production  and  be  "more  valuable  to  compensate  for  the  greater  length 
of  time,  which  must  elapse  before  they  can  be  brought  to  market." 

And  lastly  in  Section  v.  he  sums  up  the  influence  which  diflferent 
lengths  of  investment,  whether  direct  or  indirect,  will  have  upon 
relative  values ;  arguing  correctly  that  if  wages  all  rise  and  fall 
together  the  change  will  have  no  permanent  effect  on  the  relative 
values  of  difierent  commodities.  But  he  argues  if  the  rate  of  profits 
falls  it  will  lower  the  relative  values  of  those  commodities  the 
production  of  which  requires  capital  to  be  invested  a  long  while 
before  they  can  be  brought  to  market.  For  if  in  one  case  the  average 
investment  ia  for  a  year  and  requires  ten  per  cent,  to  be  added  to  the 
wages  bill  for  profits  ;  and  in  another  is  for  two  years  and  requires 
twenty  per  cent,  to  be  added ;  then  a  fall  of  profits  by  one-fifth  will 
reduce  the  addition  in  the  latter  case  from  20  to  16,  and  in  the  former 
only  from  10  to  8.  [If  their  direct  labour  coat  ia  equal  the  ratio  of 
their  values  before  the  change  will  be  J^fg  or  1'091 ;  and  after  the 
change  ^JJ  or  1-074  ;  a  fall  of  nearly  two  per  cent.]  His  argument  is 
avowedly  only  provisional ;  in  later  chapters  he  takes  account  of  other 
causes  of  difierences  in  profits  in  difierent  industries,  besides  the  period 
of  investment.  But  it  seems  difficult  to  imagine  how  he  could  more 
strongly  have  emphasized  the  fact  that  Time  or  Waiting  as  well  as 
Labour  is  an  element  of  cost  of  production  than  by  occupying  his  first 
chapter  with  this  discussion.  Unfortunately  however  he  delighted  in 
short  phrases,  and  he  thought  that  his  readers  would  always  supply 
for  themselves  the  explanations  of  which  he  had  given  them  a  hint. 

Once  indeed,  in  a  note  at  the  end  of  the  sixth  Section  of  his  first 
Chapter,  he  says  : — "  Mr  Malthus  appears  to  think  that  it  is  a  part  of 
my  doctrine  that  the  cost  and  value  of  a  thing  should  be  the.  same  ; 
it  is,  if  he  means  by  cost,  'cost  of  production'  including  profits.  In 
the  above  passage,  this  is  what  he  does  not  mean,  and  therefore  he  has 
not  clearly  understood  me."  And  yet  Rodbertus  and  Karl  Marx  claim 
Ricardo's  authority  for  the  statement  that  the  natural  value  of  things 
consists  solely  of  the  labour  spent  on  them  ;  and  even  those  German 
economists  who  most  strenuously  combat  the  conclusions  of  these 
writers,  are  often  found  to  admit  that  they  have  interpreted  Ricardo 
rightly,  and  that  their  conclusions  follow  logically  from  his. 

This  and  other  facts  of  a  similar  kind  show  that  Ricardo's  reticence 
was  an  error  of  judgment.  It  would  have  been  better  if  he  had 
occasionally  repeated  the  statement  that  the  values  of  two  commodities 
are  to  be  regarded  as  in  the  long  run  proportionate  to  the  amount 
of  labovir  required  for  making  them,  only  on  the  condition  that  other 
things  are  equal :  i.e.,  that  the  labour  employed  in  the  two  cases  is 
equally  skilled,  and  therefore  equally  highly  paid ;  that  it  is  assisted 
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by  proportionate  amounts  of  capital,  account  being  taken  of  the  period  book  v. 
of  its  investment ;  and  that  the  rates  of  profits  are  equal.  He  does  not  °°-  "^- 
state  clearly,  and  in  some  cases  he  perhaps  did  not  fully  and  clearly 
perceive  how,  in  the  problem  of  normal  value,  the  various  elements 
govern  one  another  mutually,  and  not  successively  in  a  long  chain  of 
causation.  And  he  was  more  guilty  than  almost  anyone  else  of  the 
bad  habit  of  endeavouring  to  express  great  economic  doctrines  in  short 
sentences. 

[Prof.  Ashley  in  a  suggestive  criticism  of  this  Note,  as  part  of  an 
attempted  "  Eehabilitation  of  Bicardo"  (^Economic  Journal,  Vol.  i.) 
insists  that  it  has  been  commonly  believed  that  Ricardo  did  in  fact 
habitually  think  of  mere  quantities  of  labour  as  constituting  cost  of 
production,  and  governing  value,  subject  only  to  "  slight  modifications" ; 
and  that  this  interpretation  of  him  is  the  most  consistent  with  his 
writings  as  a  whole.  It  is  not  disputed  that  tliis  interpretation  has 
been  accepted  by  many  able  writers  :  otherwise  there  would  have  been 
little  need  for  rehabilitating,  i.e.  clothing  more  fully  his  somewhat 
too  naked  doctrines.  But  the  question  whether  Ricardo  is  to  be 
supposed  to  have  meant  nothing  by  the  first  chapter  of  his  book, 
merely  because  he  did  not  constantly  repeat  the  interpretation  clauses 
contained  in  it,  is  one  which  each  reader  must  decide  for  himself 
according  to  his  temperament :  it  does  not  lend  itself  to  be  solved  by 
argument.  It  is  claimed  not  that  his  doctrines  contained  a  complete 
theory  of  value  :  but  only  that  they  were  in  the  main  true  as  far  as 
they  went.  Bodbertus  and  Marx  inteipreted  Ricardo's  doctrine,  to 
mean  that  interest  does  not  enter  into  that  cost  of  production  which 
governs  (or  takes  part  in  governing)  value  :  and  as  regards  this  Prof. 
Ashley  appears  to  concede  all  that  is  claimed  here  when  (p.  480)  he 
takes  it  as  beyond  question  that  Ricardo  "regarded  the  payment  of 
interest,  that  is,  of  something  more  than  the  mere  replacement  of 
capital,  as  a  matter  of  course."] 

There  are  few  writers  of  modem  times  who  have  approached  as  The 

near  to  the  brilliant  originality  of  Ricardo  as  Jevons  has  done.     But  he  ''"^U*?', 

one.Bidea- 
appears  to  have  judged  both  Ricardo  and  Mill  harshly,  and  to  have  ness  of 

attributed  to  them  doctrines  narrower  and  less  scientific  than  those  "'^®^''"'- 

which  they  really  held.     And  his  desire  to  emphasize  an  aspect   of 

value  to  which  they  had  given  insufficient  prominence,  was  probably  in 

some  measure  accoimtable  for  his  saying,  "Repeated  reflection  and 

inquiry  have  led  me  to  the  somewhat  novel  opinion  that  value  depends 

entirely  vpon  utility  "  (Theory,  p.  1).    This  statement  seems  to  be  no  less 

one-sided  and  fragmentary,  and  much  more  misleading,  than  that  into 

which  Ricardo  often  glided  with  careless  brevity,  as  to  the  dependence 

of  value  on  cost  of  production ;  but  which  he  never  regarded  as  more  than 

a  part  of  a  larger  doctrine,  the  rest  of  which  he  had  tried  to  explain. 

Jevons  contimies :— " We  have  only  to  trace  out  carefully  the  natural 

laws  of  variation  of  utility  as  depending  upon  the  quantity  of  com- 
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modity  in  our  possession,  in  order  to  arrive  at  a  satisfactory  theory  of 
exchange,  of  which  the  ordinary  laws  of  supply  and  demand  are  a  neces- 
sary consequence.... Lahour  is  found  often  to  determine  value,  but  only 
in  an  indirect  manner  by  varying  the  degree  of  utility  of  the  com- 
modity through  an  increase  or  limitation  of  the  supply."  As  we  shall 
presently  see,  the  latter  of  these  two  statements  had  been  made  before 
in  almost  the  same  form,  loose  and  inaccurate  as  it  is,  by  Kicardo  and 
Mill ;  but  they  would  not  have  accepted  the  former  statement.  For 
while  they  regarded  the  natural  laws  of  variation  of  utility  as  too 
obvious  to  require  detailed  explanation,  and  while  they  admitted  that 
cost  of  production  could  have  no  effect  upon  exchange  value  if  it  could 
have  none  upon  the  amount  which  producers  brought  forward  for  sale  ; 
their  doctrines  imply  that  what  is  true  of  supply,  is  true  mutatis 
imUandis  of  demand,  and  that  the  utility  of  a  commodity  could  have  no 
effect  upon  its  exchange  value  if  it  could  have  none  on  the  amount 
which  purchasers  took  off  the  market.  Let  us  then  turn  to  examine 
the  chain  of  causation  in  which  Jevons'  central  position  is  formulated 
in  his  Second  Edition,  and  compare  it  with  the  position  taken  up  by 
Ricardo  and  Mill.     He  says  (p.  179) : — 

"  Cost  of  production  determines  supply. 
Supply  determines  final  degree  of  utility. 
Final  degree  of  utility  determines  value." 
Now  if  this  series  of  causations  really  existed,  there  could  be  no  great 
harm  in  omitting  the  intermediate  stages  and  saying  that  cost   of 
production  determines  value.     For  if  A  is  the  cause  of  B,  which  is  the 
cause  of  C,  which  is  the  cause  of  D,  then  A  is  the  cause  of  D.     But  in 
fact  there  is  no  such  series. 

A  preliminary  objection  might  be  taken  to  the  ambiguity  of  the 
terms  "cost  of  production"  and  "supply";  which  Jevons  ought  to 
have  avoided,  by  the  aid  of  that  technical  apparatus  of  semi-mathe- 
matical phrases,  which  was  at  his  disposal,  but  not  at  Ricardo's.  A 
graver  objection  lie-s  against  his  third  statement.  For  the  price  which 
the  various  purchasers  in  a  market  will  pay  for  a  thing,  is  determined 
not  solely  by  the  final  degrees  of  its  utility  to  them,  but  by  these  in 
conjunction  with  the  amounts  of  purchasing  power  severally  at  their 
disposal.  The  exchange  value  of  a  thing  is  the  same  all  over  a  market ; 
but  the  final  degrees  of  utility  to  which  it  corresponds  are  not  equal 
at  any  two  parts.  Jevons  supposed  himself  to  be  getting  nearer  the 
foundations  of  exchange  value  when  in  his  account  of  the  causes 
which  determine  it,  he  substituted  the  phrase  "  final  degree  of  utility," 
for  "the  price  which  consumers  are  only  just  willing  to  pay," — the  phrase 
which  in  the  present  treatise  is  condensed  into  "marginal  demand 
price."  When  for  instance  describing  (Second  Edition,  p.  105)  the 
settlement  of  exchange  between  "one  trading  body  possessing  only 
com,  and  another  possessing  only  beef,"  he  makes  his  diagram  represent 
"  a  person  "  as  gaining  a  "  utility  "  represented  by  one  line  and  losing  a 
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"  utility  "  represented  by  another.  But  that  is  not  what  really  happens ;  book  v. 
a  tradkig  body  is  not  "  a  person,''  it  gives  up  things  which  represent  °°-"^- 
equal  purchasing  power  to  all  of  its  members,  but  very  difiFerent 
utilities.  It  is  true  that  Jevons  was  himself  aware  of  this ;  and  that 
his  account  can  be  made  consistent  with  the  facts  of  life  by  a  series  of 
interpretations,  which  in  effect  substitute  "demand-price"  and  "supply- 
price  "  for  "  utility  "  and  "  disutility  "  :  but  when,  so  amended,  they  lose 
much  of  their  aggressive  force  against  the  older  doctrines  and  if  both 
are  to  be  held  severely  to  a  strictly  literal  interpretation,  then  the  older 
method  of  speaking,  though  not  perfectly  accurate,  appears  to  be  nearer 
the  truth  than  that  which  Jevons  and  some  of  his  followers  have  en- 
deavoured to  substitute  for  it. 

But  the  greatest  objection  of  all  to  his  formal  statement  of  his  He  sub- 
central  doctrine  is  that  it  does  not  represent  supply  price,  demand  ^  catena 
price   and   amount  produced   a^  mutually  determining  one  another  of  causes 
(subject  to  certain  other  conditions),  but  as  determined  one  by  another  eang^yon 
in  a  series.     It  is  as  though  when  three  balls  A,  B,  and  G  rest  against 
one  another  in  a  bowl,  instead  of  saying  that  the  position  of  the  three 
mutually  determines  one  another  under  the  action  of  gravity,  he  had 
said  that  A  determines  B,  and  B  determines  C.    Some  one  else  however 
with  equal  justice  might  say  that  C  determines  B  and  B  determines  A. 
And  in  reply  to  Jevons  a  catena  rather  less  untrue  than  his  can  be 
made  by  inverting  his  order  and  saying  : — 

Utility  determines  the  amount  that  has  to  be  supplied, 

The  amount  that  has  to  be  supplied  determines  cost  of  production. 

Cost  of  production  determines  value, 
because  it  determines  the  supply  price  which  is  required  to  make  the 
producers  keep  to  their  work. 

Let  us  then  turn  to  Eicardo's  doctrine  which,  though  unsystematic  Kicardo's 
and  open  to  many  objections,  seems  to  be  more  philosophic  in  principle  though 
and   closer  to   the   actual  facts  of  life.     He   says,   in   the   letter  to  iuadequate 
Malthus  already  quoted  : — "  M.   Say  has    not   a   correct   notion    of  „f  utility 
what  is   meant   by  value  when  he   contends   that  a  commodity   is  took  some 
valuable  in  proportion  to  its  utUity.     This  would  be  true  if  buyers  the  element 
only  regulated  the  value  of   commodities ;  then    indeed   we    might  of  time, 
expect  that  all  men  would  be  willing  to  give  a  price  for  things  in 
proportion  to  the  estimation  in  which  they  held  them  ;  but  the  fact 
appears  to  me  to  be  that  the  buyers  have  the  least  in  the  world  to  do 
in  regulating  price ;  it  is  all  done  by  the  competition  of  the  sellers, 
and,  however  really  willing  the  buyers  might  be  to  give  more  for  iron 
than  for  gold,  they  could  not,  because  the  supply  would  be  regulated 
by  cost  of  production....     You  say  demand  and  supply  regulates  value 
[sic] ;  this  1  think  is  saying  nothing,  and  for  the  reason  I  have  given 
in  the  beginning  of  this  letter :   it  is  supply  which  regvdates  value, 
and  supply  is  itself  controlled  by  comparative  cost  of  production. 
Cost  of  production,  in  money,  means  the  value  of  labour  as  well  as  of 
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profits."  (See  pp.  173 — 6  of  Dr  Sonar's  excellent  edition  of  these 
letters.)  And  again  in  his  next  letter,  "  I  do  not  dispute  either  the 
influence  of  demand  on  the  price  of  com  or  on  the  price  of  all  other 
things  :  but  supply  follows  close  at  its  heels  and  soon  takes  the  power 
of  regulating  price  in  his  [sic]  own  hands,  and  in  regulating  it  he  is 
determined  by  cost  of  production." 

These  letters  were  not  indeed  published  when  Jevons  wrote,  but 
there  are  very  similar  statements  in  Ricardo's  Principles.  MiU  also, 
when  discussing  the  value  of  money  (Book  iii.  Ch.  ix.  §  3),  speaks  of 
"the  law  of  demand  and  supply  which  is  acknowledged  to  be  ap- 
plicable to  all  commodities,  and  which  in  the  case  of  money  as  of  most 
other  things,  is  controlled  but  not  set  aside  by  the  law  of  cost  of 
production,  since  cost  of  production  would  have  no  eflfect  on  value  if 
it  could  have  none  on  supply."  And  again,  when  summing  up  his 
theory  of  value  (Book  ni.  Ch.  xvi.  §  1),  he  says:  "From  this  it 
appears  that  demand  and  supply  govern  the  fluctuations  of  prices  in 
all  cases,  and  the  permanent  values  of  all  things  of  which  the  supply 
is  determined  by  any  agency  other  than  that  of  free  competition  : 
but  that,  under  the  regime  of  free  competition,  things  are,  on  the 
average,  exchanged  for  each  other  at  such  values  and  sold  for  such 
prices  as  afford  equal  expectation  of  advantage  to  all  classes  of 
producers;  which  can  only  be  when  things  exchange  for  one  another 
in  the  ratio  of  their  cost  of  production."  And,  on  the  next  page,  speak- 
ing of  commodities  which  have  a  joint  cost  of  production,  he  says, 
"since  cost  of  production  here  fails  us  we  must  resort  to  a  law  of 
value  anterior  to  cost  of  production  and  more  fundamental,  the  law  of 
demand  and  supply." 

Jevons  (p.  215),  referring  to  this  last  passage,  speaks  of  "the  fallacy 
involved  in  Mill's  idea  that  he  is  reverting  to  an  anterior  law  of  value, 
the  law  of  supply  and  demand,  the  fact  being  that  in  introducing 
the  cost  of  production  principle,  he  has  never  quitted  the  law  of 
supply  and  demand  at  all.  The  cost  of  production  is  only  one  circum- 
stance which  governs  supply  and  thus  indirectly  influences  values." 

This  criticism  seems  to  contain  an  important  truth ;   though  the 

wording  of  the  last  part  is  open  to  objection.     If  it  had  been  made  in 

Mill's  time  he   would  probably  have   accepted  it ;  and  would  have 

^^thdrawn  the  word  "anterior"  as  not  expressing  his  real  meaning. 

LThe  "cost  of  production  principle"  and  the  "final  utility"  principle 

are  undoubtedly  component  parts  of  the  one  aU-ruling  law  of  supply 

and  demand  ;  each  may  be  compared  to  one  blade  of  a  pair  of  scissors. 

When  one  blade  is  held  still,  and  the  cutting  is  effected  by  moving  the 

other,  we  may  say  with  careless  brevity  that  the  cutting  is  done  by  the 

second ;  but-the  statement  is  not  one  to  be  made  formally,  and  defended 

deliberately.  /  [See  above,  Ch.  ill.  §  7.] 

and  he  an-         PerhapSJevons'  antagonism  to  Ricardo  and  Mill  would  have  been 

derrated      less  if  he  had  not  himself  fallen  into  the  habit  of  speaking  of  relations 


Jevons' 

position 

less 

different 

than  it 

appears, 
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which  really  exist  only  between  demand  price  and  value  as  though     book  v. 
they  held  between  utility  and  value ;  and  if  he  had  emphasized  as    •'h^xiv. 
Coumot  had  done,  and  as  the  use  of  mathematical  forms  might  have  j.  ^  hroad 
been  expected  to  lead  him  to  do,  that  fundamental  symmetry  of  the  symmetiy 
general  relations  in  which  demand  and  supply  stand  to  value,  which  "^j  g™Jj^ 
coexists  with  striking  dififerences  in  the  details  of  those  relations.     We 
must  not  indeed  forget  that,  at  the  time  at  which  he  wrote,  the  demand 
side  of  the  theory  of  value  had  been  much  neglected  ;  and  that  he  did 
excellent  service  by  calling  attention  to  it  and  developing  it.    There 
are  few  thinkers  whose  claims  on  our  gratitude  are  as  high  and  as 
various  as  those  of  Jevons  :  but  that  must  not  lead  us  to  accept 
hastily  his  criticisms  on  his  great  predecessors.     (See  an  article  on 
Jevons'    Theory  by  the  present  writer  in  the  Academy  for  April  1, 
1872.) 

It  seemed  right  to  select  Jevons'  attack  for  reply,  because,  in  other 
England  at  all  events,  it  has  attracted  more  attention  than  any  other,  critics 
But  somewhat  similar  attacks  on  Ricardo's  theory  of  value  had  been 
made  by  many  other  writers.  Among  them  may  specially  be  mentioned 
Mr  Macleod,  whose  writings  before  1870  anticipated  much  both  of  the 
form  and  substance  of  recent  criticisms  on  the  classical  doctrines  of 
value  in  relation  to  cost,  by  Profs.  Walras  and  Carl  Menger,  who  were 
contemporary  with  Jevons,  and  Profs,  v.  Bohm-Bawerk  and  Wieser, 
who  were  later. 

The  carelessness  of  Ricardo  with  regard  to  the  element  of  Time  has  have 
been  imitated  by  his  critics,  and  has  thus  been  the  twofold  source  of  ^'*'?^ 
misunderstanding.     It  has  done,  and  is  doing,  much  to  hinder,  and  careless- 
hide  from  view,  the  continuity  of  the  development  of  economic  science.  °®^  HJ. 
For  they  attempt  to  disprove  doctrines  as  to  the  ultimate  tendencies,  as  to  the 
the  causes  of  causes,  the  cauaoe  causantes,  of  the  relations  between  cost  element  of 
of  production  and  value,  by  means  of  arguments  based  on  the  causes  of  have' 
temporary  changes,  and  short-period  fluctuations  of  value.     Doubtless  *»Jcd  *<> 
nearly  everything  they  say  when  expressing  their  own  opinions  is  true  central 
in  the  sense  in  which  they  mean  it ;  some  of  it  is  new  and  much  of  it  doctrine, 
is  improved  in  form.     But  they  do  not  appear  to  make  any  progress 
towards  establishing  their  claim  to  have  discovered  a  new  doctrine  of 
value  which  is  in  sharp  contrast  to  the  old ;  or  which  calls  for  any 
considerable  demolition,  as  distinguished  from  development  and  ex- 
tension, of  the  old  doctrine. 


BOOK   YI. 

VALUE, 

OB 

DISTKIBUTION  AND  EXCHANGE. 
CHAPTER   I. 

PRELIMINARY   SURVEY   OF   DISTRIBUTION   AND   EXCHANGE. 

BOOK  Ti.  §  1.     The  simplest  account  of  the  causes  which  determine 

!_'      the  distribution  of  the  national  income  is  that  given  by  the 

^*  at*^'  ■^''®°°^  economists  who  jiist  preceded  Adam  Smith,  and  it  is 
assnmed.in  based  upon  the  peculiar  circumstances  of  France  in  the  latter 
with  the  half  of  last  century.  The  taxes,  and  other  exactions  levied 
S^nm^  from  the  French  peasant,  were  then  limited  only  by  his 
tteirtime  ^^^1^*7  *o  P^yj  ^^^  ^^^  of  *^6  labouring  classes  were  far  from 
and  <»nn-  starvation.  So  the  Economists  or  Physiocrats,  as  they  were 
wages  were  called,  assumed  for  the  sake  of  simplicity,  that  there  was  a 
lowest  natural  law  of  population  according  to  which  the  wages  of 
Wd'''^*      labour  were  kept  at  starvation  limit'.     They  did  not  suppose 

1  Thas  Turgot,  who  for  this  purpose  may  be  reckoned  with  the  Physiocrats, 
says  {Sur  la  Formation  et  Distribution  des  Sichesses,  §  ti.)  "In  every  sort  of 
occnpatioil  it  must  come  to  pass,  and  in  fact  it  does  come  to  pass,  that  the  wages 
of  the  artisan  are  limited  to  that  which  is  necessary  to  procure  him  a  sabsisteuce 
...He  earns  no  more  than  his  living  (D  ne  gagne  qae  sa  vie)."  When  however  Hume 
wrote,  pointing  oat  that  this  statement  led  to  the  conclasion  that  a  tax  on  wages 
must  raise  wages ;  and  that  it  was  therefore  inconsistent  with  the  observed  fact 
that  wages  are  often  low  where  taxes  are  high  and  vice  verad,  Tnrgot  rephed 
(March,  1767)  to  the  effect  that  his  iron  law  was  not  supposed  to  be  folly  operative 
in  short  periods,  but  only  in  long.    See  Say's  Turgot,  English  Ed.  pp.  53,  &c. 
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that  this  was  true  of  the  whole  working  population,  but  the    book  vi. 

exceptions  were  so  few,  that  they  thought  that  the  general         " 

impression  given  by  their  assumption  was  true:  somewhat  iu 

the  same  way  as  it  is  well  to  begin  an  account  of  the  shape 

of  the  earth,  by  saying  that  it  is  an  oblate  spheroid,  although 

a  few  mountains  do  project  as  much  as  a  thousandth  part  of 

its  radius  beyond  the  general  level. 

Again,  they  knew  that  the  rate  of  interest  in  Europe  had  and  that 
fallen  during  the  five  preceding  centuries,  in  consequence  of  same  was 
the  fact  that  "economy  had  in  general  prevailed  over  luxury."  interest  on 
But  they  were  impressed  very  much  by  the  sensitiveness  of  Capital, 
capital,  and  the  quickness  with  which  it  evaded  the  oppres- 
sions of  the  tax-gatherer  by  retiring  from  his  grasp;  and  they 
therefore  concluded  that  there  was  no  gjreat  violence  in  the 
supposition  that  if  its  profits  were  reduced  below  what  they 
then  were,  capital  would  speedily  be  consumed  or  migrate. 
Accordingly  they  assumed,  again  for  the  sake  of  simplicity, 
that  there  was  something  like  a  natural,  or  necessary  rate  of 
profit,  corresponding  in  some  measure  to  the  natural  rate  of 
wages;  that  if  the  current  rate  exceeded  this  necessary  level, 
capital  would  grow  rapidly,  till  it  forced  down  the  rate  of 
profit  to  that  level;  and  that,  if  the  current  rate  went 
below  that  level,  capital  would  shrink  quickly,  and  the 
rate  would  be  forced  upwards  again.  They  thought  that, 
wages  and  profits  being  thus  fixed  by  natural  laws,  the 
natural  value  of  everything  was  governed  simply  as  the 
sum  of  wages  and  profits  required  to  remunerate  the  pro- 
ducers'. 

Adam  Smith  worked  out  this  conclusion  more  fully  than 

'  From  these  premisses  the  Physiocrats  logically  dedaced  the  conclasion  that 
the  only  net  produce  of  the  coontry  disposable  for  the  purposes  of  taxation  is  the 
rent  of  land;  that  when  taxes  are  placed  on  capital  or  labour,  they  make  it  shrink 
till  its  net  price  rises  to  the  natural  level.  The  landowners  have,  they  argued,  to 
pay  a  gross  price  which  exceeds  this  net  price  by  the  taxes  together  with  all  the 
expenses  of  collecting  them  in  detail,  and  an  equivalent  for  all  the  impediments 
which  the  tax-gatherer  puts  in  the  way  of  the  free  course  of  industry ;  and  there- 
fore the  landowners  woold  lose  less  in  the  long  run  if,  being  the  owners  of  the  only 
true  surplus  that  exists,  they  would  undertake  to  pay  direct  whatever  taxes  the 
King  required;  especially  if  the  King  would  consent  to  "laisser  faire,  laisser 
passer,"  that  is,  to  let  every  one  make  whatever  he  chose,  and  take  his  labour 
and  send  his  goods  to  whatever  market  he  liked. 
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BOOK  VI.    the  Physiocrats  did ;  though  it  was  left  for  Ricardo  to  make 

.1'     clear  that  the  labour  and  capital  needed  for  production  must 

asstm^'^  be  estimated  at  the  margin  of  cultivation,  so  as  to  avoid  the 
tions  were  element  of  rent.     But  Adam  Smith  saw  also  that  labour  and 

partiallv  .      ,  .  •         •       t7      i      J 

relaxed  capital  were  not  at  the  verge  of  starvation  m  Hinglana,  as 
SmUh!™  tliey  were  in  France.  In  England  the  wages  of  a  great  part 
of  the  working  classes  were  sufficient  to  allow  much  more 
than  the  mere  necessaries  of  existence;  and  capital  had  too 
rich  and  safe  a  field  of  employment  there  to  be  likely  to  go 
out  of  existence,  or  to  emigrate.  So  when  he  is  carefully 
weighing  his  words,  his  use  of  the  terms  "  the  natural  rate  of 
wages,"  and  "  the  natural  rate  of  profit,"  has  not  that  sharp 
definition  and  fixedness  which  it  had  in  the  mouths  of  the 
Physiocrats ;  and  he  goes  a  good  way  towards  explaining  how 
they  are  determined  by  the  ever-fluctuating  conditions  of 
demand  and  supply.  He  even  insists  that  the  liberal  reward 
of  labour  "  increases  the  industry  of  the  common  people " ; 
that  "  a  plentiful  subsistence  increases  the  bodily  strength  of 
the  labourer ;  and  the  comfortable  hope  of  bettering  his  con- 
dition, and  of  ending  his  days  perhaps  in  ease  and  plenty, 
animates  him  to  exert  that  strength  to  the  utmost.  Where 
wages  are  high,  accordingly,  we  shall  always  find  the  work- 
man more  active,  diligent  and  expeditious,  than  where  they 
are  low ;  in  England,  for  example,  than  in  Scotland ;  in  the 
neighbourhood  of  great  towns  than  in  remote  country  places  \" 
And  yet  he  sometimes  fell  back  into  the  old  way  of  speaking, 
and  thus  caused  careless  readers  to  suppose  that  he  believed 
the  mean  level  of  the  wages  of  labour  to  be  fixed  by  an  iron 
law  at  the  bare  necessaries  of  life. 

Malthus  again,  in  his  admirable  survey  of  the  course  of 
wages  in  England  from  the  thirteenth  to  the  eighteenth 
centuries,  showed  how  their  mean  level  oscillated  from  cen- 
tury to  century,  falling  sometimes  down  to  about  half  a  peck 
of  com  a  day,  and  rising  sometimes  up  to  a  peck  and  a  half  or 
even,  in  the  fifteenth  century,  to  about  two  pecks :  a  height 
beyond  which  they  have  never  passed  except  in  our  own  day. 
But  although  he  observed  that  "  an  inferior  mode  of  living 
may  be  a  cause  as  well  as  a  consequence  of  poverty,"  he  traced 

1  Wealtho/ifat{ons,B]L.i.Ch.yai. 
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this  effect  almost  exclusively  to  the  consequent  increase  of  book  vi. 
numbers ;  he  did  not  anticipate  the  stress  which  economists         " 
of  our  own  generation  lay  on  the  influence  which  habits  of 
living  exercise  on  the  eflBciency,  and  therefore  on  the  earning 
power  of  the  labourer'. 

Ricardo's  language  was  even  more  unguarded  than  that  Kicardo 
of  Adam  Smith  and  Malthus.    It  is  true,  indeed,  that  he  said  tmgaarded 
distinctly' : — "  It  is  not  to  be  understood  that  the  natural  un^age, 
price  of  labour  estimated  in  food  and  necessaries  is  absolutely 
fixed  and  constant... It  essentially  depends  on  the  habits  and 
customs  of  the  people."     But,  having  said  this  once,  he  did 
not  take  the  trouble  to  repeat  it  constantly ;  and  most  of  his  bit  there 
readers  forgot  that  he  ever  said  it.     In  the  course  of  his  good  cause 
argument  he  frequently  adopted  a  mode  of  speaking  similar  bn'ttag'to 
to  that  of  the  Physiocrats ;  and  seemed-  to  imply  that  the  Ijj^j,**'®"^^ 
tendency  of  population  to  increase  rapidly  as  soon  as  wages  so-called 

*T  11  •/>■!■/*  T  iron  ifl  *v 

rise  above  the  bare  necessaries  of  life,  causes  wages  to  be  of  wages." 
fixed  by  "a  natural  law"  to  the  level  of  these  bare  necessaries. 
This  law  has  been  called,  especially  in  Germany,  Ricardo's 
"  iron  "  or  "  brazen  "  law  :  many  German  socialists  believe 
that  this  law  is  in  operation  now,  and  will  continue  to  be  so, 
as  long  as  the  plan  on  which  production  is  organized  remains 
"capitalistic"  or  "individualistic";  and  they  claim  Ricardo 
as  an  authority  on  their  side'. 

In  fact,  however,  Ricardo  was  not  only  aware  that  the 
necessary  or  natural  limit  of  wages  was  fixed  by  no  iron  law, 
but  is  determined  by  the  local  conditions  and  habits  of  each 
place  and  time :  he  was  further  keenly  sensitive  to  the  im- 
portance of  a  higher  "standard  of  living,"  and  called  on  the 
friends  of  humanity  to  exert  themselves  to  encourage  the 
growth  of  a  resolve  among  the  working  classes  not  to  allow 
their  wages  to  fall  anywhere  near  the  bare  necessaries  of  life*. 

1  Political  Economy,  Ch.  iv.  §  2.  '  Principles,  Ch.  v. 

^  Some  German  economists,  who  are  not  socialists,  and  who  believe  that  no 
sach  law  exists,  yet  maintain  that  the  doctrines  of  Bicardo  and  his  followers  stand 
or  fall  with  the  truth  of  this  law;  while  others  {e.g.  Boscher,  Gesch.  der  Nat.  Oek. 
in  Deutschland,  p.  1022)  protest  against  the  socialist  misunderstandings  of 
Bicardo. 

*  It  may  be  well  to  quote  his  words.  "  The  friends  of  humanity  cannot  but 
wish  that  in  all  countries  the  labooring  classes  should  have  a  taste  for  comforts 
and  enjoyments,  and  that  they  should  be  stimulated  by  all  legal  means  in  their 
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BOOK  VI.  The  persistency  with  which  many  writers  continue  to 

_!_'  attribute  to  him  a  belief  in  the  "  iron  law  "  can  be  accounted 
for  only  by  his  delight  "  in  imagining  strong  cases,"  and  his 
habit  of  not  repeating  a  hint,  which  he  had  once  given,  that 
he  was  omitting  for  the  sake  of  simplicity  the  conditions  and 
limitations  that  were  needed  to  make  his  results  applicable 
to  real  life'. 
MiUaiso  Mill  did  not  make  any  great  advance  in  the  theory  of 

insisted  on  ,    ,  .  ,  .  .  »     ,  - . , 

the  pro-      wages  beyond  his  predecessors,  m  spite  of  the  care  with 

detoriora-    which  he  set  himself  to  emphasize  the  distinctly  human 

by  nnduf**  element  in  economics.     He,  however,  followed  Malthus  in 

low  wages,  dwelling  on  those  lessons  of  history  which  show  that,  if  a  fall 

of  wages  caused  the  labouring  classes  to  lower  their  standard 

of  comfort  "  the  injury  done  to  them  will  be  permanent,  and 

their  deteriorated  condition  will  become  a  new  minimum 

exertions  to  procure  them.  There  cannot  be  a  better  security  against  a  saper- 
abundant  popnlation.  In  those  cotintries,  where  the  labouring  classes  have  the 
fewest  wants,  and  are  contented  with  the  cheapest  food,  the  people  are  exposed 
to  the  greatest  vicissitudes  and  miseries.  They  have  no  place  of  refnge  from 
calamity;  they  cannot  seek  safety  in  a  lower  station;  they  are  already  so  low, 
that  they  can  fall  no  lower.  On  any  deficiency  of  the  chief  article  of  their 
subsistence,  there  are  few  substitutes  of  which  they  can  avail  themselves,  and 
dearth  to  them  is  attended  with  almost  all  the  evils  of  famine."  (Principles, 
Ch.  V.) 

It  is  noteworthy  that  McCnllocb,  who  has  been  charged,  not  altogether  unjustly, 
with  having  adopted  the  extremest  tenets  of  Ricardo,  and  applied  them  harshly 
and  rigidly,  yet  chooses  for  the  heading  of  the  fourth  Chapter  of  his  Treatise  On 
Wages : — "  Disadvantage  of  Low  Wages,  and  of  having  the  Labourers  habitually 
fed  on  the  cheapest  species  of  food.    Advantage  of  High  Wages." 

^  This  habit  of  Ricardo's  has  already  been  discussed  in  the  Note  at  the  end  of 
the  last  Chapter.  Prof.  Brentano,  in  his  inaugural  address  at  Vienna,  gives  as  a 
reason  for  beUeving  that  the  English  classical  economists  really  held  the  iron  law 
of  wages,  the  fact  that  they  frequently  speak  of  the  minimum  of  wages  as  depend- 
ing on  the  price  of  com.  But  the  term  "com"  was  used  by  them,  as  it  was 
by  Petty,  when  {Taxes  and  Oontributions,  Ch.  xrv.)  he  speaks  of  "the  Husbandry 
of  Com,  which  we  will  suppose  to  contain  all  necessaries  of  life,  as  in  the  Lord's 
Prayer  we  suppose  the  word  Bread  doth ;  and  let  the  production  of  a  bushel  of 
this  Com  be  supposed  of  equal  labour  to  that  of  producing  an  ounce  of  silver."  Of 
course  Ricardo  took  a  less  hopeful  view  of  the  prospects  of  the  working  classes  than 
we  do  now.  Even  the  agricultural  labourer  can  now  feed  his  family  well  and  have 
something  to  spare :  while  even  the  artisan  would  then  have  required  the  whole  of 
his  wages,  at  all  events  after  a  poor  harvest,  to  buy  abundant  and  good  food  for 
his  family.  Prof.  Ashley  (in  the  article  referred  to  above,  p.  561)  iusista  on  the 
narrowness  of  Ricardo's  hopes  as  compared  with  those  of  our  own  age ;  he  describes 
instructively  the  history  of  the  passage  quoted  in  the  text ;  and  shows  that  even 
LassaUe  did  not  attribute  absolute  rigidity  to  his  brazen  law. 
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tending  to  perpetuate  itself  as  the  more  ample  minimum    bookti. 
did  before'."  "— 

But  it  is  only  in  our  own  generation  that  a  careful  study  But  our 
has  begun  to  be  made  of  the  efifects  that  high  wages  have  in  J^on^i"* 
increasing  the  efficiency  not  only  of  those  who  receive  them,  gj*|j^j^° 
but  also  of  their  children  and  grand-children.    In  this  matter  Miy  the 
the  lead   has  been  taken  by  General   Walker  and   other  wages  on 
American  economists ;  and  the  application  of  the  compara-  *  '"*'"'y- 
tive  method  of  study  to  the  industrial  problems  of  different 
countries  of  the  Old  and  New  Worlds  is  forcing  constantly 
more  and  more  attention  to  the  fact  that  highly  paid  labour 
is  generally  efficient  and  therefore  not  dear  labour ;  a  fact 
which,  though  it  is  more  full  of  hope  for  the  future  of  the 
human  race  than  any  other  that  is  known  to  us,  will  be  found 
to  exercise  a  very  complicating  influence  on  the  theory  of 
Distribution. 

§  2.     Since  Mill's  time  much   progress  has  been  made.  The 
More  careful  analysis  has  shown  that  no  simple  solution  of  the  aistribn- 
problem  of  Distribution  can  be  valid ;  and  that  attempts  to  beffl^-^ 
make  a  short  cut  to  the   solution   must  necessarily  cause  'T**®?  ^^ 

J  simple 

confusion,  if  they  are  put  forward  as  anything  more  than  cases, 
illustrations  based  on  fancied  hypotheses,  and  designed  to 
throw  light  not  on  the  problem  as  a  whole,  but  on  some  par- 
ticular difficulty  in  it.  This  and  the  following  three  sections 
will  accordingly  be  given  to  a  series  of  illustrations  of  the 
influence  of  demand  on  the  earnings  of  labour,  drawn  from  an 
imaginary  world  in  which  everyone  owns  the  capital  that 
aids  him  in  his  labour ;  so  that  the  problem  of  the  relations 
of  capital  and  labour  does  not  arise  in  it. 

There  is  a  sense  in  which  the  agents  of  production  may  CJom- 
be   regarded  as   two.  Nature   and  man.     In   return  to  the  ment  of  a 
labour   of  men.  Nature  yields   resources   varying  with  his  ^^I^jf^ 
diligence  and  with  the  advance  made  by  the  arts  of  produc-  ''«»i  '^^- 
tion ;    and  these  resources  are  divided  out  among  mankind  drawn 
in  a  manner  that  is  very  complex   when    the    problem  is  socuty 

'  Book  n.  Ch.  xi.  §  2.  He  had  jnst  complained  that  Ricardo  supposed  the 
standard  of  comfort  to  be  mvariable,  having  apparently  overlooked  passages  such 
as  that  quoted  In  the  last  note  but  one.  He  was  however  well  aware  that 
Ricardo's  "minimum  rate  of  wages"  depended  on  the  prevalent  Standard  of 
Comfort,  and  had  no  connection  with  the  bare  necessaries  of  life. 
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in  which 
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ary, and  all 
men  are  in- 
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eqnal  and 
inter- 
change- 
able. 
Demand 
is  still 
the  main 
regulator 
ot  distri- 
bution ; 


obscured  by  difference  in  industrial  rank  and  ability,  by  sub- 
division into  trades,  and  above  all  by  the  ownership  of  private 
capital. 

To  make  the  central  notion  stand  out  clearly,  let  us  then 
start  not  with  the  actual  conditions  of  modem  life,  but  with 
an  imaginary  society,  in  which  but  little  capital  is  used,  and 
everyone  owns  that  which  he  uses ;  and  in  which  the  gifts  of 
nature  are  so  abundant  that  they  are  free  and  unappro- 
priated. Let  us  suppose  that  everyone  is  not  only  of  equal 
capacity,  but  of  equal  willingness  to  work,  and  does  in  fact 
work  equally  hard  :  also  that  all  work  is  unskilled, — or  rather 
UDspecialized  in  this  sense,  that  if  any  two  people  were  to 
change  occupations,  each  would  do  as  much  and  as  good 
work  as  the  other  had  done.  We  may  suppose  also  that 
everyone  produces  things  ready  for  sale  without  the  aid  of 
others,  and  that  he  himself  disposes  of  them  to  their  ultimate 
consumers  :  so  that  the  demand  for  everything  is  direct.  la 
this  case  the  problem  of  value  is  very  simple.  Things 
exchange  for  one  another  in  proportion  to  the  labour  spent 
in  producing  them.  If  the  supply  of  any  one  thing  runs 
short,  it  may  for  a  little  time  sell  for  more  than  its  normal 
price :  it  may  exchange  for  things  the  production  of  which 
had  required  more  labour  than  it  had.  But  people  will  at 
once  leave  other  work  to  produce  it,  and  in  a  very  short 
time  its  value  will  fall  to  the  normal  level.  There  may  be 
slight  temporary  disturbances,  but  as  a  rule  anyone's  earnings 
will  be  equal  to  those  of  anyone  else.  In  other  words,  each 
will  have  an  equal  share  in  the  net  sum  total  of  things  and 
services  produced ;  or,  as  we  may  say,  the  National  Dividend. 
This  will  constitute  the  demand  for  labour;  and  might  be 
called  the  common  Wages-Fund,  or  Earnings-Fund;  or 
better  still  Earnings-stream,  since  a  Fund  fails  to  suggest 
the  constant  flow  of  new  goods  into  the  world  through 
supply,  which  flow  out  again  through  demand  and  con- 
sumption. 

If  now  a  new  invention  doubles  the  efficiency  of  work  in 
any  trade,  so  that  a  man  can  make  twice  as  many  things  of 
a  certain  kind  in  a  year  without  requiring  additional  appli- 
ances, then  those  things  will  fall  to  half  their  old  exchange 
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value.  The  effective  demand  for  everyone's  labour  will  be  a  book  vi. 
little  increased,  and  the  share  which  he  can  draw  from  the  " 
common  earnings-stream  will  be  a  little  larger  than  before. 
He  may  if  he  chooses  take  twice  as  many  things  of  this 
particular  kind,  together  with  his  old  allowance  of  other 
things :  or  he  may  take  somewhat  more  than  before  of  every- 
thing. If  there  be  an  increase  in  the  efficiency  of  production 
in  many  trades  the  common  earnings-stream  or  dividend 
will  be  considerably  larger;  the  commodities  produced  by 
those  trades  will  constitute  a  considerably  larger  demand  for 
those  produced  by  others,  and  increase  the  purchasing  power 
of  everyone's  earnings. 

§  3.     Nor   will   the   position   be  greatly  changed  if  we  «iso  iu  the 
suppose  that  some  specialised  skill  is  required  in  each  trade,  in  which ' 
provided  other  things  remain  as  before :  that  is,  provided  the  ^'station" 
workers  are  still  supposed  to  be  all  of  equal  capacity  and  ^a^^. 
industry ;  and  all  trades  to  be  equally  agreeable  and  equally  "luBtri^y 
easy  to  be  learnt.     The  normal  rate  of  earnings  will  still  not  inter- 
be  the  same  in  all  trades ;  for  if  a  day's  labour  in  one  trade  able'f  * 
produces   things    that   sell   for   more   than   a   day's    labour 
in  others,  and  this  inequality  shows  any  signs    of  lasting, 
people   will   bring   up   their  children  by  preference  to  the 
favoured  trade.     It  is  true  that  there  may  be  some  slight 
irregularities.     The  drifting  from  one  trade  to  another  must 
occupy  time ;   and  some  trades  may  for  a  while   get   more 
than    their    normal    share    of    the   earnings-stream,   while 
others  get  less,  or  even  lack  work.     But  in  spite  of  these 
disturbances,  the  current  value  of  everything  will  fluctuate 
about  its  normal  value ;  which  will  in  this  case,  as  in  the 
preceding,  depend  simply  on  the  amount  of  labour  spent  on 
the  thing:  for  the  normal  value  of  all  kinds  of  labour  will 
still  be  equal.     The  productive  power  of  the  community  will 
have  been  increased  by  the  division  of  labour ;  the  common 
national  dividend   or   earnings-stream  will  be  larger;   and 
as  all  will,  putting  aside  passing  disturbances,  share  alike  in 
it,  each  will  be  able  to  buy  with  the  fruits  of  his  own  labour 
things  more  serviceable  to  him  than  he  could  have  produced 
for  himself. 

In  this  stage,  as  in  those  considered  before,  it  is   still 
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BOOK  Ti.    true  that  the  value  of  each  thing  corresponds  closely  to  the 
"        amount  of  labour  spent  upon  it;  and  that  the  earnings  of 
everyone  vary  with  the  demand  for  man's  work  offered  by 
Nature,  in  the  then  existing  state  of  the  arts  of  production. 

§  4.  We  have  seen  how,  in  some  extreme  doctrines  as  to 
population,  it  was  supposed  that  the  real  cost  of  rearing 
a  family  was  a  fixed  quantity ;  that,  if  earnings  rose  above 
this  sum  population  increased  rapidly,  pressed  against 
Nature's  steady  diminishing  demand  for  man,  and  forced 
wages  down.  On  this  supposition  the  cost  of  rearing  a 
family  was  the  absolute  governor  of  wages,  subject  only 
to  slight  disturbances,  under  an  iron  or  brazen  law.  It  will 
be  of  service  to  balance  against  this  an  equally  extreme 
supposition,  in  which  the  cost  of  rearing  and  training  workers 
exercises  no  influence  on  their  numbers.  This  case  is  one 
step  nearer  to  reality  than  the  supposition  that  the  numbers 
of  the  people  are  rigidly  fixed, 
and  Let   us   conceive   then  that   the   growth   of  population 

again  if  .  . 

population  proceeds  at  a  rate,  which  is  either  fixed,  or  governed  wholly 
but  not  '  by  other  than  economic  causes.  Thus  it  may  be  influenced 
toflnLMTof  ^y  cliiiiiges  in  custom,  in  moral  opinion  and  in  medical 
economic    knowledge.     But  we  are  to  suppose  that  the  earnings  of 

causes,  "  , 

parents  are  always  sufficient  for  the  immediate  needs  of 
themselves  and  their  children;  that  no  change  in  their 
earnings  affects  either  way  birth-rate  or  death-rate ;  and, 
a  more  violent  supposition  still,  that  it  does  not  affect  either 
their  own  willingness  to  work,  or  the  physical,  mental,  and 
moral  strength  of  the  rising  generation.  We  are  still  sup- 
posing all  labour  to  be  of  the  same  grade,  and  the  national 
dividend  to  be  divided  out  equally  to  each  family,  save  for 
some  slight  passing  inequalities.  In  this  case  every  improve- 
ment in  the  arts  of  production  or  transport,  every  new 
discovery,  every  new  victory  over  Nature  will  increase  equally 
the  comforts  and  luxuries  at  the  command  of  each  family, 
even  But  On  the   other   hand,  the   growth    of  population,  if 

the"aw  of  even  a  very  slow  rate  of  increase  is  maintained  long  enough, 
diminish-    must   ultimately  outgrow  the  improvements  in  the  arts  of 

ing  return  •'  °  .,:..,. 

asserts       production,  and  cause  the  law  of  diminishing  return  to  assert 
itself;  and  the  value  of  any  kind   of  produce  must  equal 
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that  of  the  labour,  aided  on  our  supposition  by  a  uniform  bookvi. 
quantity  of  capital  throughout,  which  is  required  to  produce  — _' 
it  on  the  margin  of  cultivation.  (The  marginal  application 
of  labour  may  be  on  land  that  will  barely  repay  any  labour 
at  all;  or  it  may  be  that  cultivation  of  fertile  land  which 
is  only  just  remunerative.)  The  sui-plus  which  is  returned 
by  Nature  to  the  labour  applied  under  advantageous  cir- 
cumstances, may  conceivably  be  appropriated  to  public  uses : 
or  conceivably  everyone  may  have  an  equal  share  of  land ; 
and  in  either  case  there  will  be  a  true  surplus.  But  the 
problem  of  Distribution  and  Exchange  will  present  the 
simple  form  of  Nature's  offering  for  man's  labour  a  demand, 
which,  at  all  events  after  some  considerable  applications  of 
labour  have  been  made,  will  be  at  a  diminishing  rate.  The 
aggregate  produce  is  the  national  dividend,  in  which  each 
gets  an  equal  share ;  each  standing  to  gain  equally  by  any 
improvement  in  the  arts  of  production  whether  in  his  own 
trade  or  any  others 

§  5.     Next  suppose  that  labour  is  not  all  of  one  industrial  The  same 
grade;    but  of  severaP.     Suppose  also  that  parents  always '^e„f„ 
bring  up  their  children  to  an  occupation  in  their  own  grade,  ^^*"^ 
having  a  free  choice  within  that  grade,  but  not  outside  it.  i>nt  the 
Further,  suppose  that  the  increase  of  population  in  each  gi-ade  in  each 
is  governed  by  other  than  economic  causes ;  as  before  it  may  f^  gjin 
be  fixed,  or  it  may  be  influenced  by  changes  in  custom,  in  noj^'tf 
moral  opinion  &c.     In  this  case  also  the  aggregate  national  governed 
dividend  will  still  be  governed  by  the  abundance  of  Nature's  mic  causes, 
return  to  man's  work  in  the  existing  state  of  the  arts  of 
production;  but  the  distribution  of  that  dividend  between  the 
different  grades  will  be  unequal,  and  governed  by  demand. 

For  instance  if  artists  form  a  grade  or  caste  by  them- 
selves ;  then,  their  number  being  fixed,  or  at  least  controlled 
by  causes  independent  of  their  earnings,  their  earnings  will 
be  governed  by  the  resources  which  the  population  have 
available  for  spending  on  such  gratifications  as  artists  can 

'  This  illnstrative  case  will  perhaps  help  to  bring  out  more  clearly  the 
parallelism  between  a  man's  demand  for  anything,  and  nature's  demand  for  man's 
work;  which  are  represented  in  outline  by  the  laws  of  diminishing  utility,  and 
diminishing  return  respectively :  see  footnotes  on  pp.  169,  235. 

^  Either  fonr  as  Mill  suggested,  or  any  other  nomber  (see  above,  p.  301). 
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BOOK  VI.  supply  for  them,  and  their  desire  for  such  gratifications. 
— 1-'  Given  the  abundance  of  the  national  dividend,  the  earnings 
of  artists  will  be  governed  simply  by  the  demand  for  their 
efforts;  under  some  conditions  of  demand  these  earnings 
might  rise  very  high ;  under  others  they  might  fall  very  low. 
It  may  so  happen  that  the  progress  of  invention  is  always 
finding  new  openings  for  one  particular  grade  of  labour,  and 
making  a  little  of  its  work  go  further  relatively  to  other 
grades  than  before.  It  will  then  be  paid  at  an  ever  in- 
creasing rate ;  and  as,  by  hypothesis,  this  will  exercise  no 
influence  on  the  number  of  people  in  the  grade,  their  earnings 
will  rise  without  ceasing.  This  however  is  likely  to  be  held 
in  check  by  the  competition  of  some  other  grade  of  labour, 
which  may  be  made  available  in  substitution  for  it,  the 
earnings  of  each  being  proportional  to  their  (marginal) 
efficiency.  But  we  must  not  pursue  this  further  just  now. 
Return  to  §  6.     We  may  now  leave  the  imaginary  world,  in  which 

conditions  everyone  owns  the  capital  that  aids  him  in  his  work;   and 
whUh  are   return  to  our  own,  where  the  relations  of  labour  and  capital 
however     pjay  a  great  part  in  the  problem  of  distribution.     But  let  us 
only  on  the  still,  for  the  sake  of  simplicity,  confine  our  attention  to  the 
demand,     manner  in  which  the  national  dividend  is  distributed  among 
the  various   agents  of  production,  in  accordance   with    the 
quantity  of  each  several  agent,  and  the  services  which  it 
renders.    The  other  side  of  the  problem,  viz.  the  reflex  in- 
fluence which  the  remuneration  of  each  agent  exerts  on  the 
supply  of  that  agent,  is  as  important  as  that  which  we  are 
discussing,  though  we  leave  it  on  one  side  for  the  present,  to 
be  taken  up  in  the  next  chapter. 
ThediBtri-         Iq   the  world   to  which  we    thus  return,  the   action  of 

Dution  of  .  , 

resources    economic    forces   is   largely  directed   by  a  set  of  men  who 

different     specialize   themselves  in  the   organization  of  business,  and 

'''®^'  through  whose  agency  the  principle  to  which  we  have  given 

the  name  of  the  law  of  Stibstitution  becomes  effective. 

That  fundamental  principle  is  most  clearly  seen  when 
we  consider  the  distribution  of  the  resources  of  an  indi- 
vidual between  their  various  uses',  or  to  take  one  step 
further,  the  investment  of  his  resources  for  a  distant  return". 

1  Book  m.  Ch.  v.  '  Book  v.  Ch.  v. 
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The  conclusion  we  reached  in  the  latter  case  was  that  each    book  vi. 

man,  taking  account  of  his  own  means,  will  push  the  invest-      — 

ment  of  his  resources  in  each  several  direction  until  what 
appears  in  his  judgment  to  be  the  margin  of  profitableness  is 
reached  ;  that  is,  until  there  seems  to  him  no  good  reason  for 
thinking  that  the  gains  resulting  from  any  further  invest- 
ment in  that  particular  direction  would  compensate  him  for 
his  outlay.  The  margin  of'  profitableness  is  not  to  be 
regarded  as  a  mere  point  on  any  one  fixed  line  of  possible 
investment;  but  as  a  boundary  line  of  irregular  shape  cutting 
one  after  another  every  possible  line  of  investment'. 

In  modern  life  however  the  distribution  of  people's  re-  The 
sources  among  the  various  agents  of  production  is  practically  of  snb- 
effected  through  the  co-operation  of  the  managers  of  business  ^rt'^" 
enterprises,   and   the   general   action    of    the    principle    of'^"'°°8'" 

f  '  o  r  r  tiie  itgency 

substitution  may  be  thus  described : — So  far  as  the  know-  of  business 
ledge  and  business  enterprise  of  the  producers  reach,  they 
will  in  each  case  choose  those  factors  of  production  which 
are  best  for  their  purpose :  the  sum  of  the  prices  which  they 
pay  for  those  factors  which  are  used  is,  as  a  rule,  less  than 
the  sum  of  the  prices  which  they  would  have  to  pay  for  any 
other  set  of  factors  which  could  be  substituted  for  them: 
whenever  it  appears  to  the  producers  that  this  is  not  the 
case,  they  will,  as  a  rule,  set  to  work  to  substitute  the  less 
expensive  method*.  The  principle  thus  expressed  in  techni- 
cal language  is  in  close  harmony  with  such  common  sayings 
of  every-day  life,  as  that  "  everything  tends  to  find  its  own 
level,"  that  "  most  men  earn  just  about  what  they  are  worth," 
that  "if  one  man  can  earn  twice  as  much  as  another,  that 
shows  that  his  work  is  worth  twice  as  much,"  that  "  machi- 
nery will  displace  manual  labour  whenever  it  can  do  the 
work  cheaper."  This  tendency  does  not  indeed  act  without 
hindrance.  It  may  be  restricted  by  custom  or  law,  by  pro- 
fessional etiquette  or  trade-union  regulation :  it  may  be 
weakened  by  want  of  enterprise,  or  it  may  be  softened  by  a 
generous  unwillingness  to  part  with  old  associates.     But  it 

'  See  p.  433.    But  only  bj  mathematical  language  can  all  the  many  sides  of 
this  problem  be  expressed  at  once  with  precision  and  brevity ;  as  e.g.  in  Note  xiv. 
2  See  p.  419. 

M.  37 
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BOOK  VI.   never  ceases  to  act  and  it  permeates  all  the  economic  adjust- 

"        ments  of  the  modem  world, 
niustra-  Thus  in  building  there  are  some  purposes  for  which  bricks 

would  be  used,  even  if  they  were  much  dearer  relatively  to 
wood  than  they  are;  and  others  for  which  wood  would  be 
used,  even  if  it  were  much  dearer  relatively  to  bricks  than  it 
is :  but  the  applications  of  each  material  will  be  carried  just 
so  far  that  it  would  no  longer  be  cheaper  than  the  other 
relatively  to  the  advantages  gained  by  using  it.  Again, 
there  are  some  kinds  of  field  work  for  which  horse-power 
is  clearly  more  suitable  than  steam-power,  and  vice  versa: 
but  we  may  now  suppose  that  there  have  been  no  great 
recent  improvements  in  horse  or  steam  machinery,  and  that 
therefore  the  experience  of  the  past  has  enabled  farmers 
gradually  to  apply  the  law  of  substitution;  and  on  this 
supposition  the  application  of  -steam -power  will  have  been 
pushed  just  so  far  that  any  further  use  of  it  in  the  place 
of  horse-power  would  bring  no  net  advantage.  There  will 
however  remain  a  margin  on  which  they  could  be  indiffer- 
ently applied  (as  Jevons  would  have  said);  and  on  that 
margin  the  net  efficiency  of  either  will  be  proportionate  to 
the  net  cost  of  applying  it '. 

Similarly,  if  there  are  two  methods  of  obtaining  the  same 
result,  one  by  skilled  and  the  other  by  unskilled  labour,  that 
one  will  be  adopted  which  is  the  more  eflScient  in  proportion 
to  its  cost.  There  will  be  a  margin  on  which  either  will  be 
indifferently  applied*.  On  that  line  the  efficiency  of  each 
will  be  in  proportion  to  the  price  paid  for  it,  account  being 
taken  of  the  special  circumstances  of  different  districts  and  of 
different  workshops  in  the  same  district.     In  other  words, 

1  This  margin  will  vary  with  local  circnmstances,  as  well  as  with  the  habits, 
inclinations,  and  resonrces  of  individual  farmers.  The  difficulty  of  applying 
steam  machinery  in  small  fields  and  on  mgged  ground  would  be  overcome  more 
generally  in  those  districts  in  which  labour  is  scarce  than  in  those  in  which  it  is 
plentifol;  especially  if,  as  is  probable,  coal  be  cheaper,  and  the  feed  of  horses 
dearer  in  the  former  than  the  latter. 

>  Skilled  manual  labour  being  generally  used  for  special  orders  and  for  things 
of  which  not  many  are  required  of  the  same  pattern ;  and  unskilled  labour  aided 
by  specialized  machinery  being  used  for  others.  The  two  methods  are  to  be  seen 
side  by  side  on  similar  work  in  every  large  -workshop :  but  the  position  of  the  line 
between  them  will  vary  a  little  from  one  workshop  to  another. 
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the   wages  of  skilled  and    unskilled   laboui-  will  bear  to    bookti. 

one  another  the  same  ratio  that  their  efiBciencies  do  at      — 

the  margin  of  indifference. 

Again,  there  will  be  a  rivalry  between  hand-power  and 
machine-power  similar  to  that  between  two  different  kinds 
of  hand-power  or  two  different  kinds  of  machine-power. 
Thus  hand-power  has  the  advantage  for  some  operations,  as, 
for  instance,  for  weeding  out  valuable  crops  that  have  an 
irregular  growth;  horse-power  in  its  turn  has  a  clear  ad- 
vantage for  weeding  an  ordinary  turnip  field;  and  the 
application  of  each  of  them  will  be  pushed  in  each  district 
till  any  further  use  of  it  would  bring  no  net  advantage  there. 
On  the  margin  of  indifference  between  hand-power  and 
horse-power  their  prices  must  be  proportionate  to  their 
eflSciency;  and  thus  the  law  of  substitution  will  have  esta- 
blished directly  a  relation  between  the  wages  of  labour  and 
the  price  that  has  to  be  paid  for  horse-power. 

If  we  neglected  differences  between  the  grades  of  labour.  Explicit 
and  regarded  all  labour  as  of  one  kind,  or  at  least  as  all  tions  of 
expressed  in  terms  of  a  certain  kind  of  labour  of  standard  ^  aistriba- 
eflBciency,  we  might  look    for    the    margin    of  indifference  ^J^  J^^ 
between  the  direct  application  of  labour  and  that  of  material  by  von 

^^  Thiinen. 

capital ;  and  we  might  say  shortly,  to  quote  von  Thunea's 
words,  that  "  the  efficiency  of  capital  must  be  the  measure 
of  its  earnings,  siuce  if  the  labour  of  capital  were  cheaper 
than  that  of  men,  the  undertaker  would  dismiss  some  of  his 
workmen,  and  in  the  opposite  case  he  would  increase  their 
number'." 

'■  Der  liolirte  Stoat,  II.  i.  p.  123.  He  Eu-gnes  {ib.  p.  1'24)  that  therefore  "  the 
rate  of  interest  is  the  element  by  which  the  relation  of  the  efficiency  of  capital  to 
that  of  human  labonr  is  expressed";  and  finally,  in  words  which  have  recently 
become  famons,  though  he  himself  has  gained  bnt  little  credit  for  them,  he  says 
(p.  162) :  "Die  Nntzong des znlezt  angelegteu Kapitaltheilchena  bestimmt  die  Hohe 
des  Zinsfusses."  He  bad  already  (p.  96)  enunciated  a  general  law  of  diminishing 
return  for  successive  doses  of  capital  in  any  branch  of  production;  and  what 
he  says  on  this  subject  has  much  historic  interest,  though  it  does  not  show 
how  to  reconcile  the  fact  that  an  increase  in  the  capital  employed  in  an  industry 
may  increase  the  output  more  than  in  proportion,  with  the  fact  that  a  continued 
influx  of  capital  into  an  industry  must  ultimately  lower  the  rate  of  profits  earned 
in  it.  His  treatment  of  these  and  other  great  economic  principles, .  though 
primitive  in  many  respects,  yet  stands  on  a  different  footing  from  his  fancifnl 
and  unreal  assumptions  as  to  the  causes  that  determine  the  accumulation  of 
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BOOK  VI.  But,  of  course,  the  increased  competition  of  capital  in 

"        general  for  employment  is  of  a  different  character  from  the 
competition  of  machinery  for  employment   in   any  single 
trade.     The  latter  may  push  a  particular  kind  of  labour  out 
of    employment    altogether;    the    former    cannot    displace 
labour  in  general,  for  it  must  cause  an  increased  employment 
of  the  makers  of  those  things  which  are  used  as  capital. 
And  in  fact,  the  substitution  of  capital  for  labour  is  really 
the  substitution  of  labour,  combined  with  much  waiting,  in 
the  place  of  other  forms    of  labour  combined  with    little 
waiting'.     We  shall  return  to  this  subject  at  the  end  of 
next  chapter. 
Marginal    i  ^    §  7.     Thus  the  margins  of  the  applications  of  each  agent 
govern        of  production,  including  land,  are  determined,  in  the  sense  of 
bntwe       being  governed,  by  the  general  conditions  of  demand  and 
to^*^^^    supply :  that  is,  on  the  one  hand  by  the  urgency  of  all  the 
with  value  uses  to  which  the  agent  can  be  put,  taken  together  with  the 
general       means  at  the  command  of  those  who  need  it;  and,  on  the 
of  demand  other  hand,  by  the  available  supplies  of  it,  whether  these  are 
andsnppi^.  fixed,  as  iu  the  case  of  land,  or  capable  of  increase,  as  in  the 
case  of  labour.    In  the  very  act  of  governing  the  marginal  uses 
of  each  agent,  these  general  conditions  govern  also  its  mar- 
ginal net  efficiency  in  each  use ;  and  therefore  its  exchange 
value  in  each  use  :  while  equality  is  maintained  between  its 
values  for  each  use  by  the  constant  tendency  of  the  law  of 
substitution  to  shift  it  from  uses  in  which  its  services  are  of 
less  value  to  others  ia  which  they  are  of  greater".  ■  ■ 

capital,  and  as  to  the  relations  in  which  wages  stand  to  the  stock  of  capital.  From 
these  he  deduces  the  qnaint  result  that  the  natural  rate  of  wages  of  labour  is 
the  geometric  mean  between  the  labourer's  necessaries,  and  that  share  of  the  pro- 
duct which  is  due  to  his  labour  when  aided  by  capital.  By  the  natural  rate  he 
means  the  highest  that  can  be  sustained ;  if  the  labourer  were  to  get  more  than 
this  for  a  time,  the  snpply  of  capital  would,  von  Thiinen  argues,  be  so  checked  as 
to  cause  him  in  the  long  run  to  lose  more  than  he  gained. 

'  As  von  Thiinen  was  well  aware.    lb.  p.  127. 

'  An  objection  raised  by  some  critics  that  the  part  played  by  the  marginal  use 
of  an  agent  of  production  is  represented,  in  modern  economics,  as  governing  the 
whole,  is  thus  seen  to  rest  on  a  misapprehension.  The  withdrawal  of  iron  from 
any  of  its  necessary  uses  would  have  just  the  same  influence  on  its  value  as  its 
withdrawal  from  its  marginal  uses ;  in  the  same  way  as  in  the  case  of  a  boiler  for 
cooking  under  high  pressure,  the  pressure  in  the  boiler  would  be  affected  by  the 
escape  of  any  other  steam  just  as  it  would  by  the  escape  of  the  steam  in  one  of 
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As  a  rule  many  kinds  of  labour,  of  raw  material,  of  bookvi. 
machinery  and  other  plant,  and  of  business  organization  both  °°"'" 
internal  and  external,  go  to  the  production  of  a  commodity : 
and  the  advantages  of  economic  freedom  are  never  more 
strikingly  manifest  than  when  a  business  man  endowed  with 
genius  is  trying  experiments,  at  his  own  risk,  to  see  whether 
some  new  method,  or  combination  of  old  methods  will  not  be 
more  efficient  than  the  old.  Every  business  man  indeed  accord- 
ing to  his  energy  and  ability  is  constantly  endeavouring  to 
obtain  a  notion  of  the  relative  efficiency  of  every  agent  of  pro- 
duction that  he  employs,  as  well  as  of  others  that  might  possibly 
be  substituted  for  some  of  them.  He  works  generally  by  trained 
instinct  rather  than  formal  calculation ;  but  his  processes  are 
substantially  similar  to  those  indicated  in  our  study  of  derived 
demand.  That  is,  he  estimates  as  best  he  can  how  much 
net  addition  to  the  value  of  his  total  product  will  be  caused 
by  a  certain  extra  use  of  any  one  agent;  net  that  is  after 
deducting  for  any  extra  expenses  that  may  be  indirectly 
caused  by  the  change,  and  adding  for  any  incidental  savings. 
The  result  is  the  net  product  of  that  agent,  and  he  endeavours 
to  employ  each  up  to  that  margin  at  which  its  net  product 
would  no  longer  exceed  the  price  he  would  have  to  pay 
for  it^ 

§  8.     We  have  already  followed  some  simple  estimates  ninstra- 
of  this  sort.     We  have  noticed,  for  instance,  how  the  propor-  the  way 

in  which 
the  net 

the  safety  valves :  bat  in  fact  the  steam  does  not  escape  except  throngh  the  safety 
valves;  and  iron,  or  any  other  agent  of  production,  is  not  thrown  out  of  use 
except  at  points  on  its  marginal  nse.  See  above,  p.  475,  and  compare  the 
illustration  taken  from  the  derived  demand  for  plasterers*  labour,  in  Book  v. 
Ch.  VI. 

1  The  change  might  be  sach  as  coold  only  be  made  on  a  large  scale ;  as  for 
instance  the  sabstitution  of  steam  power  for  hand  power  in  a  certain  factory ;  and 
in  that  case  there  would  be  a  certain  element  of  nncertainty  and  risk  in  the 
change.  Sach  breaches  of  continaity  are  however  inevitable  both  in  prodnction 
and  consamption  if  we  regard  the  action  of  single  individuals.  Bat  as  there  is  a 
continaoas  demand  in  a  large  market  for  hats  and  watches  and  wedding  cakes, 
thoagh  no  individual  buys  many  of  them  (see  Book  ni.  Ch.  m.  §  5),  so  there  will 
always  be  trades  in  which  small  businesses  are  most  economically  conducted 
without  steam  power,  and  larger  businesses  with  ;  while  businesses  of  intermediate 
size  are  on  the  margin.  Again  there  will  always  be  some  things  done  by  hand 
power  even  in  large  establishments  in  which  steam  is  already  in  use,  which  are 
done  by  steam  power  elsewhere  (see  above,  §  6). 
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BOOK  VI.  tion  of  hops  and  malt  in  ale  can  be  varied,  how  the  extra 

1_"  price  which  can  be  got  for  ale  by  increasing  the  quantity  of 

of'm'"'  hops  in  it  is  a  representative  of  the  causes  which  govern  the 

agent  of  demand  price  for  hops.     Assuming  that  no  further  trouble  or 

production  ^  ,  .     ,    .      .  ,    ,         ,  -        jj-.-         i  e 

maybe  expense  of  any  kmd  is  mvolved  by  this  additional  use  oi 
es  ima  .  j^^pg^  ^^^  ^j^^^  ^j^^  expediency  of  using  this  extra  amount  is 
doubtful,  the  extra  value  thus  given  to  the  ale  is  the  marginal 
net  product  of  the  hops  of  which  we  are  in  search'.  In  this 
case,  as  in  most  others,  the  net  product  is  an  improvement 
in  quality  or  a  general  contribution  to  the  value  of  the 
product ;  it  is  not  a  definite  part  of  the  produce  which  can 
be  separated  from  the  rest.  But  in  exceptional  cases  that 
can  be  done. 

Thus  suppose  an  employer  in  doubt  whetl\pr  he  has  enough 
labour  to  turn  his  stock,  machinery  and  other  trade  appli- 
ances to  good  account ;  and  whether  he  could  not,  by  hiring 
one  more  man,  increase  the  production  by  more  than  the 
equivalent  of  his  wages,  without  having  to  supply  additional 
capital  in  any  other  way.  A  sheep  farmer,  for  instance, 
may  be  in  doubt  whether  his  staff  of  shepherds  is  sufiB- 
cient.  He  may  find  that  if  he  hired  an  additional  man, 
without  making  any  other  change,  and  without  incurring 
any  extra  expenditure  for  implements,  buildings  &c.,  then 
so  many  more  lambs  will  be  kept  alive,  and  the  flocks 
generally  so  much  better  cared  for,  that  he  may  expect  to 
send  to  market  twenty  more  sheep  every  year.  This  man  will 
require  no  extra  plant  on  which  interest  has  to  be  charged ; 
and  he  may  be  supposed  to  save  the  farmer  himself  just 
as  much  trouble  in  some  ways  as  he  gives  in  others,  so  that 
nothing  has  to  be  allowed  for  earnings  of  management  (even 
when  these  are  interpreted  broadly  so  as  to  include  in.surance 
against  risk  &c.).  Then  the  net  produce  of  that  shepherd's 
labour  will  be  twenty  sheep:  if  the  farmer  can  hire  him  for 
ever  so  little  less  than  the  price  of  twenty  sheep,  he  will 
decide  to  do  so;  otherwise  not.  The  shepherd  who  is  on 
the  margin  of  not  being  employed — the  marginal  shepherd, 

^  See  p.  457,  and  Mathematical  Note  xvi.    See  also  other  illastratious  in 
Book  V.  Ch.  VI.  and  vii. 
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as  we  may  call  him — adds  to  the  total  produce  a  net  value    book  yi. 
just  equal  to  his  own  wages'.  _!_' 

It  must  however  be  remembered  that  the  price  which  it 
is  just  worth  while  for  the  farmer  to  pay  for  this  labour, 
merely  gauges  the  outcome  of  multitudinous  causes  which 
between  them  govern  the  wages  of  shepherds ;  as  the  move- 
ments of  a  safety  valve  may  gauge  the  outcome  of  the  multi- 
tudinous causes  that  govern  the  pressure  in  a  boiler'. 

This  illustration  has  been  chosen  from  a  simple  industry ; 
but,  though  the  form  may  be  different,  the  substance  of  the 
problem  is  the  same  in  every  industry.    Subject  to  conditions 

'  Theoretically  a  dednction  from  this  has  to  be  made  for  the  fact  that 
by  throwing  twenty  extra  sheep  on  the  market,  the  farmer  will  lower  the 
price  of  sheep  generally,  and  therefore  lose  a  little  on  his  other  sheep.  This 
correction  may  be  of  appreciable  importance  in  special  cases.  Bat  in  general 
discussions  snch  as  this,  in  which  we  are  dealing  with  a  very  small  addition  to  the 
supply  thrown  by  one  of  many  producers  on  a  large  market,  it  becomes  very 
small  (mathematically  a  small  quantity  of  the  second  order),  and  may  be 
neglected.  In  the  case  of  a  monopolist  who  supplied  the  whole  of  a  market,  we 
had  to  take  account  of  it ;  and  also  when  discussing  the  considerations  that  induce 
any  producer,  or  association  of  producers  to  abstain  from  "spoiling"  that  par- 
ticular branch  of  a  large  market  with  which  they  are  directly  connected,  especially 
in  times  of  depression.  This  point  is  discussed  at  some  length  in  Mathematical 
Note  XIV. ;  the  whole  of  which  has  a  close  bearing  on  this  section,  and  the  reader 
may  be  asked  to  reckon  it  in  as  part  of  the  present  discussion. 

^  The  fact  that  this  marginal  shepherd  added  twenty  to  the  sheep  whom  the 
farmer  could  send  to  market  rested  no  doubt  on  physical  laws,  given  the  conditions 
under  which  he  worked.  But  those  conditions  include  the  amount  of  land  at  the 
farmer's  disposal  which  is  influenced  by  the  demand  for  land  for  raising  timber,  oats, 
deer  etc.  Again  the  conditions  include  the  number  of  shepherds  that  the  farmer 
already  has ;  and  that  is  governed  by  the  general  conditions  of  the  broad  problem 
of  distribution  and  exchange,  and  in  particular  by  the  number  of  those  from  whom 
the  ranks  of  shepherds  could  have  been  recruited  during  the  current  generation, 
by  the  demand  for  mutton  and  wool  and  by  the  area  from  which  supplies  of  them 
can  be  obtained,  and  by  the  effectiveness  of  the  shepherds  on  all  other  farms. 

Further  the  net  product  of  the  shepherd  in  the  exceptional  case  which  we 
have  chosen,  plays  no  greater  part  in  governing  the  wages  of  shepherds,  than 
does  that  of  any  of  the  last  (marginal)  shepherds  on  farms  where  they  cannot 
be  profitably  employed  without  considerable  extra  outlay  in  other  directions,  as  for 
land,  buildings,  implements,  labour  of  management,  &c.  Thus  the  net  product  of 
such  shepheixls  cannot  be  ascertained  simply ;  but  it  is  a  case  of  derived  demand 
(see  Book  v.  Ch.  vi.),  and  requires  us  to  take  account  of  the  prices  which  have 
to  be  paid  for  the  aid  of  all  these  other  agents  of  production.  It  will  be  noticed 
that  this  holds  with  regard  to  all  agents  of  production,  however  they  may  differ 
from  one  another  on  the  side  of  supply.  It  is  as  true  of  "  land,"  which  is  of  fixed 
aggregate  quantity,  and  of  which  the  value  is  uninfluenced  even  in  the  long  run 
by  cost  of  production ;  as  it  is  of  labour  and  capital,  of  which  the  ultimate  values 
are  determined  by  laws  of  demand  and  supply  co-ordinately. 
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BOOK  VI.    which  luv  iiidicfttiod  in  tho  foot-iiot.o,  but  nro  not  iinporUml. 

'         for  our  main  purptwo,  tho  wages  of  ovory  cliuw  of  li\bo»u-  It'ud 

to  be  equtil  to  tho  not  pnuluoo  lUio  to  tho  lultlitiourtl  labour 

of  the  marginnJ  Itxbouror  of  that  cliuss '. 

^^^  It  may  be  objootod  that  tho  ilootrino  that  llu<  oaniings  of 

1190  of         a  worker  tend  to  bo  equal  to  tho  net  produoo  of  Ium  work, 

iiicoi»ploto  has  by  itself  no  real  meaning;  since  in  oitler  to  i>Nl,iiiiiito  "  ntU. 

moiits.        pi"oduco,"  we  have  to  take  for  gmnted  all  tho  (>xponsoH  nf 

production  of  tho  commodity  on  whicli  he  works,  i>thor  than 

his  own  wages.     Tho  objection  is  valid  agaiiist  a  claim  tliat 

it  contains  a  theory  of  wages;  but  not  against  a  i^laini  that 

tho  doctrine  throws  into  clear  light  tho  action  of  oiio  of  tho 

causes  that  govern  wages.     Kor  iiuieod  it  is  always  a  dilliiMdt 

task  to  hold  in  mind  at  one  and  tho  same  time  all  lUv  a(^l<ioiiH 

and  reactions  of  a  groat  numbor  of  causes  which  nniiually 

dotorinine  one  another ;  and  although  tho  able  business  num 

>  Thiti  moUiod  of  UlnNlrntlnR  Uio  u«t  |>n>iliimi  of  n  inun'H  lulxiiir  In  iiol  imally 
nppUoablo  to  iiuliiHtilim  in  whioli  it  ([>''>■>'  'I"!*'  "'  ''ftl>Hal  anil  «IToi't  Una  to  lin 
invoatoil  In  gritilnnlly  biillilliiK  n))  n  Iraile  coiiiinrlioii,  nnil  uxpoulully  if  Uwy  uro 
Muoli  nu  iilwy  Uio  law  of  inoraiiHinK  lotiini.  In  Iiolli  niknim  th»ri>  in  a  iliniiMilly  of 
iiouonntH,  innkinK  it  ulinoHt  iin|ioiiiiil>lo  to  ilitoiilo  wlml  imit  of  tliu  gikiim  of  tlio 
buBincHH  wonlil  Imvo  Ihkiii  loBt  for  wiiut  of  tlio  hiivvIouk  of  iinj  Inilivlilual  woilmr. 
(Soo  Boole  V.  cli.  VII.  ()j{  1,  'i  itiiil  rli.  XI.  g  'J.)  Iliil  In  thu  litlliir  intim  lliiiro  In 
n  HtHMinil  ami  inoni  riinilainnntal  illfllonlty.  Ii'or  Uiii  iiiniiloyiir,  In  takliiK  on  iin 
luUIItionnl  workor,  may  oHtinnitii  only  for  lint  illropl  good  lliat  that  inan'n  work 
will  ilo  to  hlH  Imsinonii :  wliormn  to  tlml  U>o  total  not  iinuliiot  of  tliu  innn'u  work, 
ovuii  friiiii  Uio  onijiluyor'H  point  of  viow,  ncroiinl  Hlionlil  aino  lin  takun  of  lliii  |iiii'l 
wliloh  it  pligrg  III  onnkliiiR  tho  ImaluoHH  to  avail  Ituiilf  of  llio  iwonoiiiliin  nf 
proiliiotlon  on  a  largo  Hoalo.  Tho  «in|il<>yiir.  If  of  an  nntorprlHing  tniniinraini'iit, 
may  tivko  account  of  tlumo  aluo :  but  tliuro  in  hUU  Homotliliig  oiiilllinl.  'I'lin  Inrrnunn 
in  tho  aiito  of  that  bnulnnHH  will  toiul  to  InoroaHO  tho  iloinaiul  for  Hnbaliliary 
huliiHtrloH ;  and  In  other  wayH  to  Inoroano  tho  (oitornal)  luoiiiiiiiloH  avallablo  for 
other  bimlnoHnoH  In  tho  Haiiio  trailu:  ami,  ulnuo  thiH  aililitlonal  gain  tn  tho 
ooinmnnlty  will  not  ocnnio  to  tho  «ni|il<iyiir  lilinaolf.  It  uiiiuiol  bo  oi|iiiiili<il  that  ho 
flhonld  Imnd  It  on  to  tho  workman.  'I'bo  iinontlon  why  thin  imtra  gain,  aocriiliig 
to  tho  undortakur  In  niioh  an  Indnutry  from  an  Imiroaiio  in  liln  bniilniiNH,  dooa  not 
ultimately  cauHo  tho  whole  Induntry  to  full  into  tho  liandH  of  one  hirgn  lli  in,  hau 
boon  dlH0UiiB«d  hi  IlooU  iv.  Cli.  xii.  On  tho  wliolo  Hubjoot  mie  lliioli  v.  (Ih  xi.  and 
the  Hnniinnry  of  thatolmptor  on  pii.  Mi — <l. 

Thin  id  intlood  n  npiu'lal  application  of  tlint  goiiornl  fulliiie  of  llio  Houalleil 
doctrine  of  Mamimum  Satiu/iiolimi  which  wo  have  already  iiotlniiil  (Hook  v. 
Oh.  XII.).  For  indopeiidontly  of  iiiioli  coiiHlderatlonn  im  that  a  grout  bonollt  to 
a  poor  man  will  be  outweighed  In  the  balaneo  of  iiiarkut  oxeliangii  by  a  nmall 
benellt  to  a  rich  man,  that  dootrliio  falln  In  the  eurio  of  liidimtrleH  wliieh  oliny  Ihn 
law  of  hioroaNliig  rotiirn;  IwnauMii  tho  iiayment  whlob  any  particular  worker  or 
vmployor  recolvon  In  thoNO  InduutrloM  in  leiiH  than  the  true  oqulvaloiit  of  the  nut. 
product  of  IiIh  nervieoH  to  tho  community. 
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acquires  a  sort  of  instinct  that  enables  him  to  do  it  as  regards  book  vi. 
his  own  affairs,  and  much  of  the  higher  training  of  science  " 
is  devoted  to  acquiiing  a  more  general  power  of  the  kind ;  yet 
everyone  finds  his  task  lightened,  when  he  breaks  up  a  diffi- 
cult problem,  and  takes  one  part  of  it  at  a  time.  The  strain 
necessarily  involved  by  the  problem  of  Distribution  and  Ex- 
change, is  so  great  that  we  should  avail  ourselves  of  every  aid. 

§  9.     In   later  chapters   we  shall   need    to  take   other  Remarks 
illustrations  for  special  purposes  of  the  principle  illustrated  sSnUar 
in  the  last  section  from  the  case  of  manual  labour ;  and  in  J^eZe-" 
particular  to  show  how  the  value  of  some  parts  of  the  work  ™"?*  ^°' 

■^  ,  ^  .      .  capital. 

of  business  management  can  be  measured,  when  it  is  found 
that  the  effective  output  of  a  business  is  increased  as  much 
by  some  additional  superintendence,  as  it  would  be  by  the  hire 
of  an  additional  ordinary  worker.  Again,  the  earnings  of  a 
machine  can  sometimes  be  estimated  by  the  addition  to  the 
output  of  a  factory  which  it  might  effect  in  certain  cases  with- 
out involving  any  incidental  extra  expense. 

Generalizing  from  the  work  of  a  particular  machine  to 
that  of  machinery  of  a  given  aggregate  value,  it  may  be 
said  that  in  a  certain  factory  an  extra  £100  worth  of 
machinery  can  be  applied  so  as  not  to  involve  any  other 
extra  expense,  and  so  as  to  add  annually  £3  worth  to  the 
net  output  of  the  factory,  after  allowing  for  its  own  wear  and 
tear.  If  the  investors  of  capital  push  it  into  every  occupation 
in  which  it  seems  likely  to  gain  a  high  reward ;  and  if,  after 
this  has  been  done  and  equilibrium  has  been  found,  it  still 
pays  and  only  just  pays  to  employ  this  machinery,  we  can 
infer  from  this  fact  that  the  yearly  rate  of  interest  is  three 
per  cent.  But  illustrations  of  this  kind  merely  indicate  part 
of  the  action  of  the  great  causes  which  govern  value.  They 
cannot  be  made  into  a  theory  of  interest,  any  more  than  into 
a  theory  of  wages,  without  reasoning  in  a  circle. 

It  may  however  be  well  to  push  a  little  further  our  illus- 
tration of  the  nature  of  the  demand  for  capital  for  any  use ; 
and  to  observe  the  way  in  which  the  aggregate  demand  for 
it  is  made  up  of  the  demands  for  many  diflferent  uses. 

To  fix  the  ideas,  let  us  take  some  particular  trade,  say  nins- 
that  of  hat-making,  and  inquire  what  determines  the  amount  oHhe'de- 
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'  is  3  per  cent."  per  annum  on  perfectly  good  security;  and 

OTpitel*"  *^**  *^^  hat-making  trade  absorbs  a  capital  of  one  million 

"^\.   ,  pounds.     This  implies  that  the  hat-makinsr  trade  can  turn 

particolar    '  .       -"^  ,  ° 

trade.  the  whole  million  pounds'  worth  of  capital  to  so  good  account 
that  they  would  pay  3  per  cent,  per  annum  net  for  the  use 
of  it  rather  than  go  without  any  of  it. 

Some  things  are  necessary  to  them ;  they  must  have 
not  only  some  food,  clothing,  and  house  room,  but  also  some 
Circulating  capital,  such  as  raw  material,  and  some  Fixed 
capital,  such  as  tools  and  perhaps  a  little  maxihiaery.  And 
though  competition  prevents  anything  more  than  the  ordinary 
trade  profit  being  got  by  the  use  of  this  necessary  capital;  yet 
the  loss  of  it  would  be  so  injurious  that  those  in  the  trade 
would  have  been  willing  to  pay  50  per  cent,  on  it,  if  they 
could  not  have  got  the  use  of  it  on  easier  terms.  There 
may  be  other  machinery  which  the  trade  would  have  refused 
to  dispense  with  if  the  rate  of  interest  had  been  20  per  cent, 
per  annum,  but  not  if  it  had  been  higher.  If  the  rate  had 
been  10  per  cent.,  still  more  would  have  been  used ;  if  it  had 
been  6  per  cent.,  still  more ;  if  4  per  cent.,  still  more ;  and 
finally  the  rate  being  3  per  cent,  they  use  more  still.  When 
they  have  this  amount,  the  marginal  utility  of  the  machinery, 
i.e.  the  utility  of  that  machinery  which  it  is  only  just  worth 
their  while  to  employ,  is  measured  by  3  per  cent. 

A  rise  in  the  rate  of  interest  would  diminish  their  use 
of  machinery ;  for  they  would  avoid  the  use  of  all  that  did 
not  give  a  net  annual  surplus  of  more  than  3  per  cent,  on  its 
value.  And  a  fall  in  the  rate  of  interest  would  lead  them  to 
demand  the  aid  of  more  capital,  and  to  introduce  machinery 
which  gave  a  net  annual  surplus  of  something  less  than  3  per 
cent,  on  its  value.  Again,  the  lower  the  rate  of  interest,  the 
more  substantial  will  be  the  style  of  building  used  for  the 
hat-making  factories  and  the  homes  of  the  hat-makers ;  and 
a  fall  in  the  rate  of  interest  will  lead  to  the  employment  of 
more  capital  in  the  hat-making  trade  in  the  form  of  larger 

1  The  charge  made  to  ti'aders  for  loans  is  generally  much  more  than  3  per  cent, 
per  annom ;  bat  as  we  shall  see  in  Chapter  n.  it  includes  other  things  besides  true 
Net  interest. 
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stocks  of  raw  material,  and  of  the  finished  commodity  in  the    book  ti. 
hands  of  retail  dealers^.  ' 

The  methods  in  which  capital  will  be  applied  may  vary  The 
much  even  within  the  same  trade.  Each  undertaker  having  af^d  lor 
regard  to  his  own  means,  will  push  the  investment  of  capital  "^P''"^'- 
in  his  business  in  each  several  direction  until  what  appears  in 
his  judgment  to  be  the  margin  of  profitableness  is  reached ; 
and  that  margin  is,  as  we  have  said,  a  boundary  line  cutting 
one  after  another  every  possible  line  of  investment,  and 
moving  irregularly  outwards  in  all  directions  whenever  there 
is  a  fall  in  the  rate  of  interest  at  which  extra  capital  can 
be  obtained.  Thus  the  demand  for  the  loan  of  capital  is  the 
^-ggregate  of  the  demands  of  all  individuals  in  all  trades; 
and  it  obeys  a  law  similar  to  that  which  holds  for  the  sale 
of  commodities :  just  as  there  is  a  certain  amount  of  a 
commodity  which  can  find  purchasers  at  any  given  price. 
When  the  price  rises  the  amount  that  can  be  sold  diminishes, 
and  so  it  is  with  regard  to  the  use  of  capital. 

And  as  with  borrowings  for  productive  purposes,  so  with 
those  of  spendthrifts  or  Governments  who  mortgage  their 

1  Compare  Book  t.  Ch.  iv.,  and  Jevons'a  Tlieonj,  Chapter  vn.  on  the  "  Advan- 
tage of  Capital  to  Industry."  Jevons  however,  Uke  some  later  writers,  appeiirs 
to  have  regarded  this  doctrine  as  reaching  further  than  it  does  towards  a 
complete  theory  of  the  causes  which  govern  interest;  and  in  view  of  recent 
discussions  it  may  be  permissible  to  reproduce  from  the  Academy  for  April  1, 1872, 
a  criticism  of  his  "General  expression  for  the  rate  of  interest "  in  the  same  chapter. 
"  To  put  part  of  [Jevons*]  argument  in  another  way :  Suppose  that  A  and  B 
employ  the  same  capital  in  producing  hats  by  different  processes.  If  .^'s  process 
occupies  a  week  longer  than  B'b,  the  number  of  hats  he  obtains,  in  excess  of  the 
number  obtained  by  B^  must  be  the  interest  for  a  week  on  the  latter  number. 
Thus  the  rate  of  interest  is  expressed  as  the  ratio  of  two  numbers  without  the  aid 
of  any  theory  of  value:  expressed  but  not  determined"  [in  the  sense  of  governed]!... 
"  The  relative  productiveness  of  slow  and  rapid  processes  of  manufacture  is  but  one 
of  the  determining  causes  of  the  rate  of  interest :  if  any  other  cause  made  this  fall, 
7?'s  process  would  be  abandoned.  The  rate  of  interest  affects  the  duration  of  the 
remunerative  processes  of  mannfactiure,  no  less  than  it  is  affected  by  it.  Just  as 
the  motion  of  every  body  in  the  solar  system  affects  and  is  affected  by  the  motion 
of  every  other,  so  it  is  with  the  elements  of  the  problem  of  political  economy.  It 
is  right  and  necessary  to  break  up  the  problem;  to  neglect  for  the  time  the 
influence  of  some  elements;  to  investigate  the  variations  of  any  one  element 
which  must,  cceteria  panbus,  accompany  certain  assumed  variations  in  one  or 
more  others.  Such  investigations  give  results  which,  even  as  they  stand,  are 
roughly  applicable  to  certain  special  cases.  But  this  does  not  jastify  us  in 
speaking,  in  general,  of  one  element  as  determined  by  another ;  as  for  instance,  of 
value  as  determined  by  cost  of  production,  or  of  wages  as  determined  by  value." 
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future  resources  in  order  to  obtain  the  means  of  immediate 
expenditure.  It  is  true  that  their  actions  are  often  but 
little  governed  by  cool  calculation,  and  that  they  frequently 
decide  how  much  they  want  to  borrow  with  but'  little 
reference  to  the  price  they  will  have  to  pay  for  the  loan; 
but  still  the  rate  of  interest  exercises  a  perceptible  influence 
on  borrowings  even  of  this  kind. 

§  10.  There  is  one  more  difficulty  connected  with  the 
demand  for  the  various  agents  of  production,  which  we  must 
consider  before  we  end  this  chapter  and  enter  on  the  study 
of  the  mutual  relations  of  demand  and  supply  for  those 
agents.  The  difficulty  relates  to  the  mode  of  estimating 
the  national  dividend. 

When  we  speak  of  the  national  dividend,  or  distributable 
net  income  of  the  whole  nation,  as  divided  into  the  shares  of 
land,  labour  and  capital,  we  must  be  clear  as  to  what  things 
we  are  including,  and  what  things  we  are  excluding.  It  will 
seldom  make  very  much  diflference  to  our  argument  whether 
we  use  all  the  terms  broadly,  or  all  the  terms  narrowly. 
But  it  is  essential  that  our  usage  should  be  consistent 
throughout  any  one  argument;  and  that  whatever  is  in- 
cluded on  one  side  of  the  account  of  the  demand  for,  and 
supply  of,  capital  should  be  included  also  on  the  other. 

The  labour  and  capital  of  the  country,  acting  on  its 
natural  resources,  produce  annually  a  certain  net  aggre- 
gate of  commodities,  material  and  immaterial,  including 
services  of  all  kinds.  This  is  the  true  net  annual  income, 
or  revenue,  of  the  country ;  or,  the  national  dividend.  We 
nxay,  of  course,  estimate  it  for  a  year  or  for  any  other  period ; 
the  important  point  is,  as  already  hinted,  that  it  is  a  con- 
tinuous stream  always  flowing,  and  not  a  reservoir  or  store, 
or  in  the  narrower  sense  of  the  word  a  "  Fund'."  The 
terms  National  Income  and  National  Dividend  are  con- 
vertible; only  the  latter  is  the  more  convenient  when  we 
are  looking  at  the  national  income  in  the  character  of  the 
sum  of  the  new  sources  of  enjoyments  that  are  available  for 
distribution. 

1  See  above,  p.  572.    In  Prof.  Newcomb's  words  it  ia  a  Flow  and  not  a  Fond. 
(See  his  Political  Economy,  Book  iv.  Ch.  i.) 
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We  have  already  noticed  that  many  of  the  services  which    book  ti. 
a  person  renders  to  himself  are  not  in  practice  counted  as       °"'" 
part  of  his  income ;  though  if  they  were  performed  for  him  Common 
by  a  valet  or  hairdresser  they  would  be  reckoned  among  the  followed  in 
commodities  (or  economic   goods)   on  which    he   spent   his  income, 
means :  that  is,  they  would  be  reckoned  as  part  of  his  real  that  which 
income.    We  have  noticed  also  that  though  the  benefits  which  ^°y^'° 
a  man  derives  from  living  in  his  own  house  are  commonly  which 
reckoned  as  part  of  his  real  income,  and  estimated  at  the  from  the 
net  rental  value  of  his  house ;  the  same  plan  is  not  followed  jha'dend. 
with  regard  to  the  benefits  which  he  derives  from- the  use  of 
his    furniture  and   clothes.     It  is  best  here   to   follow  the 
common   practice,  and  not  count  as   part  of  the   national 
income  or  dividend  anything  that  is  not  commonly  counted 
as  part  of  the  income  of  the  individual.     Thus,  unless  any- 
thing is  said  to  the  contrary,  the  services  which  a  person 
renders  to  himself,  and  those  which  he  renders  gratuitously 
to  members  of  his  family  or  friends;  the  benefits  which  he 
derives  from  using  his  own  personal  goods,  or  public  property 
such  as  toll-free  bridges,  are  not  reckoned  as  parts  of  the 
national  dividend,  but  are  left  to  be  accounted  for  separately^ 

'  It  would  be  possible,  and,  for  some  theoretical  purposes,  it  wonld  be  best  to 
include  them :  but  if  they  are  included  in  the  national  dividend,  the  efforts  and 
the  material  wealth  which  are  their  sources  must  be  counted  as  part  of  the  labour 
and  capital  which  are  agents  of  production;  and  the  services  and  the  benefits 
themselves  most  be  counted  as  earnings  of  labour  or  interest  on  capital  as  the 
case  may  be.  It  wiU  be  recollected  that  in  Book  ii.  Ch.  iv.,  the  standard  delimita- 
tions of  Capital  and  Income  were  chosen  specially  with  reference  to  this  their 
most  important  use. 

It  is  to  be  understood  that  the  excess  of  profits  over  interest  is  here  provi- 
sionally reckoned  among  earnings,  subject  to  a  stricter  analysis  at  a  later  stage. 
Speaking  broadly,  taxes  may  be  regarded  as  those  parts  of  the  national  dividend 
which  the  community  elects  to  devote  to  the  expenses  of  Government ;  the  share 
of  taxes  which  the  merchant  pays  may  be  regarded  as  coming  out  of  his  profits, 
those  which  the  working-man  pays  as  coming  out  of  his  wages ;  and  so  on.  There 
are,  however,  some  cases  in  which  it  is  convenient  to  regard  taxes  as  a  distinct 
share  of  the  Dividend ;  and  to  regard  the  other  shares  as  modified  accordingly. 


CHAPTER  II. 

PKELIMINART  SUEVET  OF  DISTHIBUTION  AND  EXCHANGE, 
CONTINUED. 

BOOK  VI.  §  1.     Ricardo  and  the  able  business  men  who  followed  in 

"  his  wake  were  familiar  with  such  facts  as  those  which  we 

and^hu  l^^^e  been   considering.      But  they  took   the   operation  of 

followers  demand  too  ..much  for  granted  as  a  thing  which  did   not 

familiar  need  to  be  explained:   they  did  not  emphasize  it,  nor  did 

action  of  they  make  clear  the  important  position  which  it  really  holds 

rabetihi"'  ^^  their  doctrine  of  value,  and  did  not  even  trouble  them- 

tion,  bnt  selves  to  work  out  its  more  remote  results.     And  they  seem 

they  laid  .  "^ 

insufficient  to  have  been  rightly  guided  by  their  intuitions,  when  they 
the  side  of  Silently  determined  that  the  forces  of  supply  were  those,  the 
^mand;  g^^jy  Qf  ^hich  was  the  more  urgent  and  involved  the  greater 
*"  "i?         difficulty.    But  it  must  be  confessed  that  their  partial  neglect 

reaction  ■'  ... 

too  ex-       of  the  forces  of  demand  has  given  occasion  to  much  confusion, 

importance  and  has  obscured  important  truths.     And  in  the  reaction,  as 

assigned     "^^  have  just  seen,  too  much  insistence  has  been  laid  on  the 

'°>'-  fact  that  the  earnings  of  every  agent  of  production  come 

from,  and  are  for  the  time  mainly  governed  by  the  value  of 

the  product  which  it  takes  part  in  producing;  its  earnings 

being  so  far  governed  on  the  same  principle  as  the  rent  of 

land.     And  some  have  even  thought  it  possible  to  constitute 

a  complete  theory  of  Distribution  out  of  multifold  applications 

of  the  law  of  rent.     But  they  will  not  reach  to  that  end. 

When  we  inquire  what  it  is  that  determines  the  marginal 
efficiency  of  a  factor  of  production,  whether  it  be  any  kind  of 
labour  or  material  capital,  we  find  that  the  immediate  solu- 
tion requires  a  knowledge  of  the  available  supply  of  that 
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factor ;  and  that  the  ultimate  sohition  requires  a  knowledge   book  ti. 
also  of  the  causes  that  determine  that  supply.     The  nominal     ° 
value  of  everything,  whether  it  be  a  particular  kind  of  labour  ' 
or  capital  or  anything  else,  rests,  like  the  keystone  of  an  arch, 
balanced  in  equilibrium  between  the  contending  pressures  of 
its  two  opposing  sides;  the  forces  of  demand  press  on  the 
one  side,  and  those  of  supply  on  the  other. 

The  production  of  everything,  whether  an  agent  of  pro-  The 
duction  or  a  commodity  ready  for  immediate  consumption,  is  and  prices 
carried  forward  up  to  that  limit  or  margin  at  which  there  is  ^yeral 
equilibrium  between  the  forces  of  demand  and  supply.     The  "gents  of 

.  ,  prodnction 

amount  of  the  thmg  and  its  price,  the  amounts  of  the  several  motmUiy 
factors  or  agents  of  production  used  in  making  it,  and  their  one 
prices — all  these  elements  mutually  determine  one  another,  »"°'''*"^- 
and  if  an  external  cause  should  alter  any  one  of  them  the 
effect  of  the  disturbance  extends  to  all  the  others. 

In  the  same  way,  when  several  balls  are  lying  in  a  bowl.  Parallel 
they  mutually  determine  one  another's  positions ;  and  again  from 
when  a  heavy  weight  is  suspended  by  several  elastic  strings  P^y*'"^- 
of  dififerent  strengths  and  lengths  attached  to  dififerent  points 
in  the  ceiling,  the  equilibrium  positions  of  all  the  strings  and 
of  the  weight  mutually  determine  one  another.     If  any  one 
of  the  strings  that  is  already  stretched  is  shortened,  every- 
thing else  will  change  its  position,  and  the  length  and  the 
tension  of  every  other  string  will  be  altered  also. 

And  though  (if  we  neglect  certain  elements  of  prime  cost) 
the  earnings  of  each  agent  are  for  the  time  of  the  nature 
of  a  rent:  yet  those  earnings  react  on  the  supply  of  the 
agent;  and  therefore  on  the  amount  and  therefore  on  the 
value  of  the  produce  raised  by  it;  and  therefore  on  the 
demand  for  the  agent  itself,  and  therefore  on  its  earnings, 
and  thus  the  chain  of  reciprocal  influences  is  complete.  But 
the  doctrine  of  rent,  properly  so  called,  relates  to  those  agents 
of  production  of  which  the  supply  cannot  be  increased,  and 
is  unaffected  by  the  earnings  to  be  gained  by  increasing  the 
supply.  And  those  earnings  of  agents  of  production  which 
we  have  called  quasi-rents,  because  they  are  mainly  governed 
for  short  periods  by  the  value  of  the  products,  are  governed 
ultimately  by  the  laws  of  supply  at  least  as  much  as  by  the 
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BOOK  Ti.    laws  of  demand.     To  make  this  clear,  it  will  be  well  to  turn 
'        back  and  recall  the  substance  of  our  studies  of  the  supply  of 
the  agents  of  production  in  Books  Iv.  and  V. 
Influence  §  2.     We   have   seen   that   the  effective  supply  of  any 

mnnerBtion  agent  of  production  at  any  time  depends  firstly  on  the  stock 
dividuai'B  of  it  in  existence,  and  secondly  on  the  willingness  of  those, 
to  woriL.*^*  ^"^  whose  charge  it  is,  to  apply  it  in  production.  This 
willingness  is  not  decided  simply  by  the  immediate  return 
which  is  expected;  though  there  may  be  a  lower  limit,  which 
in  some  cases  may  be  described  as  a  prime  cost,  below  which 
no  work  will  be  done  at  all.  A  manufacturer  for  instance 
has  no  hesitation  in  declining  to  put  his  machinery  in 
motion  for  an  order  that  will  not  cover  the  extra  direct 
money  outlay  caused  by  the  work,  together  with  the  actual 
wear  and  tear  of  the  machinery ;  while  there  are  somewhat 
similar  considerations  with  regard  to  the  wear  and  tear  of  the 
worker's  own  strength  and  to  the  fatigue  and  other  discom- 
modities of  his  work.  And,  though  for  the  present  we  are  con- 
cerned with  cost  and  remuneration  under  normal  conditions 
rather  than  with  the  direct  cost  to  the  individual  of  any  par- 
ticular piece  of  work  that  he  does;  yet  it  may  be  well  to 
make  a  short  statement  about  them  here  in  order  to  avoid 
misconceptions'. 
Sometimes  It  has  already  been  noticed"  that  when  a  man  is  fresh  and 
nefation"  eager,  and  doing  work  of  his  own  choice,  it  really  costs  him 
8npOT-°^'  nothing.  For  as  some  socialists  have  urged  with  pardonable 
fluous,  exaggeration,  few  people  know  how  much  they  enjoy  mode- 
rate work,  till  something  occurs  to  prevent  them  from 
working  altogether.  But  rightly  or  wrongly,  most  persons 
believe  that  the  greater  part  of  the  work  which  they  do, 
when  earning  their  living,  yields  them  no  surplus  of  pleasure ; 
but  on  the  contrary  costs  them  something.  They  are  glad 
when  the  hour  for  stopping  arrives:  perhaps  they  forget  that 
the  earlier  hours  of  their  work  have  not  cost  them  as  much 
as  the  last :  they  are  rather  apt  to  think  of  nine  hours'  work 
as  costing  them  nine  times  as  much  as  the. last  hour;  and 
it  seldom  occurs  to  them  to  think  of  themselves  as  reaping 

'  Especially  in  view  of  some  recent  discussions  in  Austria  and  America. 

2  Bee  Book  i.  Ch.  v.  §  8,  Boolt  n.  Ch.  m.  §  2,  and  Book  iv.  Cli.  i.  §  2,  and  Ch.  xi.  §  1. 
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a  producer's  surplus  or  rent,  through  being  paid  for  every  bookti. 
hour  at  a  rate  sufficient  to  compensate  them  for  the  last,  and  "  ' 
most  distressing  hour'. 

The  longer  a  man  works,  or  even  is  on  duty,  the  greater  but 
is  his  desire  for  a  respite,  unless  indeed   he   has  become  uiough  not 
numbed  by  his  work ;   while  every  hour's  additional  work  ^^^^ci 
gives  him  more  pay,  and  brings  him  nearer  to  the  stage  at  remnnera- 
which  his  most  urgent  wants  are  satisfied ;  and  the  higher  stimniates 
the  pay,  the  sooner  this  stage  is  reached.     It  depends  then  creased 
on  the  individual,  whether  with  growing  pay  new  wants  arise,  ^^®'*''°''^- 
and  new  desires  to  provide  comforts  for  others  or  for  himself 
in  after  years ;  or  he  is  soon  satiated  with  those  enjoyments 
that  can  be  gained  only  by  work,  and  then  craves  more  rest,  and 

^  Becent  discossions  on  the  eight  hours  day  have  often  turned  very  little  on 
the  fatigue  of  labour ;  for  indeed  there  is  much  work  in  which  there  is  so 
little  exertion,  either  physical  or  mental,  that  what  exertion  there  is  counts 
rather  as  a  relief  from  ennui  than  as  fatigue.  A  man  is  on  duty,  bound  to  be 
ready  when  wanted,  but  perhaps  not  doing  an  honr's  actual  work  in  the  day ;  and 
yet  he  will  object  to  very  long  hours  of  duty  because  they  deprive  his  life  of 
variety,  of  opportunities  for  domestic  and  social  pleasures,  and  perhaps  of 
comfortable  meals  and  rest. 

If  a  man  is  free  to  cease  his  work  when  he  likes,  he  does  so  when  the  advan- 
tages to  be  reaped  by  continuing  seem  no  longer  to  over-balance  the  disadvantages. 
If  he  has  to  work  with  others,  the  length  of  his  day's  work  is  often  fixed  for  him ; 
and  in  some  trades  the  number  of  days'  work  which  he  does  in  the  year  is  practically 
fixed  for  him.  But  there  are  scarcely  any  trades,  in  which  the  amount  of  exertion 
which  he  puts  into  his  work  is  rigidly  fixed.  If  he  be  not  able  or  willing  to  work  up 
to  the  minimum  standard  that  prevails  where  he  is,  he  can  generally  find  employment 
in  another  locality  where  the  standard  is  lower ;  while  the  standard  in  each  place  is 
set  by  the  general  balancing  of  the  advantages  and  disadvantages  of  various  in- 
tensities of  work  by  the  industrial  populations  settled  there.  The  cases  therefore 
in  which  a  man's  individual  volition  has  no  part  in  determining  the  amount  of 
work  he  does  in  a  year,  are  aa  exceptional  as  the  cases  in  which  a  man  has  to  live  in 
a  house  of  a  size  widely  difierent  from  that  which  he  prefers,  because  there  is  none 
other  available.  It  is  true  that  a  man  who  would  rather  work  eight  hours  a  day 
than  nine  at  the  same  rate  of  tenpence  an  hour,  bat  is  compelled  to  work  nine  hours 
or  none,  suffers  a  loss  from  the  ninth  hour,  or  reaps  a  negative  rent  from  it ;  and 
that  in  such  cases  one  must  take  the  day  as  the  unit.  But  the  general  law  of  costs 
is  not  disturbed  by  this  fact,  any  more  than  the  general  law  of  utility  is  disturbed 
by  the  fact  that  a  concert  or  a  cup  of  tea  has  to  be  taken  as  a  unit :  and  that  a 
person  who  would  rather  pay  five  shillings  for  half  a  concert  than  ten  for  a  whole, 
or  twopence  for  half  a  cup  of  tea  than  fourpence  for  a  whole  cup,  incurs  a  loss  on 
the  second  half.  There  seems  therefore  to  be  no  good  foundation  for  the  sugges- 
tion made  by  Prof.  v.  Biihm-Bawerk  {The  Ultimate  Standard  of  Value,  §  rv. 
published  in  the  Zeitschrift  fur  Volkawirtachaft,  vol.  n.  and  again  in  the  Amials 
of  American  Academy ,  vol.  v.),  that  VEklue  must  be  determined  generally  by  demand, 
without  direct  reference  to  cost,  because  the  effective  supply  of  labour  is  a  fixed 
quantity. 

M.  38 
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more  opportunities  for  activities  that  are  themselves  pleasur- 
able. No  universal  rule  can  be  laid  down;  but  experience 
seems  to  show  that  the  more  ignorant  and  phlegmatic  of 
races  and  of  individuals,  especially  if  they  live  in  a  southern 
clime,  will  stay  at  their  work  a  shorter  time,  and  will  exert 
themselves  less  while  at  it,  if  the  rate  of  pay  rises  so  as  to 
give  them  their  accustomed  enjoyments  in  return  for  less  work 
than  before.  But  those  whose  mental  horizon  is  wider,  and 
who  have  more  firmness  and  elasticity  of  character,  will  work 
the  harder  and  the  longer  the  higher  the  rate  of  pay  which 
is  open  to  them ;  unless  indeed  they  prefer  to  divert  their 
activities  to  higher  aims  than  work  for  material  gain.  But 
this  point  will  need  to  be  discussed  more  fully  under  the  head 
of  the  influence  of  progress  on  value'. 

§  3.  When  however  we  turn  from  the  immediate  influence 
exerted  by  a  rise  in  wages  on  the  work  done  by  an  individual 
to  its  ultimate  effect  after  a  generation  or  two,  the  result  is 
less  uncertain.  It  is  indeed  true  that  a  permanent  increase 
of  prosperity  is  quite  as  likely  to  raise  as  to  lower  the  birth- 
rate ;  though  a  temporary  improvement  will  give  a  good  many 
young  people  the  opportunity  to  marry  and  set  up  house,  for 
which  they  have  been  waiting.  But  on  the  other  hand,  an 
increase  of  wages  is  almost  certain  to  diminish  the  death-rate, 
unless  it  has  been  obtained  at  the  price  of  the  neglect  by 
mothers  of  their  duties  to  their  children.  And  the  case  is 
much  stronger  when  we  look  at  the  influence  of  high  wages 
on  the  physical  and  mental  vigour  of  the  coming  generation. 

For  each  grade  of  work  there  is  a  certain  consumption 

'  See  Ch.  zn.  Bod  harvests,  war  prices,  and  conrolsions  of  credit  have  at 
varions  times  compelled  some  workers,  men,  women  and  children,  to  over-work 
themselves.  And  cases  of  ever-increasing  exertion  in  retnm  for  a  constantly 
sinking  wage,  thongh  not  as  nnmerons  now  as  is  often  alleged,  have  not  been  very 
rare  in  past  times.  They  may  be  compared  with  the  exertions  of  a  failing  firm 
to  secnre  some  retnm  for  their  outlay  by  taking  contracts  at  little  more  than 
enongh  to  recompense  them  for  their  prime,  or  special  and  direct  cost.  And  on 
the  other  hand  almost  every  age,  onr  own  perhaps  less  than  most  others,  has  stories 
of  people  who  in  a  sudden  burst  of  prosperity,  have  contented  themselves  with  the 
wages  to  be  earned  by  very  little  work,  and  have  thus  contributed  to  bring  the 
prosperity  to  a  close.  But  such  matters  must  be  deferred  till  after  a  study  of 
commercial  fluctuations.  In  ordinary  times  the  artisan,  the  professional  man  or 
the  capitalist  undertaker  decides,  as  an  individual  or  as  a  member  of  a  trade 
association,  what  is  the  lowest  price  against  which  he  will  not  strike. 
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which  is  strictly  speaking  necess£^iJM|^&ise^that  if  any  of  book  ti. 
it  is  curtailed  the  work  canfiot;-jjM|^ye^tently :  the  adults  " 
might  indeed  take  good  care  of  themse'lv^  at  the  expense  of 
their  children,  but  that  would  only  defer  the  decay  of  effici- 
ency for  one  generation.  Further  there  are  conventional 
necessaries,  which  are  so  strictly  demanded  by  custom  and 
habit,  that  in  fact  people  generally  would  give  up  much  of 
their  necessaries  strictly  so  called  rather  than  go  without  the 
greater  part  of  these.  Thirdly  there  are  habitual  comforts, 
which  some,  though  not  all,  would  not  entirely  relinquish  even 
when  hardly  pressed.  Many  of  these  conventional  necessaries 
and  customary  comforts  are  the  embodiment  of  material  and 
moral  progress.  Their  extent  varies  from  age  to  age  and 
place  to  place ;  and  with  its  variations  there  is  a  corre- 
sponding but  inverse  variation  in  the  extent  to  which  man, 
himself  always  the  sole  end  of  all  production,  is  also  an 
economical  agent  of  production. 

Any  increase  in  consumption  that  is  strictly  necessary  to  The 
efficiency  pays  its  own  way  and  adds  to,  as  much  as  it  draws  labour  ° 
from,  the  national  dividend.     But  an  increase  of  consumption,  "p^^g 
that  is  not  thus  necessary,  can  be  afforded  only  through  an  loiokly  to 

•'  11  thedemand 

mcrease  m  man  s  command  over  nature :  and  that  can  come  for  it  when 
about    through    advance    in   knowledge    and    the    arts    of  no  great 
production,    through   improved   organization   and   access   to  t^e^n 
larger  and  richer  sources  of  raw  material,  and  lastly  through  tilings  that 
the  arrowth  of  capital  and  the  material  means  of  attaining:  necessary 

T     .      I         ■,     ■  n  for  efficient 

desired  ends  in  any  lorm.  work. 

Thus  the  question  how  closely  the  supply  of  labour 
responds  to  the  demand  for  it,  is  in  a  great  measure  resolved 
into  the  question  how  great  a  part  of  the  present  consumption 
of  the  people  at  large  consists  of  necessaries,  strictly  so  called, 
for  the  life  and  efficiency  of  young  and  old ;  how  much  consists 
of  conventional  necessaries  which  theoretically  could  be  dis- 
pensed with,  but  practically  would  be  preferred  by  the  majority 
of  the  people  to  some  of  those  things  that  were  really  necessary 
for  efficiency ;  and  how  much  is  really  superfluous  regarded 
as  a  means  towards  production,  though  of  course  part  of  it 
may  be  of  supreme  importance  regarded  as  an  end  in  itself 

The  earlier  French  and  English  economists,  as  we  noted 

38—2 
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at  the  beginning  of  this  chapter,  classed  nearly  all  con- 
sumption under  the  first  head.  They  did  so,  partly  for 
simplicity,  and  partly  because  the  working  classes  were  then 
poor  in  England  and  very  poor  in  France,  and  they  inferred 
that  the  supply  of  labour  would  correspond  to  changes  in  the 
effective  demand  for  it  in  the  same  way,  though  of  course 
not  quite  as  fast  as  that  of  machinery  would.  And  an 
answer  not  very  different  from  theirs  must  be  given  to  the 
question  with  regard  to  the  less  advanced  countries  even  now: 
for  throughout  the  greater  part  of  the  world  the  working 
classes  can  afford  but  few  luxuries  and  not  even  many  con- 
ventional necessaries;  and  any  increase  in  the  demand  for 
them  made  by  the  other  agents  of  production  would  result  in 
so  great  an  increase  of  their  numbers  as  to  bring  down  their 
earnings  quickly  to  nearly  the  old  level  at  their  mere 
expenses  of  rearing.  Over  a  great  part  of  the  world  wages 
are  governed,  nearly  after  the  so-called  iron  or  brazen  law, 
which  ties  them  close  to  cost  of  rearing,  and  sustaining 
a  rather  inefficient  class  of  labourers. 

As  regards  the  modem  western  world  the  answer  is 
materially  different ;  so  great  has  been  the  recent  advance  in 
knowledge  and  freedom,  in  vigour  and  wealth,  and  in  the 
easy  access  to  rich  distant  fields  for  the  supply  of  wealth  and 
raw  material.  But  it  is  still  true  even  in  England  to-day 
that  much  the  greater  part  of  the  consumption  of  the  main 
body  of  the  population  conduces  to  sustain  life  and  vigour ; 
not  perhaps  in  the  most  economical  manner,  but  yet  without 
any  great  waste.  Doubtless  some  indulgences  are  positively 
harmful ;  but  these  are  diminishing  relatively  to  the  rest'. 
Most  of  that  expenditure  which  is  not  strictly  economical  as 
a  means  towards  efficiency,  yet  helps  to  form  habits  of  ready 
resourceful  enterprise,  and  gives  that  variety  to  life  without 
which  men  become  dull  and  stagnant,  and  achieve  little 
though  they  may  plod  much ;  and  it  is  well  recognized  that 
even  in  western  countries  skilled  labour  is  generally  the 
cheapest  where  wages  are  the  highest.  It  may  be  admitted 
that  the  industrial  development  of  Japan  is  tending  to  show 
that  some  of  the  more  expensive  conventional  necessaries 

1  The  chief  exception  perhaps  being  that  of  gambUng. 
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might  conceivably  be  given  up  without  a  corresponding  bookvi. 
diminution  of  efficiency :  but,  though  this  experience  may  be  " 
fruitful  of  far-reaching  results  in  the  future,  yet  it  has  little 
bearing  on  the  past  and  the  present.  It  remains  true  that, 
taking  man  as  he  is,  and  has  been  hitherto,  in  the  western 
world  the  earnings  that  are  got  by  efficient  labour  are  not 
much  above  the  lowest  that  are  needed  to  cover  the  expenses 
of  rearing  and  training  efficient  workers,  and  of  sustaining  and 
bringing  into  activity  their  full  energies'. 

We  conclude  then  that  an  increase  of  wages,  unless  earned  General 
under  unwholesome  conditions,  almost  always  increases  the 
strength,  physical,  mental  and  even  moral  of  the  coming 
generation ;  and  that,  other  things  being  equal,  an  increase 
in  the  earnings  that  are  to  be  got  by  labour  increases  its  rate 
of  growth ;  or,  in  other  words,  a  rise  in  its  demand  price  in- 
creases the  supply  of  it.  If  the  state  of  knowledge,  and  of 
social  and  domestic  habits  be  given;  then  the  vigour  of 
the  people  as  a  whole  if  not  their  numbers,  and  both  the 
numbers  and  vigour  of  any  ti-ade  in  particular,  may  be  said 
to  have  a  supply  price  in  this  sense,  that  there  is  a  certain 
level  of  the  demand  price  which  will  keep  them  stationary ; 
that  a  higher  price  would  cause  them  to  increase,  and  that 
a  lower  price  would  cause  them  to  decreased 

Thus  demand  and  supply  exert  co-ordinate  influences  on  The 
wages ;  neither  has  a  claim  to  predominance ;  any  more  than  of  ^^nd 
has,  to  use  an  old  simile  once  more,  either  blade  of  a  pair  of  ""^  supply 

'  .  '  "on  wages 

scissors,  or  either  pier  of  an  arch.     Wages  tend  to  equal  the  are  co- 

ordinate. 

1  On  all  locomotiTes  there  is  some  brass  or  copper  work  designed  partly  for 
ornament,  and  which  could  be  omitted  or  displaced  withont  any  loss  to  the 
e£Sciency  of  the  steam-engine.  Its  amoimt  does  in  fact  vary  with  the  taste  of  the 
officials  who  select  the  patterns  for  the  engines  of  different  railways.  Bnt  it 
might  happen  that  custom  required  a  great  deal  of  such  expenditure  of  a  definite 
character:  that  the  custom  would  not  yield  to  argument,  and  that  the  railway 
companies  could  not  venture  to  offend  against  it.  In  that  case,  when  dealing 
with  periods  during  which  the  custom  ruled,  we  should  have  to  include  the  cost  of 
that  ornamental  metal  work  in  the  cost  of  producing  a  certain  amount  of  loco- 
motive horse-power,  on  the  same  level  with  the  cost  of  the  piston  itself.  And 
there  are  many  practical  problems,  especially  such  as  relate  to  periods  of  but 
moderate  length,  in  which  conventional  and  real  necessaries  may  be  placed  on 
nearly  the  same  footing. 

'  This  sentence  is  repeated  with  the  requisite  corrections  (see  the  Cori-igenda) 
from  p.  301. 
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— '     which  rules  their  demand  price ;  and  wages  tend  to  retain  a 

close  though  indirect  and  intricate  relation  with  the  cost  of 

rearing,  training  and  sustaining  the  energy  of  efficient  labour. 

The  various  elements  of  the  problem  mutually  determine  (in 

the  sense  of  governing)  one  another;  and  incidentally  this 

secures  that  supply-price  and  demand-price  tend  to  equality : 

wages  are  not  governed  by  demand-price  nor  by  supply-price, 

but  by  the  whole  set  of  causes  which  govern  demand  and 

supply'. 

The  §  4.     In  the  last  section   we   spoke   frequently  of  the 

general      general  rate  of  wages,  or  of  the  wages  of  labour  in  general. 

wage^        Such  phrases  are  convenient  in  a  broad  view  of  distribution, 

Sfflonities  ^^^  especially  when  we  are  considering  the  geoeral  relations 

of  capital  and  labour.     But  in  fact  there  is  no  such  thing 

in  modern  civilization  as  a  general  rate  of  wages.     Each  of 

a  hundred  or  more  groups  of  workers   has  its  own  wage 

problem,  its  own  set  of  special  causes,  natural  and  artificial, 

controlling  the  supply  price,  and  limiting  the  number  of  its 

members ;  each  has  its  own  demand  price  governed  by  the 

need  that  other  agents  of  production  have  of  its  services. 

There  are  The  case  is  rather  different  with  regard  to  capital  in 

bat  less      general.     It  is  true  that  some  forms  of  capital  are  more 

bfthe''"'^  narrowly  specialized  than  any  forms  of  labour,  and  that  they 

phrase       are  even  more  liable  to  violent  variations  of  value  in  conse- 

a  general 

rate  of  quence  of  economic  changes.  But  those  individuals,  who  ai-e 
most  affected  by  such  changes,  are  those  whose  special  role  it 
is  to  bear  the  brunt  of  economic  vicissitudes  and  risks  and  to 
gain  in  the  long  run  by  doing  so;  and  important  as  they 
are   for   subsequent    stages   of  our    inquiry,   they    may    be 

1  The  reiteration  in  this  section  baa  seemed  to  be  unavoidable  iu  consoqnence 
of  the  misonderstandings  of  the  main  argument  of  the  present  Book  by  various 
critics;  among  whom  must  be  included  even  the  acute  Prof.  v.  Bbhm-Bawerk.  For 
in  the  article  recently  quoted  (see  especially  Section  v.),  ho  seems  to  hold  that  a  self- 
contradiction  is  necessarily  involved  in  the  belief  that  wages  correspond  both  to 
the  net  product  of  labour  and  also  to  the  cost  of  rearing  and  training  labour  and 
sustaining  its  e£9ciency  (or,  more  shortly,  though  less  appropriately,  the  cost  of 
production  of  labour).  On  the  other  hand  the  mutual  interactions  of  the  chief 
economic  forces  are  set  forth  in  an  able  article  by  Prof.  Carver  on  The  theory  of 
wageB  adjusted  to  recent  theonea  of  value  in  the  Quarterly  Journal  of  Economics 
for  July  1894. 
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neglected  just  now.     No  social  or  economic  issue,  that  is    bookvi. 
vital  for  our  immediate  purpose,  is  confused  by  ignoring  the         " 
influence  of  economic  change  on  the   relative    values   of 
different  kinds  of  machinery  and  so  on. 

The  flow  of  investment  of  resources  for  future  needs 
consists  of  two  streams.  The  smaller  consists  of  new 
additions  to  the  accumulated  stock:  the  larger  merely 
replaces  that  which  is  destroyed ;  whether  by  immediate 
consumption,  as  in  the  case  of  raw  material,  fuel,  etc. ;  by 
wear  and  tear,  as  in  that  of  railway  irons;  by  the  lapse  of 
time,  as  in  that  of  a  thatched  roof  or  a  trade  directory ;  or  by 
all  these  combined.  The  annual  flow  of  this  second  stream 
is  probably  not  less  than  a  quarter  of  the  total  stock  of  capital, 
even  in  a  country  in  which  the  prevailing  forms  of  capital  are 
as  durable  as  in  England.  It  is  therefore  not  unreasonable  to 
assume  for  the  present  that  the  owners  of  capital  in  general 
have  been  able  in  the  main  to  adapt  its  forms  to  the  normal 
conditions  of  the  time,  so  as  to  derive  as  good  a  net  income 
from  their  investments  in  one  way  as  another.  On  that 
supposition  we  may  speak  of  capital  in  general  as  being 
accumulated  under  the  expectation  of  a  certain  net  interest 
which  is  the  same  for  all  its  forms'. 

But  we  must  recollect  that  we  can  properly  speak  of  the  The  rate 

p.,,of  interest 

rate  of  interest  on  any  save  new  investments  oi  capital  only  applies 
in  a  very  limited  sense.     For  instance,  we  may  perhaps  esti-  n™i/.  ° 
mate  that  a  trade  capital  of  some  seven  thousand  millions  ^Jy™  the^ 
is  invested  in  the  different  trades  of  this  country  at  about  value  of 
three  per  cent,  net  interest.     But  such  a  method  oi  speak-  ments  is 
ing,  though  convenient  and  justifiable  for  many  purposes,  by^helr 

earnings. 
'  As  Prof.  Clark  says,  the  second  stream  may  be  regarded  from  two  points  of 

view.    First  there  is  something  permanent,  a  body  of  "  pore  capital "  to  nse  his 

phrase,  like  the  permanent  body  of  a  waterfall;  and  secondly  there  are  the 

particular  machines,  raw  material  &c.,  which  are  ever  coming,  passing  away  and 

being  replaced,  like  the  particular  drops  of  water  that  pass  through  the  permanent 

faU. 

Among  the  questions  which  are  here  left  on  one  side  for  future  study  are  the 

way  in  which  the  net  interest  of  capital  is  to  be  distinguished  not  only  from  gross 

profits  but  from  much  that  is  frequently  reckoned  under  the  head  of  interest, 

though  it  really  contains  elements  of  earnings  of  management  and  insurance 

against  risk ;  and  again  how  changes  in  the  general  purchasing  power  of  money 

cause  the  net  interest  that  is  really  being  earned  by  capital  to  be  sometimes 

higher  than  it  appears  and  sometimes  lower. 


600 


PRELIMINAKT  StTRVET  OF  DISTEIBUTION  AND  EXCHANQB. 


BOOK  YI. 
CH.  II. 


Summary 
of  earlier 
con- 
clusions. 


The  rate  of 
interest  is 
determined 
in  the  long 
run  by 
the  two 
sets  of 
forces  of 
supply  and 
demand  re- 
spectively. 


is  not  accurate.  What  ought  to  be  said  is  that,  taking 
the  rate  of  net  interest  on  the  marginal  investments,  or 
on  the  investments  of  new  capital  in  each  of  those  trades, 
to  be  about  three  per  cent.,  then  the  aggregate  net  income 
rendered  by  the  whole  of  the  trade-capital  invested  in  the 
various  trades  is  such  that,  if  capitalized  at  33  years'  purchase 
(that  is  on  the  basis  of  interest  at  three  per  cent.),  it  would 
amount  to  some  seven  thousand  million  pounds.  For  the 
capital  already  invested  in  improving  land  and  erecting 
buildings,  and  in  making  railways  and  machinery,  has  its 
value  determined  by  the  net  income  (or  quasi-rent)  which  it 
will  produce :  and  if  its  prospective  income-yielding  power 
should  diminish,  its  value  would  fall  accordingly  and  would 
be  the  capitalized  value  of  that  smaller  income  after  allowing 
for  depreciation*. 

We  have  seen"  how  the  accumulation  of  wealth  is  governed 
by  a  great  variety  of  causes:  by  custom,  by  habits  of 
self-control  and  of  realizing  the  future,  and  above  all  by  the 
power  of  family  affection :  security  is  a  necessary  condition 
for  it,  and  the  progress  of  knowledge  and  intelligence  furthers 
it  in  many  ways.  But  though  affected  by  many  causes  other 
than  the  rate  of  interest ;  and  though  the  rate  of  saving  of 
many  people  is  but  little  affected  by  the  rate  of  interest, 
while  a  few  who  have  determined  to  secure  an  income  of  a 
certain  fixed  amount  for  themselves  or  their  family  will  save 
less  with  a  high  rate  than  with  a  low  rate  of  interest ;  yet  a 
strong  balance  of  evidence  seems  to  rest  with  the  opinion 
that  a  rise  in  the  rate  of  interest,  or  demand  price  for  saving, 
tends  to  increase  the  volume  of  saving. 

Thus  then  interest,  being  the  price  paid  for  the  use 
of  capital  in  any  market,  tends  towards  an  equilibrium  level 
such  that  the  aggregate  demand  for  capital  in  that  market, 
at  that  rate  of  interest,  is  equal  to  the  aggregate  stock  forth- 
coming there  at  that  rate.  If  the  market,  which  we  are  con- 
sidering, is  a  small  one — say  a,  single  town,  or  a  single  trade 
in  a  progressive  country — an  increased  demand  for  capital  in 


1  The  same  result  is  of  course  got  by  aggregating  the  discounted  values  of  all 
its  probable  future  net  incomes  on  the  plan  discussed  in  Bk.  v.  Ch.  iv.  §  2. 

2  Book  IV.  Ch.  vn.,  summarized  in  §  10. 
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it  will  be  promptly  met  by  an  increased  supply  drawn  bookti. 
from  surrounding  districts  or  trades.  But  if  we  are  con-  " 
sidering  the  whole  world,  or  even  the  whole  of  a  large 
country  as  one  market  for  capital,  we  cannot  regard  the 
aggregate  supply  of  it  as  altered  quickly  and  to  a  consider- 
able extent  by  a  change  in  the  rate  of  interest.  For  the 
general  fund  of  capital  is  the  product  of  labour  and  waiting ; 
and  the  extra  work,  and  the  extra  waiting,  to  which  a  rise  in 
the  rate  of  interest  would  act  as  an  incentive,  would  not 
quickly  amount  to  much  as  compared  with  the  work  and 
waiting,  of  which  the  total  existing  stock  of  capital  is  the 
result.  An  extensive  increase  in  the  demand  for  capital 
in  general  will  therefore  be  met  for  a  time  not  so  much  by 
an  increase  of  supply,  as  by  a  rise  in  the  rate  of  interest ; 
which  will  cause  capital  to  withdraw  itself  partially  from 
those  uses  in  which  its  marginal  utility  is  lowest.  It  is  only 
slowly  and  gradually  that  the  rise  in  the  rate  of  interest  will 
increase  the  total  stock  of  capital. 

5  5.     Land,  by  which  is  here  meant  all  those  agents  ofi-afiiso? 

■'  '      •'  .  ...       a  different 

production  which  are  supplied  freely  by  nature  in  quantities  footing 
less  than  man   needs,  is  on  a  different  footing  from  man  agents  of 
himself  and  those  agents  of  production  which  are  made  by  fo^^e 
man ;  among  which  are  included  improvements  made  by  him  ^7^^*^ 
on  the  land  itself.     For  while  the   supplies   of  all   other  chapter, 
agents  of  production  respond  in  various  degrees  and  various 
ways  to  the  demand  for  their  services,  land  makes  no  such 
response.     Thus  if  the  earnings  of  any  class  of  labour  rise, 
a   compensatory  action   tends   to   increase   its  numbers,  or 
efficiency,  or  both ;   and,  if  not  to  lower  again  its  rate  of 
earnings  per  head,  yet  at  least  to  enable  them  to  be  paid 
from  an  increased  national  dividend,  and  not  at  the  expense 
of  other  agents  of  production.     And  the  same  is  true  as 
regards  capital:  but  it  is  not  true  as  regards  land.     While 

'  It  is  not  necessary  to  repeat  here  th^  discussion  of  the  difficnlties  which 
snrromid  any  attempt  to  separate  practically  the  "inherent"  properties  of  the 
land  in  an  old  country  from  those  which  it  has  derived  from  man's  action  (see 
Book  iv.  Cb.  II.  §  1) :  nor  to  dwell  on  the  special  circamstances  of  land  in  a  new 
conntry,  in  which  the  cultiTator  may  obtain  land  not  from  another  cultivator,  bnt 
direct  from  natnre  herself,  and  in  which  therefore  the  rent  of  land  has  not  yet 
acquired  its  special  features  (see  Book  v.  Ch.  ix.  §  1). 
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_!_■     other  agents  of  production,  is  subject  to  those  influences 

which  were  discussed   towards   the   end   of  the  preceding 

chapter;  it  is  not  subject  to  those  which  have  been  brought 

into  the  reckoning  in  the  present  discussion. 

It  shares  Land  shares  the  influences  of  the  laws  of  demand  and  of 

agents        substitution  which  were  discussed  in  the  last  chapter,  because 

influences    *^®  existing  stock  of  it,  like  the  existing  stock  of  capital 

^"n  "d™  ^^  °^  labour  of  any  kind,  tends  to  be  shifted  from  one  use  to 

in  the  last  another  till  nothing  could  be  gained  for  production  by  any 

further  shifting.     For  indeed,  as  we  have  seen,  a  manufacturer 

or  a  cultivator,  owning  both  land  and  buildings  (or  any  other 

plant),  regards  the  two  as  bearing  similar  relations  to  his 

business.     Either  will  afford  him  aid  and  accommodation  at 

first  liberally  and  afterwards  with  diminishing  return  as  he 

endeavours  to  force  more  and  more  from  them ;  till  at  last 

he  will  doubt  whether  the  overcrowding  of  his  workshops  or 

his  storerooms  is  not  so  great  a  source  of  trouble  that  it  would 

answer  his  purpose  to  save  by  obtaining  more  space.     And 

when  he  comes  to  decide  whether  to  obtain  that  space  by 

taking  in  an  extra  piece  of  land  or  by  building  his  factory  a 

floor  higher,  he  weighs  the  net  product  of  more  capital  applied 

in  building  against  the  net  product  of  more  land;  just  as  he 

might  weigh  it  against  the  net  product  of  any  other  agent  of 

production.    Land  is  in  short  but  a  particular  form  of  capital 

from  the  point  of  view  of  the  individual  manufacturer'. 

And  the  same  is  substantially  true  of  the  individual 
cultivator.  The  question  whether  he  has  carried  his  cultiva- 
tion of  a  particular  piece  of  land  as  far  as  he  profitably  can, 
and  whether  he  should  try  to  force  more  from  it  or  to  take 
in  another  piece  of  land,  is  of  the  same  kind  as  the  question 
whether  he  should  buy  a  new  plough  or  try  to  get  a  little 
more  work  out  of  his  present  stock  of  ploughs,  using  them 
sometimes  when  the  soil  is  not  in  a  very  favourable  condition, 
and  feeding  his  horses  a  little  more  lavishly.  He,  like  the 
manufacturer,  weighs  the  net  product  of  a  little  more  land 
against  the  other  uses  to  which  he  could  put  the  capital  sum 
that  he  would  have  to  expend  in  order  to  obtain  it.     Thus 

1  Book  V.  Ch.  Tin.  §  6.     See  also  Book  Ti.  Ch.  ix.  §  6. 
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the  income  that  is  derived  from  a  factory,  a  warehouse,  or  a  book  ti. 
plough  (allowance  being  made  for  wear  and  tear,  etc.)  is  " 
governed,  so  far  as  the  stage  which  we  considered  in  the  last 
chapter  is  concerned,  in  the  same  way  as  is  the  income  from 
land.  In  each  case  the  income  tends  to  equal  the  value  of 
the  marginal  net  product  of  the  agent :  in  each  case  this  is 
governed  for  the  time  by  the  total  stock  of  the  agent  and 
the  need  that  other  agents  have  of  its  aid. 

That  is  one  side  of  the  question.     The  other  is  that  land  But  its 
(in  an  old  country)  does  not  share  the   reflex   influences,  featnres 
discussed  in   this  chapter,  which   a  high  rate   of  earnings  "*  the 
exerts  on  the   supply  of  other  agents  of  production ;   and  pj^f^^  „{ 

consequently  on  their  contributions  to  the  national  dividend ;  diatribu- 

j  1  I'll-  •  **°"  *^  * 

and  consequently  on  the  real  cost  at  which  their  services  are  whole. 

purchased  by  other  agents  of  production.    We  have  seen  that 

this  difference  is  not  important  in  connection  with  the  quickly 

passing  changes  of  the  market ;  for  relatively  to  them  the 

stocks  of  nearly  all  agents  of  production  are  approximately 

fixed,  and  their  earnings  are  therefore  in  part  at  least  of  the 

nature  of  a  quasi-rent.     But  the  stock  of  land  (in  an  old 

country)  at  any  time  is  the  stock  for  all  time :  and  when  a 

manufacturer  or  cultivator  decides  to  take  in  a  little  more 

land  to  his  business,  he  decides  in  effect  to  take  it  away  from 

someone  else's  business :  though  he  adds  a  little  more  land 

to  his  business,  yet  the  nation  adds  no  land  to  its  business. 

In  contrast  with  this,  the  building  an  additional  floor  on  one 

factory  or  putting  an  extra  plough   on  one  farm  does  not 

generally  take  a  floor  from  another  factory  or  a  plough  from 

another  farm :   the  nation  adds  a  factory  floor  or  a  plough 

to   its   business   as   the   individual   does   to   his :    there   is 

an  increase  of  the  national  dividend  which  is  to  be  shared 

out ;   and  in  the  long   run   the  increased  earnings   of  the 

manufacturer   or   farmer  are  not   as  a  rule  at  the  cost  of 

other  producers.     We  conclude   then   that   the  peculiarity 

in  the  earnings  from  land  and  other  gifts  of  nature  which 

arises  from  the  fact  that  their  stock  cannot  be   increased 

by   man,   is   seldom   of    much    importance   as   regards   the 

affairs  of  any  individual  trader,  nor  even  as  regards  market 

fluctuations   of  wages  and   prices;   but  that  it  is  of  vital 
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importance  relatively  to  the  broad  central  problem  of  normal 
distribution'. 

§  6.  This  part  of  the  argument  may  be  seen  from  another 
side  in  a  study  of  the  relations  in  which  the  diflferent  kinds 
of  surpluses  that  we  have  considered  at  various  stages 
of  our  inquiry  stand  to  the  national  dividend  and  to  one 
another.  The  argument  of  this  section  is  however  difficult, 
and  almost  exclusively  of  academic  interest ;  and  it  should  be 
omitted  by  the  general  reader. 

The  net  aggregate  of  all  the  commodities  produced  is 
itself  the  true  source  from  which  flow  the  demand  prices  for 
all  these  commodities,  and  therefore  for  the  agents  of  produc- 

1  As  has  been  intimated  in  Book  v.  Ch.  mi — x.,  part  of  the  argument  of  which 
has  been  reproduced  in  this  section,  the  difference  between  rent  and  the  earnings 
of  other  agents  of  production  is  nowhere  more  conspicuous  nor  more  important 
than  in  the  applications  of  the  theory  of  value  to  the  incidence  of  taxation :  (see 
especially  p.  478) ;  a  point  to  which  we  shall  need  frequently  to  recur  in  the  second 
volnme  of  this  treatise.  Some  parts  of  the  general  argument  of  this  section  will 
be  further  developed  in  Book  vi.  Ch.  ix.  The  position  that  rent  of  land  stands  on 
a  similar  footing  to  the  hire  of  a  pony  for  a  particular  day,  but  not  to  the  hire  of 
ponies  in  general,  when  account  is  taken  of  the  possibilities  of  increasing  or 
diminishing  their  number,  is  maintained,  in  opposition  to  a  part  of  the  argument 
of  the  Duke  of  Argyll's  Unseen  Foundations  of  Society,  in  an  article  by  the  present 
writer  in  the  Economic  Journal,  Vol.  m. 

The  tendency  of  Austrian  economists  to  minimise  the  influence  which  cost  of 
prodnction  exerts  on  value  naturally  leads  them  to  give  little  prominence  to  the 
differences  between  land  and  other  agents  of  production.  And  a  liTnilar  position  in 
this  respect  has  been  taken  by  some  of  those  who  have  applied  mathematical 
expressions  to  the  theory  of  value.  They  have  laid  stress  on  the  fact  that  the  land 
turned  to  account  by  the  individual  undertaker  appears  on  the  same  footing  with 
the  other  agents  of  production  in  the  general  function  which  expresses  his  output ; 
(the  differential  coefficient  of  this  function  with  regard  to  that  or  any  other  agent 
corresponding  equally  to  the  net  product  or  earnings  for  him  of  a  unit  of  that 
agent,  see  the  foot-note  on  p.  464) ;  and  they  have  apparently  inferred  that  land 
and  its  earnings  figure  in  the  general  doctrine  of  distribution  on  a  like  footing 
with  other  agents  of  production  and  their  earnings.  They  have  applied  a 
proposition,  which  is  true  and  important  in  one  class  of  problems,  to  a 
problem  which  would  appear  to  belong  to  a  different  class ;  (see  the  review  by 
Mr  Mux  of  Mr  Wicksteed's  interesting  Co-ordination  of  the  Laws  of  Distribution 
in  the  Economic  Journal,  Vol.  iv.,  especially  p.  312). 

Mr  H.  M.  Thompson  (Theory  of  Wages,  Chapter  rv.)  also  inclines  against  a 
distinctive  treatment  of  the  share  which  land  receives  of  the  National  Dividend, 
and  he  lays  stress  on  the  elasticity  of  man's  resources  in  subjugating  te  his  use 
new  and  distant  lands  and  developing  old  lands.  But  where  we  are  contrasting 
the  fixity  of  the  supply  of  land  in  an  old  country  with  the  elasticity  of  the  supplies 
of  labour  and  capital,  it  would  seem  that  we  must  not  class  with  the  former  the 
results  of  improvements  in  agriculture  and  transport:  for  they  belong  to  the 
latter. 
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tion  used  in  making  them.  Or,  to  put  the  same  thing  in  bookti. 
another  way,  this  national  dividend  is  at  once  the  aggregate  " 
net  product  of,  and  the  sole  source  of  payment  for,  all  the 
agents  of  production  within  the  country:  it  is  divided  up  into 
earnings  of  labour,  interest  of  capital,  and  lastly  the  pro- 
ducer's surplus,  or  rent,  of  land  and  of  other  differential 
advantages  for  production.  It  constitutes  the  whole  of  them 
and  the  whole  of  it  is  distributed  among  them;  and  the 
larger  it  is,  the  larger,  other  things  being  equal,  will  be  the 
share  of  each  of  them.  Further  it  is  distributed  among 
them,  speaking  generally,  in  proportion  to  the  need  which 
people  have  for  their  several  services — i.e.  not  the  total 
need,  but  the  marginal  need.  By  this  is  meant  the  need  at 
that  point,  at  which  people  £ire  indifferent  whether  they 
purchase  a  little  more  of  the  services  (or  the  fruits  of  the 
services)  of  one  agent,  or  devote  their  further  resources  to 
purchasing  the  services  (or  the  fruits  of  the  services)  of  other 
agents  \ 

While  the  national  dividend  is  thus  completely  absorbed  But  yet 
ia  remunerating  the  owner  of  each  agent  of  production  at  ^^ra"^ 
its  marginal  rate,  it  yet  generally  yields  him  a  surplus  which  ^"^^^'^ 
has  two  distinct,  though  not  independent  sides.     It  yields  to  °t  satisfac- 
him,  as  consumer,  a  surplus  consisting  of  the  excess  of  the  otct  Ma 
total  utility  to  him  of  the  commodity  over  the  real  value  to  SfSSe  ' 
him  of  what  he  paid  for  it.     For  his  marginal  purchases,  those  "**' 
which  he  is  only  just  induced  to  buy,  the  two  are  equal: 
but  those  parts  of  his  purchases  for  which  he  would  gladly 
have  paid  a  higher  price  than  go  without  them,  yield  him  a 
surplus  of  satisfaction :  a  true  net  benefit  which  he,  as  con- 
sumer, derives  from  the  facilities  offered  to  him  by  his  sur- 
roundings or  conjuncture.     He  would  lose  this  surplus,  if  his 
surroundings  were  so  altered  as  to  prevent  him  from  obtaining 
any  supplies  of  that  commodity,  and  to  compel  him  to  divert 
the  means  which  he  spends  on  that  to  other  commodities  (one 
of  which  might  be  increased  leisure)  of  which  at  present  he 
does  not  care  to  have  further  supplies  at  their  respective 
pricea 

Another  side  of  the  surplus  which  a  man  derives  from  his 

1  Compare  Mr  Wicksteed's  Co-ordination  of  the  Laws  0/  Distribution,  p.  46. 
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surroundings  is  better  seen  when  he  is  regarded  as  producer, 
whether  by  direct  labour,  or  by  the  accumulated,  that  is 
acquired  and  saved,  material  resources  in  his  possession.  As 
sb-  worker,  he  derives  a  worker's  surplus,  through  being  re- 
munerated for  all  his  work  at  the  same  rate  as  for  that  last 
part,  which  he  is  only  just  willing  to  render  for  its  reward ; 
though  much  of  the  work  may  have  given  him  positive 
pleasure.  As  capitalist  (or  generally  as  owner  of  accumulated 
wealth  in  any  form)  he  derives  a  saver's  surplus  through 
being  remunerated  for  all  his  saving,  that  is  waiting,  at  the 
same  rate  as  for  that  part  which  he  is  only  just  induced  to 
undergo  by  the  reward  to  be  got  for  it.  And  he  generally  is 
remunerated  at  that  rate  even  though  he  would  still  have 
made  some  savings  if  he  had  been  compelled  to  pay  for  their 
safe  keeping,  and  had  reaped  a  negative  interest  from  them^. 
A  great  part  of  a  worker's  earnings  are  of  the  nature  of  a 
deferred  return  to  the  trouble  and  expense  of  preparing  him 
for  his  work;  and  there  is  therefore  a  great  difficulty  in 
estimating  his  surplus.     Nearly  all  his  work  may  be  pleasur- 


^  This  point  was  emphasized  by  Gossen  and  Jevons;  and  among  the  many 
interesting  American  and  Aastrian  writings  on  it,  special  reference  may  be 
made  to  Prof.  Clark's  Surplus  Oairu  of  Labour.     See  also  above,  Book  iv.  Ch.  i. 

These  two  sets  of  snrplnses  are  not  independent:  and  it  would  be  easy  to 
reckon  them  np  so  as  to  connt  the  same  thing  twice.  For  when  we  have  reckoned 
the  producer's  snrplas  at  the  value  of  the  general  purchasing  power  which  he  derives 
from  his  labour  or  saving,  we  have  reckoned  implicitly  his  consumer's  surplus  too, 
provided  his  character  and  the  circumstances  of  his  environment  are  given.  This 
difficulty  might  be  avoided  analytically;  but  in  no  case  would  it  be  practically 
possible  to  estimate  and  add  up  the  two  series.  The  consumer's  surplus,  the 
worker's  surplus,  and  the  waiter's  surplus,  which  any  one  is  capable  of  deriving 
from  his  surroundings,  depend  on  his  individual  character.  They  depend  in  part 
on  his  general  sensibility  to  the  satisfactions  and  dissatisfactions  of  consumption 
and  of  working  and  waiting  severally;  and  in  part  also  on  the  elasticity  of  his 
sensibilities,  that  is  on  the  rates  at  which  they  change  with  an  increase  of  con- 
sumption, of  work  and  of  waiting  respectively.  Consumer's  surplus  has  relation 
in  the  first  instance  to  individual  commodities,  and  each  part  of  it  responds 
directly  to  changes  in  the  conjuncture  affecting  the  terms  on  which  that  commodity 
is  to  be  had:  while  the  two  kinds  of  producer's  surplus  appear  always  in  terms 
of  the  general  return  that  the  conjimcture  gives  to  a  certain  amount  of  purchasing 
power.  The  two  kinds  of  producer's  surplus  are  independent  and  cnmulative,  and 
they  stand  out  distinct  from  one  another  in  the  case  of  a  man  working  and  saving 
things  for  his  own  use.  While  the  intimate  connection  between  both  of  them  and 
consumer's  surplus  is  shown  by  the  fact  that,  in  estimating  the  weal  and  woe  in  the 
life  of  a  Robinson  Crusoe,  it  would  be  simplest  to  reckon  his  producer's  surpluses 
on  such  a  plan  as  to  include  the  whole  of  bis  consumer's  surplus. 
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able ;  and  he  may  be  earning  a  good  wage  for  the  whole  of  book  ti. 

it :   but  ia  reckoning  up  the  balance  of  human  weal  and ' 

endurance  we  must  set  ofiF  against  this  much  eflfort  and  ^^'^  °* 
sacrifice  endured  by  his  parents  and  by  himself  ia  past  time  :  »' "» 

,  .  appliance 

but  we  cannot  say  clearly  how  much.     In  a  few  lives  there  of  prodnc- 
may  be  a  balance  of  evil :  but  there  is  reason  to  think  that  a^^^e 
there  is  a  balance  of  good  in  most  Uves,  and  a  large  balance  j^^^t. 
in  some.     The  problem  is  as  much  philosophical  as  economic;  TheKne 
it  is  complicated  by  the  fact  that  man's  activities  are  ends  easOy 
in  themselves  as  well  as  means  of  production,  and  also  by  hmnan 
the  diflSculty  of  dividing  clearly  the  immediate  and  direct  *senta 
(or  prime)  cost  of  human  effort  firom  its  total  cost;  and  it 
must  be  left  imperfectly  solved\ 

The  case  is  in  some  respects  simpler  when  we  pass  to  But  as 
consider  the  earnings  of  material  appliances  for  production,  material 
The  work  and  the  waiting  by  which  they  have  been  provided,  ^^^ 
yield  their  own  worker's  and  waiter's  surplus  just  mentioned,  ^^S"""*^ 
and  in  addition  a  surplus  (or  quasi-rent)  of  the  excess  of  vanishes 

,  T  ,  -T     ,  ;.        whenaH 

total  money  returns  over  direct  outlay ;  provided  we  connne  ontlays  are 
our  attention  to  short  periods  only.  But  for  long  periods,  i^ .  ™ 
that  is,  in  all  the  more  important  problems  of  economic 
science,  and  especially  in  the  problems  discussed  in  this 
chapter,  there  is  no  distinction  between  immediate  outlay 
and  total  outlay.  And  in  the  long  run  the  earnings  of  each 
agent  are,  as  a  rule,  suflScient  only  to  recompense  at  their 
marginal  rates  the  sum  total  of  the  efforts  and  sacrifices 
required  to  produce  them.  If  less  than  these  marginal  rates 
had  been  forthcoming  the  suppKes  would  have  been  di- 
minished; and  on  the  whole  therefore  there  is  in  general 
no  extra  surplus  in  this  direction. 

This  last  statement  applies  in  a  sense  to  land  which  has  with  a 
been  but  recently  taken  up ;  and  possibly  it  might  apply  exception 
to  much  land  in  old  countries,  if  we  could  trace  its  records  ^ ui^^^^ 
back  to  their  earliest  origins.     But  the  attempt  would  raise 
controversial  questions  in  history  and  ethics,  as  well  as  in  eco- 
nomics; and  the  aims  of  our  present  inquiry  are  prospective 
rather   than  retrospective.      Looking   forward  rather   than 
backwards,  and  not  concerning  ourselves  with  the  equity  and 

1  Bnt  see  below,  Ch.  v. 
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BOOK  VI.    the  proper  limits  of  the  present  private  property  in  land,  it 
"         is  important  for  us  to  note  that  that  part  of  the  national 
dividend  which  goes  as  earnings  of  land  is  a  surplus  in  a  sense 
in  which  the  earnings  from  other  agents  are  not  a  surplus'. 

This  concludes  the  main  body  of  our  preliminary  discus- 
sion of  distribution  and  exchange.  But  there  are  some 
points  on  which  a  little  more  should  be  said  here.  The  first 
relates  to  the  mutual  interactions  of  various  groups  of  the 
agents  of  production ;  with  special  reference  to  the  fact  that 
the  bond  between  the  -earnings  of  workers  in  the  same  grade 
is  generally  stronger  than  that  between  the  earnings  of 
workers  in  different  grades.  The  second  relates  to  the 
nature  of  the  influences  which  the  supply  of  capital  exerts  on 
wages  in  general :  and  will  bring  us  near  to  the  so-called 
Wages-Fund  theory. 

1  The  argnment  again  is  given  at  some  length  above,  Book  v.  Ch.  vui. — x.,  and 
in  the  article  On  Bent  in  reply  to  the  Dnke  of  Argyll  already  referred  to;  and  some 
parts  of  it  will  be  fnrther  developed  below  in  Ch.  tl.,  x.  :  moreover  its  substance 
has  mnch  in  common  with  that  near  the  end  of  the  last  chapter.  Bnt  yet  it  relates 
to  a  matter  on  which  misunderstandings  are  so  freqnent,  that  it  shonld  perhaps  be 
set  out  clearly  here. 

All  appliances  of  production,  whether  machinery,  or  factories  with  the  land  on 
which  they  are  built,  or  farms,  are  alike  in  yielding  large  surpluses  over  the  prime 
coats  of  particular  acts  of  production  to  a  man  who  owns  and  works  them :  also 
in  yielding  him  normally  no  special  surplus  in  the  long  run  above  what  is 
required  to  remunerate  him  for  his  trouble  and  sacrifice  and  outlay  in  purchasing 
and  working  them  (no  special  surplus,  as  contrasted  with  bis  general  worker's 
and  waiter's  snrplns).  But  there  is  this  difference  between  land  and  other  agents 
of  production,  that  if  a  tax,  or  combination  to  raise  wages,  or  his  own  preference  for 
an  easy  life  with  a  small  income  over  a  hard  life  with  a  large  income,  had  deterred 
the  manufacturer  from  building  or  buying  the  factory,  there  might  probably 
have  been  one  factory  the  less  in  the  world,  or  at  best  an  inferior  one  in  place 
of  his:  in  the  long  run  there  is  no  disposable  surplus  on  factory  buildings. 
But  if  he  had  not  bought  the  land  on  which  the  factory  was  built,  the  land 
with  its  permanent  convenience  of  space,  its  permanent  income  of  sunlight 
and  air,  and  (though  that  may  be  of  much  less  importance)  those  properties 
of  its  soil  which  are  indestructible,  would  have  remained  for  others  to  use. 
From  a  social  point  of  view  land  yields  a  permanent  surplus,  which  perishable 
things  made  by  man  do  not.  The  more  nearly  it  is  true  that  the  earnings  of  any 
agent  of  production  are  required  to  keep  up  the  supply  of  it,  the  more  closely  will 
its  supply  so  vary  that  the  share  which  it  is  able  to  draw  from  the  national 
dividend  conform  to  the  cost  of  maintaining  the  supply:  and  in  an  old  country 
land  stands  in  an  exceptional  position,  because  its  earnings  are  not  affected  by  this 
cause.  The  difference  between  land  and  other  dorable  agents  is  however  mainly 
one  of  degree :  and  a  great  part  of  the  interest  of  the  study  of  the  rent  of  land 
arises  from  the  illustrations  which  it  affords  of  a  great  principle  that  permeates 
every  part  of  economics. 
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§  7.     In  studying  the  influence  which  increased  efficiency   book  vi. 

and  increased  earnings  in  one  trade  exert  on  the  condition 

of  others  we  may  start  from   the  general  fact  that,  other  Jf Jf^^g 
things  being  equal,  the  larger  the  supply  of  any  agent  of  between 
production,  the   further  will  it  have  to  push  its  way  into  and  eam- 
uses    for    which    it    is    not    specially    fitted;    the   lower ™nt groups 
will  be  the  demand  price  with  which  it  will  have  to  be  ^'^^''^"• 
contented  in  those  uses  in  which  its  employment  is  on  the  P"^^ 
verge  or  margin  of  not  being  found  profitable ;   and,  in  so  supply  of 
far  as  competition  equalizes  the  price  which  it  gets  in  all  win  beue£t 
uses,  this  price  will  be  its  price  for  all  uses.     The  extra  pro-  ^"nts,  ^"^ 
duction  resulting  from  the  increase  in  that  dgent  of  produc-  ^^^^^i 
tion  will  go  to  swell  the  national  dividend,  and  other  agents  ofaU. 
of  production  will  benefit  thereby :  but  that  agent  itself  will 
have  to  submit  to  a  lower  rate  of  pay. 

For  instance,  if  without  any  other  change,  capital  increases 
fast,  the  rate  of  interest  must  fall;  if  without  any  other 
change,  the  number  of  those  ready  to  do  any  particular  kind 
of  labour  increases,  their  wages  must  fall.  In  either  case 
there  will  result  an  increased  production,  and  an  increased 
national  dividend :  in  either  case  the  loss  of  one  agent  of 
production  must  result  in  a  gain  to  others ;  but  not  neces- 
sarily to  all  others.  Thus  the  opening  up  of  rich  quarries  of 
slate  or  the  increase  in  numbers  or  efficiency  of  quarrymen, 
would  tend  to  improve  the  houses  of  all  classes;  and  it 
would  tend  to  increase  the  demand  for  bricklayers'  and  car- 
penters' labour,  and  raise  their  demand-price.  But  it  would 
injure  the  makers  of  roofing  tiles  as  producers  of  building 
materials,  more  than  it  benefited  them  as  consumers.  The 
increase  in  the  supply  of  this  one  agent  increases  the  demand 
for  many  others  by  a  little,  and  for  some  others  by  much ; 
but  for  some  it  lessens  the  demand. 

Now  we  know  that  the  wages  of  any  worker,  say  for  Wages  of  a 

"worbfir  ex- 

instance  a  shoemaker,  tend  to  be  equal  to  the  net  product  of  pressed 
his  labour :  and  that  since  the  wages  of  all  workers  in  the  aiiyln°° 
same  grade  tend  to  be  equal  to  one  another,  therefore  in  a  J?"!?  "* 
state  of  equilibrium   every  worker  will   be   able  with   the  products 

or  "worKfirfl 

earnings  of  a  hundred  days'  labour  to  buy  the  net  products  in  the  same 
of  a  hundred  days'  labour  of  other  workers  in  the  same  grade  ^'^'^^' 
M.  39 
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BOOK  VI.   with   himself:    he  may  select  them  in  whatever  way  he 

_ — '     chooses,  so  as  to  make  up  that  aggregate  sum'. 

or  of  other        If  the  normal  earnings  of  workers  in  another  grade  are 

^^  *^"       half  as  high  again  as  his  own,  the  shoemaker  must  spend 

three  days'  wages  in  order  to  get  the  net  product  of  two 

days'  labour  of  a  worker  in  that  grade ;  and  so  in  proportion. 

The  de-  Thus,  other  things  being  equal,  every  increase  in  the  net 

of  wage?    efficiency  of  labour  in  any  trade,  including  his  own,  will  raise 

efflofenoy    ^  ^^^  Same  proportion  the  real  value  of  that  part  of  his 

of  labour,    wages  which  the  shoemaker  spends  on  the  products  of  that 

trade;   and  other  things  being  equal,  the  equilibrium  level 

of  the  real  wages  of  the  shoemaker  depends   directly  on, 

and  varies  directly  with,  the  average  increase  in  the  efficiency 

of  the  trades,  including  his  own,  which  produce  those  things 

on  which   he  spends  his  wages.     Conversely,  if  any  trade 

rejects   an   improvement   by  which  its  efficiency  could  be 

increased  ten  per  cent.,  it  inflicts  on  the  shoemaker  an  injury 

measured  by  ten  per  cent,  of  that  part  of  his  wages  which 

he  spends  on  the  products  of  that  trade.     But  an  increased 

efficiency  on  the  part  of  workers,  whose  products  compete 

with  his  own,  may  injure  him  temporarily  at  least,  especially 

if  he  is  not  himself  a  consumer  of  those  products. 

The  re-  Again,  the  shoemaker  will  gain  by  anything  that  changes 

between     the  relative  positions  of  dififerent  grades  in  such  a  way  as  to 

mcrcMed    raise  his  grade  relatively  to  others.     He  will  gain  by  an  in- 

buraJess*    crease  of  medical  men  whose  aid  he  occasionally  needs.     And 

al>pity        he  will  gain  more  if  those  grades  which  are  occupied  chiefly 

wages  of     With    the    tasks    of    managing    business,    whether    manu- 

labonr.       facturing,  trading  or  any  other,  receive  a  great  influx  from 

'  other   grades:    for   then  the  earnings  of  management  will 

be  lowered  permanently  relatively  to  the  earnings  of  manual 

work,  there  will  be  a  rise  in  the  net  product  of  every  kind  of 

manual  labour ;  and,  other  things  being  equal,  the  shoemaker 

will  get  more  of  every  commodity  on  which  he  spends  those 

wages  that  represent  his  own  net  product. 


1  It  will  be  recollected  that  the  net  product  of  an  individnal  agent  of  prodac- 
tion  cannot  as  a  rule  be  separated  mechanically  from  that  of  other  agents 
which  co-operate  with  it:   see  p.  482. 
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§  8.     The  process  of  Substitution,  of  which  we  have  been    book  ti. 

discussing  the  tendencies,  is  one  form  of  Competition ;  and      _! ' 

it  may  be  well  to  insist  again  that  we  do  not  assume  that  ^gn^e"°' 
competition  is  perfect.    Perfect  competition  requires  a  perfect  ^^^f, 
knowledge  of  the  state  of  the  market ;  and  though  no  great  and  free- 
departure  from  the  actual  facts  of  life  is  involved  in  assuming  competi- 
this  knowledge  on  the  part  of  dealers  when  we  are  consider-  ''°"' 
ing  the  course  of  business  in  Lombard  Street,  the  Stock 
Exchange,  or  in  a  wholesale  Produce  Market ;   it  would  be 
an  altogether   unreasonable  assumption  to  make  when  we 
are  examining  the  causes  that  govern  the  supply  of  labour 
in  any  of  the  lower  grades  of  industry.     For  if  a  man  had 
sufficient  ability  to  know  everything  about  the  market  for 
his  labour,  he  would  have  too  much  to  remain  long  in  a  low 
grade.     The  older  economists,  in  constant  contact  as  they 
were  with  the  actual  facts  of  business  life,  must  have  known 
this  well  enough  ;  but  partly  for  brevity  and  simplicity,  partly 
because  the  teiin  "  free  competition  "  had  become  almost  a 
catchword,  partly  because  thej'  had  not  sufficiently  classified 
and  conditioned  their  doctrines,  they  often  seemed  to  imply 
that  they  did  assume  this  perfect  knowledge. 

It  is  therefore  specially  important  to  insist  that  we  do  but  only 
not  assume  the  members  of  any  industrial  group  to  be  endowed  prise  and 
with  more  ability  and  forethought,  or  to  be  governed  by  ^^bUs™ 
motives  other  than  those  which  are  in  fact  normal  to,  and  whict  are 

in  fact 

would  be  attributed  by  every  -well-informed  person  to,  the  normal  to 
members  of  that  group ;  account  being  taken  of  the  general  verai  rank 
conditions  of  time  and  place.     There  may  be  a  good  deal  of  °''"'*'^''7- 
wayward  and  impulsive  action,  sordid   and   noble   motives 
may  mingle  their  threads  together  ;  but  there  is  a  constant 
tendency  for  each  man  to  select  such  occupations  for  himself 
and  his  children  as  seem  R  him  on  the  whole  the  most  ad- 
vantageous  of  those   which   are   within   the   range    of  his 
resources,  and  of  the  efforts  which  he  is  able  and  willing  to 
make  in  order  to  reach  them. 

§  9.  The  last  group  of  questions,  which  still  remain  to  We  pass 
be  discussed,  is  concerned  with  the  relation  of  capital  in'eiatfonB 
general  to  wages  in  general'.     It  is  obvious  that  though  ^S*£iJ?* 

1   In  Section  4  we  noticed  that  the  stndy  of  Distribution  is  much  more 

39—2 
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BOOK  VI.    capital  in  general  is  constantly  competing  with  labour  for 

_1_'     the  field   of  employment  in  particular  trades;    yet  since 

Thlrel^  capital  itself  is  the  embodiment  of  labour  as  well   as  of 

TMtricted    ^^^*i'^&>  ^^^   competition  is  really  between  some  kinds  of 

competi-     labour  aided  by  a  good  deal  of  waiting,  and  other  kinds  of 

the  field  of  labour  aided  by  less  waiting.     On  the  one  side,  for  instance, 

ment°^       are  many  who  make  shoes  by  hand,  and  a  very  few  who 

*^'^8j"  d  '^^^^  *^^^  ^^^  other  simple  implements,  aided  by  a  little 

labour.       waiting;    on    the    other    are    a    relatively    small    number 

who    work    powerful    sewing-machines    which    were    made 

by  engineers,  aided   by  a  good   deal   of    waiting.     There 

is    a    real  and   effective   competition    between    labour    in 

general  and  waiting  in  general.     But  it  covers  a  small  part 

of  the  whole  field ;  and  is  of  small  importance  relatively  to 

the  benefits  which  labour  derives  from  obtaining  cheaply 

the  aid  of  capital,  and  therefore  of  efficient  methods  in  the 

production  of  things  that  it  needs'. 

For  speaking  generally,  an  increase  in  the  power  and 
the  willingness  to  save,  will  cause  the  services  of  waiting  to 
be  pushed  constantly  further,  so  as  to  obtain  employment 
at  a  rate  of  interest,  which  will  constantly  fall  unless 
invention  opens  new  advantageous  uses  of  roundabout 
methods  of  production.  In  either  case,  but  especially  in  the 
latter,  the  growth  of  capital  increases  the  national  dividend ; 
and  thus  opens  out  new  and  rich  fields  for  the  employment 
of  labour  in  other  directions,  which  more  than  compensate 
for  the  partial  displacement  of  the  services  of  -labour  by 
those  of  waiting  in  particular  trades. 
An  The   increase   of    the    national    dividend   owing   to   the 

mcrease  i       <•  •      i  i  ■  •        •  •  /v-  n     i 

of  capital    growth  of  capital  and  invention  is  certain  to  affect  all  classes 

concerned  with  the  canses  that  govern  the  earnings  of  each  of  many  different 
groups  of  labonr,  than  with  causes  that  affect  them  all  in  approximately  the  same 
manner.  Bat  yet  these  latter  have  some  interest  even  for  the  modem  economist. 
And  the  fact  that  the  earUer  economists,  partly  in  consequence  of  the  special  in- 
dastrial  conditions  of  their  time,  gave  great  prominence  to  discnssions  of  general 
wages,  makes  it  important  to  lay  considerable  stress  on  them  in  the  interest 
of  the  continnity  of  the  science. 

1  We  are  leaving  on  one  side  here  the  competition  for  employment  between 
labonr  in  the  narrower  sense  of  the  term  and  the  work  of  the  undertaker  himself 
and  his  assistant  managers  and  foremen.  A  great  part  of  Ch.  vn.  and  vin.  is 
given  to  this  difficult  and  important  problem. 
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of  commodities ;  and  to  enable  the  shoemaker,  for  instance,  to   book  vi. 

purchase  with  his  earnings  more  food  and  clothes,  more  and      

better  supplies  of  water,  artificial  light  and  heat,  travel,  and  ^®^n^® 
so  on.     It  may  be  admitted  that  a  few  improvements  affect  charge  for 

•'  .         .    '^  .  its  nse 

only  commodities  consumed  by  the  rich,  in  the  first  instance  and  raises 
at  least ;  that  no  part  of  the  corresponding  increase  of  the 
national  dividend  goes  directly  to  the  labouring  classes ; 
and  that  they  do  not  at  once  gain  anything  to  com- 
pensate for  the  probable  disturbance  of  some  of  their 
members  in  particular  trades.  But  such  cases  are  rare,  and 
generally  on  a  small  scale :  and  even  in  them  there  is  nearly 
always  some  indirect  compensation.  For  improvements,  de- 
signed for  the  luxuries  of  the  rich,  soon  spread  themselves 
to  the  comforts  of  other  classes.  And,  though  it  is  not  a 
necessary  consequence,  yet  in  fact  a  cheapening  of  luxuries 
does  generally  lead  in  various  ways  to  increased  desires  on 
the  part  of  the  rich  for  things  made  by  hand  and  for  personal 
services,  and  increases  also  the  means  at  their  disposal 
for  gratifying  those  desires.  This  points  to  another  aspect 
of  the  relation  between  capital  in  general  and  wages  in 
general. 

§  10.    It  is  commonly  said  that,  though  those  workers  who  The 
have  little  or  no  accumulated  wealth  of  their  own,  have  -^^ch  ^ 
much  to  gain  by  an  increase  of  the  capital  in  that  narrower  ^^®J„ 
sense  of  the  term  in  which  it  is  nearly  convertible  with  trade  derive 

.  from  the 

capital  that  supports  and  aids  them  in  their  work ;  yet  they  increase 
have  little  to  gain  from  an  increase  of  other  forms  of  wealth  not  owned 
not  in  their  own  hands.     No  doubt  there  are  a  few  kinds  gnj^oTin 
of  wealth  the  existence  of  which  scarcely  affects  the  working  *^\^°7^ 
classes ;  while  they  are  directly  affected  by  every  increase  of  capital, 
(trade)  capital,  the  greater  part  of  which  is  constantly  passing 
through  their  hands  as  implements  or  materials  of  their 
work;  while  part  of  the  rest  is  directly  used  or  even  con- 
sumed by  them'.    And  from  this  it  seems  natural  to  conclude 

'  At  all  events  according  to  most  definitions.  There  are  some  indeed  who 
confine  capital  to  "intermediate  goods,"  and  must  therefore  exclude  hotels,  and 
lodging-honses  and  workmen's  cottages,  at  all  events  as  soon  as  they  are  osed. 
Bat  grave  objections  to  the  adoption  of  this  definition  have  already  beeu  indicated 
(Book  n.  Ch.  rv.  §  8). 


614  PRELIMINARY  SURVEY  OF  DISTRIBUTION  AND  EXCHANGE. 

BOOK  VI.    that  the  working  classes  must  gain  when  other  forms  of  wealth 

become  trade  capital  and  vice  versd.     But  if  private  people 

generally  gave  up  keeping  carriages  and  yachts,  and  hired 
them  out  from  capitalist  undertakers,  there  would  result  a 
smaller  demand  for  hired  labour.  For  part  of  what  would 
have  been  paid  as  wages  would  go  as  profits  to  a  middleman'. 
It  may  be  objected  that  if  other  forms  of  wealth  take  the 
place  of  trade  capital  on  a  large  scale,  there  may  be  a  scarcity 
of  the  things  needed  to  aid  labour  in  its  work  and  even  of  those 
needed  to  support  it.  This  may  be  a  real  danger  in  some 
oriental  countries.  But  in  the  western  world,  and  especially 
in  England,  the  total  stock  of  capital  is  equal  in  value  to  the 
aggregate  of  the  commodities  consumed  by  the  working 
classes  during  many  years :  and  a  very  small  increase  in  the 
demand  for  those  forms  of  capital,  that  minister  directly  to 
labour's  needs,  relatively  to  other  forms,  would  quickly  bring 
forward  an  increased  supply  of  them,  either  imported  from 
some  other  part  of  the  world,  or  specially  produced  to  meet 
the  new  demand.  There  is  therefore  no  necessity  to  trouble 
ourselves  much  on  this  score.;  If  the  marginal  efiSciency 
of  labour  is  kept  high,  its  TBet  product  will  be  high^ 
and  so  will  therefore  its  earnings :  and  the  constantly" 
flowing  stream  of  the  national  dividend  will  divide  itself  up 
in  corresponding  proportions,  giving  always  an  adequate 
supply  of  commodities  for  immediate  consumption  by  the 
workers,  and  assigning  to  the  production  of  those  com- 
modities an  adequate  stock  of  implements.  When  the 
general  conditions  of  demand  and  supply  have  decided  what 
part  of  the  national  dividend  the  other  classes  of  society  are 
free  to  spend  as  they  will ;  and  when  the  inclinations  of 
those  classes  have  decided  the  mode  in  which  they  will 
distribute  their  expenditure  between  present  and  deferred 

'  See  above,  p.  145.  Again,  an  increased  use  of  brass  fomiture  that  needs 
nrnch  cleaning,  and  generally  of  modes  of  living  that  require  the  assistance  of 
many  indoor  and  outdoor  servants,  operates  on  the  demand  for  labour  in  the 
same  way  as  the  use  of  hand-made  goods  in  place  of  goods  made  by  expensive 
machinery  and  other  fixed  capital.  It  may  be  true  that  the  employment  of  a 
great  number  of  domestic  servants  is  an  ignoble  and  wasteful  use  of  a  large 
income:  but  there  is  no  other  equally  selfish  method  of  spending  it  which  tends  so 
directly  to  increase  the  share  of  the  national  dividend  which  goes  to  the  working 
classes. 
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gratifications,  etc.,  it   matters  not  to  the  working  classes    bookvi. 
whether  orchids  come  from  private  conservatories,  or  from      _!_' 
the  glass  houses  which  belong  to  professional  florists,  and 
which  are  therefore  trade  capital. 

§  11.  It  is  to  be  understood  that  the  share  of  the  national  Further 
dividend,  which  any  particular  industrial  class  receives  tima.  ^ 
during  the  year,  consists  either  of  things  that  were  made 
during  the  year,  or  of  the  equivalents  of  those  things.  For 
many  of  the  things  made,  or  partly  made,  during  the  year 
are  likely  to  remain  in  the  possession  of  capitalists  and 
undertakers  of  industry  and  to  be  added  to  the  stock  of 
capital ;  while  in  return  they,  directly  or  indirectly,  hand 
over  to  the  working  classes  some  things  that  had  been  made 
in  previous  years. 

The  ordinary  bargain  between  labour  and  capital  is  that  The  sense 
the  wage-receiver  gets  command  over  commodities  in  a  form  is  true 
ready  for  immediate  consumption,  and  in  exchange  carries  earnings 
his  employer's  goods  a  stage  further  towards  being  ready  for  ae^^"n 
immediate  consumption.     But   while   this  is  true  of  most  advances 
employees,  it  is  not  true  of  those  who  finish  the  processes  of  capitaL 
production.     For  instance,  those  who  put  together  and  finish 
watches,  give  to  their  employers  far  more  commodities  in  a 
form  ready  for  immediate  consumption,  than  they  obtain  as 
wages.     And  if  we  take  one  season  of  the  year  with  another, 
so  as  to  allow  for  seed  and  harvest  time,  we  find  that  work- 
men as  a  whole  hand  over  to  their  employers  more  finished 
commodities  than  they  receive  as  wages.    But — to  say  nothing 
of    machinery   and    factories,   of    ships   and   railroads — the 
houses  loaned  to  workmen,  and  even  the  raw  materials  in 
various   stages  which  will  be  worked  up  into  commodities 
consumed   by   them,   represent   a   far   greater   provision  of 
capital  for  their  use  than  the  equivalent   of  the   advances 
which  they  make  to  the  capitalist,  even  when  they  work  for 
a  month  for  him  before  getting  any  wages.     And  in  this 
sense  we  are  justified  in  saying  that  the  earnings  of  labour 
depend  upon  advances  made  to  labour  by  capital  *. 

^  The  details  of  this  doctrine,  and  the  exaggerated  importance  attached  to 
it  by  English  economists  early  in  this  centoiy,  are  described  in  the  Note  at  the 
end  of  this  Chapter. 
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BOOK  VI. 

CH.  n. 

The 

resources 
of  rndiTi- 
dnal  em- 
ployers 
are 

returned 
to  them 
through 
sales  to 
costomers. 


Bat  in  a 
broad  Tiew 
all  are 
consumers ; 
and  to  say 
that  the 
resources 
of  pro- 
ducers 
come  from 
consumers, 
is  hut  to 
say  that 
they  come 
from  the 
national 
dividend. 


Some  German  economists  have  argued  that  the  resources 
with  which  the  employer  pays  wages  come  from  consumers. 
But  this  appears  to  involve  a  misapprehension.  It  might  be 
true,  of  an  individual  employer  if  the  consumer  paid  him  in 
advance  for  what  he  produced :  but  in  fact  the  rule  goes 
the  other  way ;  the  consumer's .  payments  are  more  often  in 
arrear,  and  merely  give  deferred  command  over  ready  com- 
modities in  return  for  ready  commodities.  It  may  be  admitted 
that  if  the  producer  could  not  sell  his  goods,  he  might  not 
be  able  for  the  time  to  hire  labour;  but  that  would  only 
mean  that  the  organization  of  production  was  partially  out 
of  gear:  a  machine  may  stop  if  one  of  its  connecting  rods 
gets  out  of  order,  but  that  does  not  mean  that  the  driving 
force  of  the  machine  is  to  be  found  in  the  rod. 

Nor  again  is  the  amount  which  the  employer  pays  as 
wages  at  any  time  governed  by  the  price  which  consumers 
do  pay  him  for  his  wares ;  though  it  generally  is  largely  in- 
fluenced by  his  expectations  of  the  price  they  will  pay  him. 
It  is  indeed  true  that  in  the  long  run  and  under  normal  con- 
ditions, the  prices  which  consumers  do  pay  him  and  those 
which  they  will  pay  him  are  practically  the  same.  But 
when  we  pass  from  the  particular  payments  of  an  individual 
employer  to  the  normal  payments  of  employers  generally — 
and  it  is  really  only  with  these  latter  that  we  are  now  con- 
cerned— consumers  cease  to  form  a  separate  class,  for  every 
one  is  a  consumer.  The  national  dividend  goes  exclusively 
to  consumers,  and  these  consumers  are  also  the  producers, 
that  is  the  owners  of  the  agents  of  production,  labour,  capital 
and  land.  Children  and  others  who  are  supported  by  them, 
and  the  government  which  levies  taxes  on  them,  do  but 
expend  part  of  their  income  for  them'.  To  say  therefore  that 
the  resources  of  employers  generally  are  ultimately  drawn 
from  those  of  consumers  generally,  is  undoubtedly  true.  But 
it  is  only  another  way  of  saying  that  all  resources  have  been 
parts  of  the  national  dividend,  which  have  been  directed  into 
forms  suitable  for  deferred,  instead  of  immediate  use ;  and  if 


I  Unless  indeed  we  reckon  as  separate  items  of  the  national  income  the  security 
and  other  benefits  which  government  provides. 
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any  of  them  are  now  applied  to  any  other  purpose  than   bookti. 

immediate  consumption,  it  is  in  the  expectation  that  their      

place  will  be  taken  (with  increment  or  profit)  from  the 
incoming  flow  of  the  national  dividend'. 

In  all  this  then  there  is  nothing  to  make  the  relations  be-  The  older 

•     1-  111-  iT(v  -ji     theoneB  of 

tween  capital  m  general  and  labour  m  general  diiier  widely  wages  were 
from  those  between  any  other  two  agents  of  production,  in  tteh:  way 
the  general  scheme  of  distribution  already  explained.     The  J^^"^ 
modern  doctrine  is  the   outcome  to  which  all  the  earlier  doctrine, 
theories   of  the   relations   between   labour  or  capital   were 
working  their  way ;  and  differs  only  in  its  greater  exactness, 
completeness  and  homogeneity,  from  that  given  by  Mill  in 
the  third  chapter  of  his  fourth  book ;  the  only  place  in  which 
he  collects  together  all  the  various  elements  of  the  problem. 

Capital   in   general   and   labour   in   general   are  agents  The  broad 
co-operating  ia  the  production  of  the  national  dividend,  and  distribu- 
drawing   from   it   their   earnings   in  the  measure  of  their  aU-eady 
respective  (marginal)  efficiencies  in  production.     No  doubt  fj^^  tjjg 
their  mutual  dependence  is  of  the  closest ;  capital  without  general 

*  .  ,  .  relations 

labour  is  dead :  the  labourer  without  the  aid  of  his  own  or  of  capital 
someone  else's  capital   would  not  long  be   alive.     Where  ' 

labour  is  energetic,  capital  reaps  a  high  reward  and  grows 
apace ;  and,  thanks  to  capital  and  knowledge,  the  ordinary 
labourer  in  the  western  world  is  in  many  respects  better  fed, 
clothed  and  even  housed  than  were  princes  in  earlier  times. 
The  co-operation  of  capital  and  labour  is  as  essential  as  that 
of  the  spinner  of  yam  and  the  weaver  of  cloth:  there  is  a 
little  priority  on  the  part  of  the  spinner ;  but  that  gives  him 
no  pre-eminence.  The  prosperity  of  each  is  bound  up  with 
the  strength  and  activity  of  the  other;  though  each  may 
gain  temporarily,  if  not  permanently,  a  somewhat  larger  share 
of  the  national  dividend  at  the  expense  of  the  other. 

In  the  modem  world,  the  employer  or  undertaker,  who 

1  In  an  interesting  article  in  the  Quarterly  Journal  of  Economics  for  Janoary 
1895,  Prof.  Taussig  explains  how  Hermann  and  some  other  German  economists 
haye  endeavonred  to  modify  the  old  English  Wages-fnnd  doctrine  that  wages  are 
dependent  on  the  resources  of  the  employer,  by  tracing  the  dependence  of  these  on 
the  resources  of  consnmers :  and  he  indicates  how,  when  account  is  taken  of  the 
fact  that  there  is  no  general  class  of  consmuers,  the  old  doctrine  is  thos  made 
imperceptibly  to  merge  into  its  modem  form. 
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BOOK  VI.   may  have  but  little  capital  as  his  own,  acts  as  the  boss  of 

_!_■     the   great  industrial  wheel.     The  interests  of   owners    of 

ae°]^k      capital  and  of  workers  radiate  towards  him  and  from  him : 

m^rtaker  ^^'^  ^®  holds  them  all  together  in  a  firm  grip.     He  will 

is  of  therefore  take  a  predominant  place  in  those  discussions  of 

import?      fluctuations  of  employment  and  of  wages,  which  are  deferred 

*"««•         to  the  second  volume   of  this  treatise;  and  a  promiuent, 

though  not  predominant,  place  in  those  discussions  of  the 

secondary  features  in  the  mode  of  action  of  demand  and 

supply   peculiar  to  labour,   capital  and   land    respectively, 

which  will  occupy  the  next  eight  chapters. 


Note  on  the  Doctrine  op  the  Wages-Fund. 


Early  in 
this 

centnry 
special 
causes  em- 
phasized 
the  de- 
pendence 
of  labonr 
on  the  aid 
of  capital, 


At  the  beginning  of  this  century,  great  as  was  the  poverty  of  the 
English  people,  foreign  countries  were  poorer  still.  In  most  of  them 
population  was  sparse,  and  therefore  food  was  cheap ;  but  for  all  that 
they  were  underfed,  and  could  not  provide  themselves  with  the  sinews 
of  war.  France,  after  her  first  victories,  helped  herself  along  by  the 
forced  contributions  of  others.  But  the  countries  of  Central  Europe 
could  not  support  their  own  armies  without  England's  aid.  •  Even 
America  with  all  her  energy  and  national  resources,  was  not  rich ; 
she  could  not  have  subsidised  Continental  armies.  The  economists 
looked  for  the  explanation,  and  found  it  chiefly  in  England's  accu- 
mulated capital,  which,  though  small  when  judged  by  our  present 
standard,  was  very  much  greater  than  that  of  any  other  country. 
Other  nations  were  envious  of  England,  and  wanted  to  follow  in  her 
steps ;  but  they  were  unable  to  do  so,  partly  indeed  for  other  reasons, 
but  chiefly  because  they  had  not  capital  enough.  Their  annual  income 
was  required  for  immediate  consumption.  There  was  not  in  them  a 
large  class  of  people  who  had  a  good  store  of  wealth  set  by,  which 
they  did  not  need  to  consume  at  once,  and  which  they  could  devote 
to  making  machines  and  other  things  that  would  aid  labour  and 
enable  it  to  produce  a  larger  store  of  things  for  future  consumption. 
A  special  tone  was  given  to  their  arguments  by  the  facts  that  capital 
was  scarce  everywhere,  even  in  England ;  that  the  eflSciency  of  labour 
was  becoming  more  and  more  dependent  on  the  machinery  by  which 
it  was  aided  ;  and  lastly,  that  some  foolish  followers  of  Eousseau 
were  telling  the  working  classes  that  they  would  be  better  .oflf  without 
any  capital  at  all. 

In  consequence,  the  economists  gave  extreme  prominence  to  the 
statements ;  first,  that  labour  requires  the  support  of  capital,  i.e.  of 
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good  clothes,  &o.,  that  have  been  already  produced ;  and  secondly,  book  vi. 
that  labour  requires  the  aid  of  capital  in  the  form  of  factories,  stores  "^^  °- 
of  raw  material,  &c.  Of  course  the  workman  might  have  supplied 
his  own  capital,  but  in  fact  he  seldom  had  more  than  a  little  store 
of  clothes  and  furniture,  and  perhaps  a  few  simple  tools  of  his  own — 
he  was  dependent  for  everything  else  on  the  savings  of  others.  The 
labourer  received  clothes  ready  to  wear,  bread  ready  to  eat,  or  the 
money  with  which  he  could  purchase  them.  The  capitalist  received 
a  spinning  of  wool  into  yam,  a  weaving  of  yam  into  cloth,  or  a 
ploughing  of  land,  and  only  in  a  few  cases  commodities  ready  for  use, 
coats  ready  to  be  worn,  or  bread  ready  to  be  eaten.  There  are,  no 
doubt,  important  exceptions,  but  the  ordinary  bargain  between  em- 
ployers and  employed  is  that  the  latter  receives  things  ready  for 
immediate  use  and  the  former  receives  help  towards  making  things 
that  will  be  of  use  hereafter.  These  facts  the  economists  expressed  by 
saying  that  all  labour  requires  the  support  of  capital,  whether  owned 
by  the  labourer  or  by  someone  else  ;  and  that  when  anyone  works  for 
hire,  his  wages  are,  as  a  rule,  advanced  to  him  out  of  his  employer's 
capital — advanced,  that  is,  without  waiting  till  the  things  which  he 
is  engaged  in  making  are  ready  for  use.  These  simple  statements 
have  been  a  good  deal  criticised,  but  they  have  never  been  denied  by 
anyone  who  has  taken  them  in  the  sense  in  which  they  were  meant. 

The  older  economists,  however,  went  on  to  say  that  the  amount  of  bnt  this 
wages  was  limited  by  the  amount  of  capital ;  and  this  statement  cannot  ^^^n^e""^ 
be  defended  ;  at  best  it  is  but  a  slovenly  way  of  talking.     It  has  aggerated 
suggested  to  some  people  the  notion  that  the  total  amount  of  wages  ^^  ^P™* 

1  111  'J'  j'l  *•  C8XG1GBS  GX" 

that  could  be  paid  in  a  country  in  the  course  of,  say  a  year,  was  a  pressions. 

fixed  sum.     If  by  the  threat  of  a  strike,  or  in  any  other  way,  one 

body  of  workmen  got  an  increase  of  wages,  they  would  be  told  that  in 

consequence  other  bodies  of  workmen  must  lose  an  amount  exactly 

equal  in  the  aggregate  to  what  they  had  gained.     Those  who  have 

said  this,  have  perhaps  thought  of  agricultural  produce,  which  has  but 

one  harvest  in  the  year.     If  all  the  wheat  raised  at  one  harvest  is 

sure  to  be  eaten  before  the  next,  and  if  none  can  be  imported,  then  it 

is  true  that  if  anyone's  share  of  the  wheat  is  increased,  there  will  be 

just  so  much  less  for  others  to  have.     But  this  does  not  justify  the 

statement  that  the  amount  of  wages  payable  in  a  country  is  fixed  by 

the  capital  in  it,  a  doctrine  which  has  been  called  '  the  vulgar  form  of 

the  wages-fund  theory^.' 

It  has  already  been  noticed  (Book  i.  Ch.  iv.  §  7)  that  Mill  in  his  Mill 
later  years  under  the  combined  influence  of  Comte,  of  the  Socialists,  attfppted 

to   fllRP.tlHH 

and  of  the  general  tendencies  of  pubUc  sentiment,  set  himself  to  bring  wages  be- 

1  These  three  paragraphs  are  reproduced  from  a  paper  written  in  the  Co-opera- 
tive AntmaZ,  and  reprinted  in  the  Report  of  the  Indintrial  Remuneration  Conference, 
1885,  which  contained  the  onUines  of  the  central  argument  of  this  and  the  previons 
chapter. 
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BOOK  VI.    into  prominence  the  human,  as  opposed  to  the  mechanical,  element 
°°'°'     in  economics.     He  desired  to  call  attention  to  the  influences  which  are 
fore  he  had  exerted  on  human  conduct  by  custom  and  usage,  by  the  ever-shifting 
thettiM)      ^"'^g^i^ents  of  society,  and  by  the  constant  changes  in  human  nature ; 
of  value.      *^®  pliability  of  which  he  agreed  with  Comte  in  thinking  that  the 
earlier  economists  had  underrated.     It  was  this  desire  which  gave  the 
chief  impulse  to  his  economic  work  in  the  latter  half  of  his  Ufe,  as  distin- 
guished from  that  in  which  he  wrote  his  Essays  on  Unsettled  Questions ; 
and  which  induced  him  to  separate  Distribution  from  Exchange,  and 
to  argue  that  the  laws  of  Distribution  are  dependent  on  "  particular 
human  institutions,"  and  liable  to  be  perpetually  modified  as  man's 
habits  of  feeling,  and  thought,  and  action  pass  Irom  one  phaae  to 
another.     He  thus  contrasted  the  laws  of  Distribution  with  those  of 
Production,  which  he  regarded  as  resting  on  the  immutable  basis  of 
physical  Natvu-e ;  and  again  with  the  laws  of  Exchange,  to  which  he 
attributed  something  very  much  like  the  universality  of  Mathematics. 
It  is  true  that  he  sometimes  spoke  as  though   Political   Economy 
consisted  chiefly  of  discussions  of  the  Production  and   Distribution 
of  Wealth,  and  thus  seemed  to  imply  that  he  regarded  the  theory  of 
Exchange  as  a  part  of  the  theory  of  Distribution.     But  yet  he  kept  the 
two  separate  from  one  another ;  he  treated  of  Distribution  in  his 
second  and  fourth  Books,  and  gave  his  third  Book  to  the  "  Machinery 
of  Exchange"  (compare  his  Principles  of  Political  Economy,  Book  n. 
Ch.  I.  §  1,  and  Ch.  xvi.  §  6). 
He  was  In  doing  this  he  allowed  his  zeal  for  giving  a  more  human  tone  to 

'""8  economics  to  get  the  better  of  his  judgment,  and  to  hiury  him  on  to 

on  to  an  work  with  an  incomplete  analysis.  For,  by  putting  his  main  theory 
incomplete  of  -wages  before  his  account  of  supply  and  demand,  he  cut  himself  off 
and  the  from  all  chance  of  treating  that  theory  in  a  satisfactory  way  ;  and  ui 
ofT^'toi  ^*°*  ^®  ^^  ^^  °°  *"  ^^  {Principles,  Book  ii.  Ch.  xi.  §  1),  that 
fourth  "Wages  depend  mainly  upon... the  proportion  between  population  and 
^T^i**^  capital ; "  or  rather,  as  he  explains  later  on,  between  "  the  number  of 
generally  ^^  labouring  class... who  work  for  hire,"  and  "the  aggregate  of  what 
noticed;  may  be  called  the  Wages-Fund  which  consists  of  that  part  of  circu- 
lating capital... which  is  expended  in  the  direct  hire  of  labour." 

The  fact  is  that  the  theories  of  Distribution  and  Exchange  are  so 
intimately  connected  as  to  be  little  more  than  two  sides  of  the  same 
problem ;  that  in  each  of  them  there  is  an  element  of  "  mechanical " 
precision  and  universality,  and  that  in  each  of  them  there  is  an 
element,  dependent  on  "particular  human  institutions,"  which  has 
varied,  and  which  probably  will  vary,  from  place  to  place  and  from  age 
to  age.  And  if  Mill  had  recognised  this  great  truth,  he  would  not 
have  been  drawn  on  to  appear  to  substitute,  as  he  did  in  his  second 
Book,  the  statement  of  the  problem  of  wages  for  its  solution :  but 
would  have  combined  the  description  and  analysis  in  his  second  Book, 
with  the  short  but  profound  study  of  the  causes  that  govern  the 
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distribution  of  the  national  dividend,  given  in  his  fourth  Book ;  and    book  vi. 
the  progress  of  economics  would  have  been  much  hastened.  ch^. 

As  it  was,  when  his  friend  Thornton,  following  in  the  wake  of  pg^y 
Lonee,  Cliffe  Leslie,  Jevons  and  others,  convinced  him  that  the  phrases  be<»nse  he 
in  his  second  Book  were  untenable,  he  yielded  too  much ;  and  overstated  acientific 
the  extent  of  his  own  past  error  and  of  the  concessions  which  he  was  position 
bound  to  make  to  his  assailants.   He  said  (Dissertations,  Vol.  iv.  p.  46) :  answers  to 
"  There  is  no  law  of  nature  making  it  inherently  impossible  for  wages  Thornton, 
to  rise  to  the  point  of  absorbing  not  only  the  funds  which  he  (the 
employer)  had  intended  to  devote  to  carrying  on  his  business,  but  the 
whole  of  what  he  allows  for  his  private  expenses  beyond  the  necessaries 
of  life.     The  real  limit  to  the  rise  is  the  practical  consideration  how 
much  would  ruin  him,  or  drive  him  to  abandon  the  business,  not  the 
inexorable  limits  of  the  Wages   Fund."    He  did  not  make  it  clear 
whether  this  statement  refers  to  immediate  or  ultimate  efiects,  to  short 
periods  or  long :  but  in  either  case  it  appears  untenable. 

As  regards  long  periods  it  does  not  go  far  enough  :  for  wages  could  The 
not  rise  permanently  so  as  to  absorb  nearly  as  large  a  share  of  the  y^g  theory 
national  dividend  as  is  here  indicated.    And  for  short  periods,  it  goes  ot  wages 
too  far :  for  a  well-organized  strike  at  a  critical  juncture  may  force  from  [^ng  of 
the  employer  for  a  short  time  more  than  the  whole  value  of  his  output,  partionlar 
after  paying  for  raw  material  during  that  time  ;  and  thus  make  his  oon^cts  is 
gross    profits    for  the  time  a  negative   quantity.      And  indeed  the  indirect  • 
theory    of    wages    whether    in    its    older    or    newer    form,    has    no  remote 
direct  bearing  on  the  issue  of  any  particular  struggle  in  the  labour 
market :  that  depends  on  the  relative  strength  of  the  competing  parties. 
But  it  has  much  bearing  on  the  general  policy  of  the  relation  of  capital 
to  laboiu: ;  for  it  indicates  what  policies  do,  and  what  do  not,  carry  in 
themselves  the  seeds  of  their  own  ultimate  defeat;  what  policies  can 
be  maintained,  aided  by  suitable  organiaation  ;  and  what  policies  will 
ultimately  render  either  side  weak,  however  well  organized. 

After  a  while  Caimes,  in  his  Leading  Principles,  endeavoiu^d  to  Caimes 
resuscitate  the  Wages-fund  Theory  by  expounding  it  in  a  form,  which  «^Pl*™f^ 
he  thought  would  evade  the  attacks  that  had  been  made  on  it.     But,  cmdities 
though  in  the  greater  part  of  his  exposition,  he  succeeded  in  avoiding  °*  '^®  , 
the  old  pitfalls,  he  did  so  only  by  explaining  away  so  much  which  doctrine  in 
is  characteristic  of  the  doctrine,  that  there  is  very  little  left  in  it  to  j*^  extreme 
justify  its  title.     He  states  however  (p.  203)  that  "the  rate  of  wages,  ' 

other  things  being  equal  varies  inversely  with  the  supply  of  labour;" 
and  this  seems  to  point  in  a  wrong  direction.     For  an  increase  of  labour 
must  increase  the  national  dividend,  which  is  one  of  the  causes  that 
govern  wages;  and  therefore  if  the  supply  of  labo»ir  increases,  other 
things  cannot  be  equal.     He  goes  on  to  derive  an  "  unexpected  con-  •>"*  lus 
sequence,"  that  an  increase  in  the  supply  of  labour,  when  it  is  of  a  fg°not°" 
kind  to  be  used  in  conjunction  with  fixed  capital  and  raw  material,  clear, 
would  cause  the  Wages-fund  to  undergo  "diminution  as  the  number 
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BOOK  VI.    who  are  to  share  it  is  increased."     But  that  result  would  follow  only 
°°°'     if  the  aggregate  of  wages  were  not  influenced  by  the  aggregate  of  pro- 
duction ;  and  in  fact  this  last  cause  is  the  most  powerful  of  all  those 
which  influence  wages. 
The  wages-        It  may  be  noticed   that  the  extreme  forms  of  the   Wages-fund 
doctrine      theory  represent  wages  as  governed  entirely  by  demand ;  though  the 
relates        demand  is  represented  crudely  as  dependent  on  the  stock  of  capital, 
demand       ^^^  some  popular  expositors  of  economics  appear  to  have  held  at  the 
side  of  the  same  time  both  this  doctrine  and  the  iron  law  of  wages,  which  re- 
present wages  as  governed  rigidly  by  the  cost  of  rearing  human  beings. 
They  might  of  course  have  softened  each  of  them  and  then  worked  the 
two  into  a  more  or  less  harmonious  whole  ;  as  Caimes  did  later.     But 
it  does  not  appear  that  they  did  so. 
It  was  The  proposition  that  industry  is  limited  by  capital,  was  often  in- 

snpport  of  terpreted  so  as  to  make  it  practically  convertible  with  the  Wages-fund 
po™®  theory.     It  can  be  explained  so  as  to  be  true :  but  a  similar  explanation 

trutts,         would  make  the  statement  that  "capital  is  limited  by  industry"  equally 
true.     It  was  however  used  by  Mill  chiefly  in  connection  with  the 
argument  that  the  aggregate  employment  of  labour  cannot  generally  be 
increased  by  the  simple  plan  of  cutting  people  off,  by  Protective  duties 
or  in  other  ways,  from  opportunities  of  satisfying  their  wants  in  that 
manner  which  they  would  prefer.     The  effects  of  protective  duties  are 
very  complex  and  cannot  be  discussed  here  ;  but  Mill  is  clearly  right 
in  saying  that  in  general  the  capital,  that  is  applied  to  support  and  aid 
labour  in  any  new  industry  created  by  such  duties,  "  must  have  been 
withdrawn  or  withheld  from  some  other,  in  which  it  gave,  or  would 
have  given,  employment  to  probably  about  the  same  quantity  of  labour 
but  they      which  it  employs  in  its  new  occupation."    Or  to  put  the  argument  in  a 
defended      '^^^^^   modem   form,  such   legislation   does  not  primd  facie  increase 
without  it.  either  the  national  dividend  or  the  share  of  that  dividend  which  goes 
to  labour.     For  it  does  not  increase  the  supply  of  capital ;  nor  does  it, 
in  any  other  way,  cause   the  marginal  efficiency  of  labour  to  rise 
relatively  to  that  of  capital.    The  rate  that  has  to  be  paid  for  the  use 
of  capital  is  therefore   not  lowered  ;   the   national  dividend   is    not 
increased  (in  fact  it  is  almost  sure  to  be  diminished) ;  and  as  neither 
labour  nor  capital  gets  any  new  advantage  over  the  other  in  bargaining 
for  the  distribution  of  the  dividend,  neither  can  benefit  by  such  legis- 
lation. 
Symmetry         This  doctrine  of  Mill's  might  indeed  logically  be  inverted ;  so  as  to 
of  some  of  assert  that  the  labour  required  to  give  effect  to   capital  in  a  new 
tions  be'-     industry  created  by  protective  duties  must  have  been  withdrawn  or 
tween  capi-  withheld  Irom  some  other,  in  which  it  gave,  or  would  have  given  effect 
laboiff.        to  probably  about  the  same  quantity  of  capital  as  in  its  new  occupation. 
But  this  statement  though  equally  true  would  not  appeal  with  equal 
force  to  the  minds  of  ordinary  people.     For  as  the  buyer  of  goods  is 
commonly  regarded   as  conferring  a   special    benefit   on    the    seller, 
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though  in  fact  the  services  which  buyers  and  sellers  render  to  one  book  vi. 
another  are  in  the  long  run  co-ordinate  ;  so  the  employer  is  commonly  °°-"- 
regarded  as  conferring  a  special  benefit  on  the  worker,  whose  labour  he 
buys,  though  in  the  long  run  the  services  which  the  employers  and 
employees  render  to  one  another  are  co-ordinate.  The  causes  and 
consequences  of  this  pair  of  facts  will  occupy  us  much  at  later  stages  of 
our  inquiry. 

Some  interesting  contributions  to  the  history  of  the  Wages-fund 
theory  are  to  be  found  in  the  article  by  Prof.  Taussig  in  the  Quarterly 
Journal  of  Economics  already  referred  to,  and  in  Mr  Cannan's  Production 
and  Disiribittion,  1776-1848.  General  Walker's  writings  have  thrown 
much  light  on  the  whole  subject.  The  instances  of  employees  rendering 
their  labour  in  advance  of  payment,  which  he  has  collected,  are  in- 
structive in  many  ways ;  and,  though  they  do  not  perhaps  much  affect 
the  main  issue,  they  bear  efiectively  on  some  turns  of  the  controversy. 


CHAPTER  III. 


DEMAND  AND  SUPPLY  IN  RELATION  TO  LABOUR. 
AND   NOMINAL   EAENINQS. 


HEAL 


BOOK  VI.         §  1.     When  discussing  the  general  theory  of  equilibrium 
™™-     of  demand  and  supply  in  the  last  Book,  and  the  main  outlines. 
The  scope  of  the  Central  problem  of  distribution  and  exchange  in  the 
present      first  two  chapters  of  this  Book,  we  left  on  one  side,  as  far  as 
fSiowing    might  be,  all  considerations  turning  on  the  special  qualities 
c?™t        ^°*^  incidents   of  the  agents  of  production.     We  did  not 
inquire  in  detail  how  far  the  general  theories  of  the  relations 
between  the  value  of  an  appliance  for  production  and  that  of 
the  product,  which  it  helps  to  make,  are  applicable  to  the 
incomes  earned  by  natural  abilities,  or  by  skill  and  knowledge 
acquired  long  ago,  whether  in  the  ranks  of  the  employers,  the 
employed,  or  the  professional  classes.    We  avoided  difficulties 
connected  with  the  analysis  of  Profits,  paying  no  attention 
to  the  many  different  scopes  which  the  usage  of  the  market- 
place assigns  to  this  term,  and  even  the  more  elementary 
term  Interest;  and  we  took  no  account  of  the  influence  of 
varieties  of  tenure  on  the  form  of  demand  for  land.     These 
and  some  other  deficiencies  will  be  made  good  by  more 
detailed  analysis  in  the  following  three  groups  of  chapters  on 
demand  and  supply  in  relation  to  labour,  to  capital  and 
business  power,  and  to  land,  respectively. 

The  present  chapter  is  devoted  to  methods  of  estimating 
and  reckoning  earnings.  It  is  mainly  a  mere  formal  question 
of  arithmetic  or  bookkeeping :  but  much  error  has  arisen 
from  treating  it  carelessly. 
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§  2.     When  watching  the  action  of  demand  and  supply    book  ti. 

with  regard  to  a  material  commodity,  we  are  constantly  met      _! ' 

by  the  difficulty  that  two  things  which  are  being  sold  under  a^™^*^ 
the  same  name  in  the  same  market,  are  really  not  of  the  to  make 
same  quality  and  not  of  the  same  value  to  the  purchasers,  wages  in 
Or,  if  the  things  are  really  alike,  they  may  be  sold  even  in  pioyiSents 
the  face  of  the  keenest  competition  at  prices  which  are  nomi-  J°tfJ^r. 
nally  different,  because  the  conditions  of  sale  are  not  the  tionate  to 

the  effi- 

same :  for  instance,  a  part  of  the  expense  or  risk  of  delivery  ciency 
which  is  borne  in  the  one  case  by  the  seller  may  in  the  other  Workers, 
be  transferred  to  the  buyer.  But  difficulties  of  this  kind  are 
much  greater  in  the  case  of  labour  than  of  material  commodi- 
ties :  the  true  price  that  is  paid  for  labour  often  differs  widely, 
and  in  ways  that  are  not  easily  traced,  from  that  which  is 
nominally  paid. 

It  is  commonly  said  that  the  tendency  of  competition  is 
to  equalize  the  earnings  of  people  engaged  in  the  same  trade 
or  in  trades  of  equal  difficulty ;  but  this  statement  requires 
to  be  interpreted  carefully.  For  competition  tends  to  make 
the  earnings  got  by  two  individuals  of  unequal  efficiency  in 
any  given  time,  say,  a  day  or  a  year,  not  equal,  but  unequal ; 
and,  in  like  manner,  it  tends  not  to  equalize,  but  to  render 
unequal  the  average  weekly  wages  in  two  districts  in  which 
the  average  standards  of  efficiency  are  unequal.  Given  that 
the  average  strength  and  energy  of  the  working-classes  are 
higher  in  the  North  of  England  than  in  the  South,  it  then 
follows  that  the  more  completely  "  competition  makes  things 
find  their  own  level,"  the  more  certain  is  it  that  average 
weekly  wages  will  be  higher  in  the  North  than  in  the  South. 
Cliffe  Leslie  and  some  other  writers  have  naively  laid  stress 
on  local  variations  of  wages  as  tending  to  prove  that  there 
is  very  little  mobility  among  the  working-classes,  and  that 
the  competition  among  them  for  employment  is  ineffective. 
But  most  of  the  facts  which  they  quote  relate  only  to  wages 
reckoned  by  the  day  or  week :  they  are  only  half-facts,  and 
when  the  missing  halves  are  supplied,,  they  generally  support 
the  opposite  inference  to  that  on  behalf  of  which  they  are 
quoted.  For  it  is  found  that  local  variations  of  weekly  wages 
and  of  efficiency  generally  correspond :  and  thus  the  facts 
M.  40 
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tend  to  prove  the  effectiveness  of  competition,  so  fax  as  they 
bear  on  the  question  at  all.  We  shall  however  presently  find 
that  the  full  interpretation  of  such  facts  as  these  is  a  task  of 
great  difficulty  and  complexity. 

The  earnings,  or  wages,  which  a  person  gets  in  any  given 
time,  such  as  a  day,  a  week,  or  a  year,  may  be  called  his 
Time-earnings,  or  Time-wages :  and  we  may  then  regard 
competition,  or  to  speak  more  exactly,  economic  freedom  and 
enterprise,  as  tending  to  make  time-earnings  in  occupations 
of  equal  difficulty  and  in  neighbouring  places  not  equal,  but 
proportionate  to  the  efficiency  of  the  workers. 

But  this  phrase,  "  the  efficiency  of  the  workers,"  has  some 
ambiguity.  When  the  payment  for  work  of  any  kind  is 
apportioned  to  the  quantity  and  quality  of  the  work  turned 
out,  it  is  said  that  uniform  rates  of  Piece-work  wages  are 
being  paid;  and  if  two  persons  work  under  the  same  con- 
ditions and  with  equally  good  appliances,  they  are  paid  in 
proportion  to  their  efficiencies  when  they  receive  piece-work 
wages  calculated  by  the  same  lists  of  prices  for  each  several 
kind  of  work.  If  however  the  appliances  are  not  equally 
good,  a  uniform  rate  of  piece-work  wages  gives  results  dis- 
proportionate to  the  efficiency  of  the  workers.  If,  for  instance, 
the  same  lists  of  piece-work  wages  were  used  in  Lancashire 
cotton  mills  supplied  with  old-fashioned  machinery,  as  in 
those  which  have  the  latest  improvements,  the  apparent 
equality  would  represent  a  real  inequality.  The  more  effec- 
tive competition  is,  and  the  more  perfectly  economic  freedom 
and  enterprise  are  developed,  the  more  surely  will  the  lists  be 
higher  in  the  mills  that  have  old-fashioned  machinery  than 
in  the  others. 

In  order  therefore  to  give  its  right  meaning  to  the  state- 
ment that  economic  freedom  and  enterprise  tend  to  equalize 
wages  in  occupations  of  the  same  difficulty  and  in  the  same 
neighbourhood,  we  require  the  use  of  a  new  term.  We  may 
find  it  in  Efficiency-wages,  or  more  broadly  EffUnency- 
eamings ;  that  is,  earnings  measured,  not  as  time-earnings 
are  with  reference  to  the  time  spent  in  earning  them ;  and  not 
as  piece-work  earnings  are  with  reference  to  the  amount  of 
output  resulting  from  the  work  by  which  they  are  earned ; 
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but  with  reference  to  the  exertion  of  ability  and  efficiency   book  vi. 

required  of  the  worker'.  — ' 

The  tendency  then  of  economic  freedom  and  enterprise  The  law  of 
(or,  in  more  common  phrase,  of  competition),  to  cause  every  g^®y  "  ' 
one's  earnings  to  find   their  own  level,  is  a  tendency  to  *°^'J*  ^f 
equality  of  eflBciency-eamings  in  the  same  district.     This  efficiency- 
tendency  will  be  the  stronger,  the  greater  is  the  mobility  of 
labour,  the  less  strictly  specialized  it  is,  the  more  keenly 
parents  are  on    the   look-out  for  the   most  advantageous 
occupations  for  their  children,  the  more   rapidly  they  are 
able   to  adapt  themselves    to   changes   in  economic    con- 
ditions, and  lastly  the  slower  and  the  less  violent   these 
changes  are. 

This  statement  of  the  law  is,  however,  still  subject  to  a  Low- 
slight  correction.     For  we  have  hitherto  supposed  that  it  is  Jlbonr  is 
a  matter  of  indifiference  to  the  employer  whether  he  employs  ^^^^ 
few  or  many  people  to  do  a  piece  of  work,  provided  his  total  working 
wages-bill  for  the  work  is  the  same.     But  that  is  not  the  pensive 
case.     Those  workers  who  earn  most  in  a  week  when  paid  at  ™ 
a  given  rate  for  their  work,  are  those  who  are  cheapest  to 
their  employers  (and  ultimately  to  the  community,  unless 
indeed  they  overstrain  themselves,  and  work  .themselves  out 
prematurely).     For  they  use  only  the  same  amount  of  fixed 
capital  as  their  slower  fellow  workers ;  and,  since  they  turn 
out  more  work,  each  part  of  it  has  to  bear  a  less  charge  on 
this  account.     The  prime  costs  are  equal  in  the  two  cases ; 
but  the  total  cost  of  that  done  by  those  who   are   more 
efiicient,  and  get  the  higher  time-wages,  is  lower  than  that 

1  In  earlier  editions  the  term  Taak-magea  was  given  as  an  alternative  to  Bfficieney- 
■ivages;  bnt  that  term  is  in  some  trades  applied  to  wages  paid  bj  the  day  on  condi- 
tion that  a  certain  definite  taah  be  accomplished  in  it.  If  as  generally  is  the  case 
the  workman  is  at  liberty  to  exceed  the  minimum  task,  and  to  be  paid  in  propor- 
tion, the  system  is  reaUy  one  of  piece-work ;  formal  expression  being  given  to  the 
condition  latent  in  all  piece-work  in  which  expensive  plant  is  used,  that  the  plant 
shall  be  tnmed  to  fairly  good  account.  The  variations  in  the  conditions  of 
hiring  in  different  trades  and  places  are  nmnerons,  bnt  they  bear  more 
intimately  on  labonr  politics  than  on  normal  wages ;  and  what  has  to  be  said 
abont  them  may  conveniently  be  deferred  to  a  later  stage.  Meanwhile  reference 
may  be  made  to  a  fnll  discussion  of  them  in  Mr  Schloss'  Methods  of  Industrial 
Remunerati&n ;  and  an  article  by  him  in  the  Economic  Journal^  Vol.  n.  Many 
interesting  facts  bearing  on  the  matter  are  to  be  found  in  the  Eepm-t  of  the  Labour 
Commission^  and  in  Mr  Charles  Booth's  Life  and  Labour  i»  London. 

40—2 
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-1 "    rate  of  piece-work  payment\ 

This  point  is  seldom  of  much  importance  in  out-of-door 
work,  where  there  is  abundance  of  room,  and  compai-atively 
little  use  of  expensive  machinery;  for  then,  except  in  the 
matter  of  superintendence,  it  makes  very  little  difference  to 
the  employer,  whose  wages-bill  for  a  certain  piece  of  work  is 
£100,  whether  that  sum  is  divided  between  twenty  eflBcient 
or  thirty  inefficient  workers.  But  when  expensive  machinery 
is  used  which  has  to  be  proportioned  to  the  number  of 
workers,  the  employer  would  often  find  the  total  cost  of  his 
goods  lowered  if  he  could  get  twenty  men  to  turn  out  for 
a  wages-bill  of  £50  as  much  work  as  he  had  previously  got 
done  by  thirty  men  for  a  wages-bill  of  £40.  In  all  matters 
of  this  kind  the  leadership  of  the  world  lies  with  America, 
and  it  is  not  an  uncommon  saying  there,  that  he  is  the  best 
business  man  who  contrives  to  pay  the  highest  wages. 

The  corrected  law  then  stands  that  the  tendency  of 
economic  freedom  and  enterprise  is  generally  to  equalize 
efficiency-earnings  in  the  same  district:  but  where  much 
expensive  fixed  capital  is  used,  it  would  be  to  the  advantage 
of  the  employer  to  raise  the  time-earnings  of  the  more 
efficient  workers  more  than  in  proportion  to  their  efficiency. 

Of  course  this  tendency  is  liable  to  be  opposed  by  special 
customs  and  institutions,  and,  in  some  cases,  by  trades-union 
regulations''. 

1  This  argnment  would  be  subject  to  corrections  in  cases  in  which  the  trade 
admitted  of  the  employment  of  more  than  one  shift  of  workpeople.  It  would 
often  be  worth  an  employer's  while  to  pay  to  each  of  two  shifts  as  mnch  for  an 
eight  honrs'  day  as  he  now  pays  to  one  shift  for  a  ten  honrs'  day.  For  though 
each  worker  would  produce. less,  each  machine  would  produce  more  on  the  former 
than  on  the  latter  plan.    But  to  this  point  we  shall  return. 

2  Bicardo  did  not  overlook  the  importance  of  the  distinction  between  variations 
in  the  amount  of  commodities  paid  to  the  labourer  as  wages,  and  variations  in  the 
profitableness  of  the  labourer  to  his  employer.  He  saw  that  the  real  interest  of 
the  employer  lay  not  in  the  amount  of  wages  that  he  paid  to  the  labourer,  but  in 
the  ratio  which  those  wages  bore  to  the  value  of  the  produce  resulting  from  the 
labourer's  work :  and  he  decided  to  regard  the  rate  of  wages  as  measured  by  this 
ratio:  and  to  say  that  wages  rose  when  this  ratio  increased,  and  that  they  fell 
when  it  diminished.  It  is  to  be  regretted  that  he  did  not  invent  some  new  term 
for  this  purpose ;  for  his  artificial  use  of  a  familiar  term  has  seldom  been  under- 
stood by  others,  and  was  in  some  cases  even  forgotten  by  himself.    (Compare 


REAL  WAGES  AND  NOMINAL  WAGES. 

§  3.  Thus  much  with  regard  to  estimates  of  the  work  for  book  ti. 
which  the  earnings  are  given :  but  next  we  have  to  consider  _! — ' 
more  carefully  the  facts,  that  in  estimating  the  real  earnings 
of  an  occupation  account  must  be  taken  of  many  things 
besides  its  money  receipts,  and  that  on  the  other  side  of  the 
account  we  must  reckon  for  many  incidental  disadvantages 
besides  those  indirectly  involved  in  the  strain  and  stress  of 
the  work. 

As  Adam  Smith  says,  "the  real  wages  of  labour  may  Seal  wages 
be  said  to  consist  in  the  quantity  of  the  necessaries  and  con-  nal  wages. 
veniences  of  life  that  are  given  for  it ;   its  Nominal  wages 

in  the  quantity  of  money The  labourer  is  rich  or  poor, 

is  well  or  ill  rewarded,  in  proportion  to  the  real,  not  to  the 
nominal,  wages  of  his  labour^"  But  the  words  "that  are 
given  for  it "  must  not  be  taken  to  apply  only  to  the  neces- 
saries and  conveniences  that  are  directly  provided  by  the 
purchaser  of  the  labour  or  its  products;  for  account  must 
be  taken  also  of  the  advantages  which  are  attached  to  the 
occupation,  and  require  no  special  outlay  on  his  part. 

In  endeavouring  to  ascertain  the  real  wages  of  an  occu-  Allowance 
pation  at  any  place  or  time,  the  first  step  is  to  allow  for  made  for 
variations  in  the  purchasing  power  of  the  money  in  which  ^he  pnr- 
nominal  wages  are  returned.     This  point   cannot  be   tho-  °^*^^£ 
roughly  dealt  with  till  we  come  to  treat  of  the  theory  of  money, 
money  as  a  whole.     But  it  may  be  remarked  in  passing  that  special 
this  allowance  would  not  be  a  simple  arithmetical  reckoning,  J^  the'con- 
even  if  we  had  perfectly  accurate  statistics  of  the  history  of  ^^^°" 
the  prices  of  all  commodities.     For  if  we  compare  distant  k™*? 

^  .  .  .   ^  of labonr 

places  or  distant  times,  we  find  people  with  different  wants,  concerned, 
and  different  means  of  supplying  those  wants :    and  even 
when  we  confine  our  attention  to  the  same  time  and  place 

Senior's  Political  Economy,  pp.  142 — 8.)  The  Tariations  in  the  productiveneaa  of 
labour  which  he  had  chiefly  in  view  were  those  which  result  from  improvements  in 
the  arts  of  production  on  the  one  hand,  and  on  the  other  from  the  action  of  the 
law  of  diminishing  return,  when  an  increase  of  population  required  larger  crops  to 
be  forced  from  a  limited  soil.  Had  he  paid  careful  attention  to  the  increase  in  the 
productiveness  of  labour  that  results  directly  from  an  improvement  in  the  labourer's 
condition,  the  position  of  economic  science,  and  the  real  well-being  of  the  country, 
would  in  all  probability  be  now  much  further  advanced  than  they  are.  As  it  is, 
hia  treatment  of  wages  is  less  instructive  than  that  of  Malthns. 
1  Wealth  of  Nations,  Book  i.  Ch.  v. 
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we  find  people  of  different  classes  spending  their  incomes  in 
very  different  ways.  For  instance,  the  prices  of  velvet,  of 
operatic  entertainments  and  scientific  books  are  not  very 
important  to  the  lower  ranks  of  industry ;  but  a  fall  in  the 
price  of  bread  or  of  shoe  leather  affects  them  much  more 
than  it  does  the  higher  ranks.  Differences  of  this  kind 
must  always  be  borne  in  mind,  and  it  is  generally  possible  to 
make  some  sort  of  rough  allowance  for  them'. 

§  4.  We  have  already  noticed'  that  a  person's  total  real 
income  is  found  by  deducting  from  his  gross  income  the  out- 
goings that  belong  to  its  production;  and  that  this  gross 
income  includes  many  things  which  do  not  appear  in  the 
form  of  money  payments  and  are  in  danger  of  being  over- 
looked. 

Firstly,  then,  with  regard  to  the  outgoings.  We  do  not 
here  reckon  the  expenses  of  education,  general  and  special, 
involved  in  the  preparation  for  any  trade :  nor  do  we  take 
account  of  the  exhaustion  of  a  person's  health  and  strength 
in  his  work.  Allowance  for  them  may  be  best  made  in  other 
ways.  But  we  must  deduct  all  trade  expenses,  whether  they 
are  incurred  by  professional  men  or  artisans.  Thus  from 
the  barrister's  gross  income  we  must  deduct  the  rent  of  his 
office  and  the  salary  of  his  clerk :  from  the  carpenter's  gross 
income  we  must  deduct  the  expenses  which  he  incure  for 


^  The  Report  oj  the  Poor  Law  Oommissioners  on  the  Employment  of  Women 
and  Children  in  Agriculture,  1843,  p.  297,  contains  some  interesting  specimens  of 
yearly  wages  paid  in  Northomberland  in  which  very  little  money  appeared.  Here 
is  one : — 10  bnshels  of  wheat,  30  of  oats,  10  of  barley,  10  of  rye,  10  of  peas ;  a  cow's 
keep  for  a  year ;  800  yards  of  potatoes ;  cottage  and  garden ;  coal-shed ;  £3.  IDs.  in 
cash;  and  2  bushels  of  barley  in  lien  of  hens. 

Many  plans  have  been  suggested  for  making  a  special  estimate  of  the  pur- 
chasing power  of  money  with  regard  to  those  things  that  are  chiefly  conanmed  by 
the  working  classes,  the  importance  of  each  thing  being  taken  in  such  estimate  as 
proportionate  to  the  amount  spent  on  it  in  an  arerage  working  class  budget.  Mr 
Edward  Atkinson  has  suggested  that  this  measure  of  purchasing  power  should  be 
called  "  a  standard  ration."  But  at  best  it  could  only  be  approximate,  partly 
becanse  the  working  classes  contain  within  themselves  several  different  grades, 
with  corresponding  variations  in  the  percentages  of  their  incomes  which  they 
devote  to  purchasing  different  things.  (See  the  latter  half  of  the  Note  at  the  end 
of  Book  ni.  Ch.  rv.)  General  Walker's  Treatise  On  Wages  and  Boscher's  Politi- 
cal Economy,  contain  many  suggestive  remarks  and  facts  bearing  on  the  subjects 
of  this  section,  and  indeed  of  the  whole  chapter. 

a  Book  n.  Ch.  v. 
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tools;  and  when  estimating  the  earnings  of  quarrymen  bookvi. 
in  any  district  we  must  find  out  whether  local  custom  — — 
assigns  the  expenses  of  tools  and  blasting  powder  to  them 
or  their  employers.  Such  cases  are  comparatively  simple; 
but  it  is  more  difficult  to  decide  how  large  a  part  of  the 
expenses,  which  a  medical  man  incurs  for  house  and  carriage 
and  social  entertainments,  are  to  be  regarded  as  trade  ex- 
penses ;  or  how  much  of  the  charges  to  which  a  postman  is 
put  for  boots,  or  a  domestic  servant  or  an  attendant  in  a 
fashionable  shop  for  clothes,  should  be  deducted  under  this 
head\ 

S  5.     Next  let  us  take  account  of  the  different  modes  of  ^^^'^ 

''  .  wages  are 

payment  which  are  adopted  in  different  occupations.     We  partly  paid 
may  select  for  study  the  case  of  domestic  servants.     We  allowances 
have  already  noticed  that  when  they  have  to  supply  them-  J^|„  ^^ 
selves  at  their  own  cost  with  expensive  clothes,  which  they  ^"^  ™'''* 
would  not  buy  if  free  to  do  as  they  liked,  the  value  of  their  whoreceive 
wages  to  them  is  somewhat  lowered  by  this  compulsion.    And  atthe'ircost 
when  the  employer  provides  expensive  liveries,  houseroom  ^ho  ^e 
and  food  for  his  servants,  these  are  generally  worth  much  *''®™- 
less  to  them  than  they  cost  to  him.     It  is  therefore  an  error 
to  reckon  the  real  wages  of  domestic  servants,  as  some  sta- 
tisticians have  done,  by  adding  to  their  money  wages  the 
equivalent  of  the  cost  to  their  employer  of  everything  that  he 
provides  for  them". 

On  the  whole,  when  the  Truck  system  prevails  in  any 

1  This  class  of  qaestions  is  closelj  allied  to  those  raised  when  discussing  the 
definitions  of  Capital  and  Income  in  Book  u. ;  where  a  caution  has  already  been 
entered  against  overlooking  elements  of  income  that  do  not  take  the  form  of 
money.  Earnings  of  many  even  of  the  professional  and  wage-receiving  classes 
are  in  a  considerable  measure  dependent  on  their  being  in  command  of  some 
material  capitah 

^  Again,  when  a  farmer  hauls  coals  free  for  his  men,  choosing,  of  course,  times 
when  his  horses  have  httle  to  do,  the  real  addition  to  their  earnings  is  much 
greater  than  the  cost  to  him.  The  same  applies  to  many  perquisites  and  allow- 
ances, as  for  instance,  when  the  employer  allows  his  men  to  have  without  payment 
commodities  which  though  useful  to  them,  are  almost  valueless  to  him  on  account 
of  the  great  expenses  involved  in  marketing  them ;  or,  again,  when  he  allows  them 
to  buy  for  their  own  use  at  the  wholesale  price  commodities  which  they  have 
helped  to  produce.  When  however  this  permission  to  purchase  is  changed  into  an 
obligation  to  purchase,  the  door  is  opened  to  gi-ave  abuses.  The  farmer  who 
compels  his  men  to  take  from  him  spoilt  wheat  at  the  wholesale  price  of  good 
wheat,  is  really  paying  them  lower  wages  than  he  appears  to  be. 
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rate  oi  wages  is  lower  than  the  nominal.  The  most  viru- 
lent forms  of  the  system  have  always  been  those  which  have 
lain  beneath  the  surface;  and  in  our  own  day  they  still 
flourish  in  those  industries  which  retain  a  semi-mediaeval 
character,  while  they  seldom  exist  in  those  in  which  the 
modem  factory  system  prevails.  The  influence  of  the  system 
for  evil  in  the  past  has  been  so  great,  that  it  may  rank  with 
the  old  poor  law  and  the  unhealthy  conditions  of  juvenile 
labour  early  in  the  century  as  a  chief  cause  of  the  degradation 
of  large  numbers  of  the  working  classes :  but  its  influence  is 
not  now  great  save  in  a  few  trades'. 

I  In  a  new  conntry  in  which  large  agricnltnral,  mining,  and  other  bnsinesses 
often  spring  up  at  a  great  distance  from  any  considerable  town,  the  employers  are 
compelled  to  supply  their  workpeople  with  everything  they  want,  either  by  paying 
part  of  their  wages  in  the  form  of  allowances  of  food,  clothing  &c.,  or  by  opening 
stores  for  them.  Stores  of  this  kind  are  generally  managed  on  a  straightforward 
business-like  principle,  and  wholesome  customs  and  traditions  thus  started  are 
apt  to  survive  even  when  the  employers'  shops  have  ceased  to  be  necessary  in 
consequence  of  the  growth  of  fairly  good  independent  shops  in  the  neighbourhood. 
The  shops  remain  an  almost  unmixed  benefit  to  all  concerned  so  long  as  dealing 
at  them  is  voluntary ;  and,  even  when  it  becomes  compulsory,  they  may  be  on  the 
whole  a  benefit  to  the  workpeople,  provided  they  are  managed  with  ability  and 
honesty.  For,  since  the  employers  ensure  themselves  prompt  sales  and  certain 
payments  by  contracting  that  a  certain  part  of  the  wages  paid  by  them  shall  be 
taken  out  in  purchases  at  the  stores,  they  are  able  to  work  these  stores  more 
cheaply  than  ordinary  retail  shops,  and  thus  to  pay,  with  an  equal  profit  to  them- 
selves, higher  real  wages  than  would  otherwise  be  possible. 

But  employers,  whose  main  business  is  in  a  healthy  condition,  are  generally 
too  busy  to  be  willing  to  manage  such  shops  unless  there  is  some  strong  reason 
for  doing  so ;  and  consequently  in  old  countries  those  who  have  adopted  the  Truck 
system  have  more  often  than  not  done  so  with  the  object  of  getting  back  by 
underhand  ways  part  of  the  wages  which  they  nominally  paid  away.  They  have 
compelled  those  who  work  at  home  to  hire  machinery  and  implements  at  exorbitant 
rents ;  they  have  compelled  all  their  workpeople  to  buy  adulterated  goods  at  short 
weights  and  high  prices;  and  in  some  cases  even  to  spend  a  very  large  part  of 
their  wages  on  goods  on  which  it  was  easiest  to  make  the  highest  rate  of  profits, 
and  especially  on  spirituous  liquors.  Mr  Lecky,  for  instance,  records  an  amusing 
case  of  employers  who  could  not  resist  the  temptation  to  buy  theatre  tickets 
cheap,  and  compel  their  workpeople  to  buy  them  at  full  price  (History  of  the 
Eighteenth  Century,  vi.  p.  158).  The  evil  is  however  at  its  worst  when  the  shop 
is  kept  not  by  the  employer,  but  by  the  foreman  or  by  persona  acting  in  concert 
with  him;  and  when  he,  without  openly  saying  so,  gives  it  to  be  understood 
that  those  who  do  not  deal  largely  at  the  shop  will  find  it  difficult  to  get  his  good 
word.  For  an  employer  suffers  more  or  less  from  anything  that  injures  his  work- 
people, while  the  exactions  of  an  unjust  foreman  are  but  little  held  in  check  by 
regard  for  his  own  ultimate  interest. 

The  story  of  the  abuses  of  the  Truck  system  in  modem  England  is  told  in  a 
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§  6.     Next  we  have  to  take  account  of  the  influences   book  vi. 

exerted  on  the  real  rate  of  earnings  in  an  occupation  by      _! ' 

the  uncertainty  of  success  and  the  inconstancy  of  employment  ^^^'of 

in  it.  snccess 

'  _  ^  ^  xnay  be 

We  should  obviously  start  by  taking  the  earnings  of  an  allowed  for 
occupation  as  the  average  between  those  of  the  successful  an  averag^ 
and  unsuccessful  members  of  it ;  but  care  is  required  to  get  app,^* 
the  true  average.     For  if  the  average  earnings  of  those  who  mation; 
are  successful  are  £2000  a  year,  and  of  those  who  are  un- 
successftil  are  £400  a  year,  the  average  of  the  whole  will  be 
£1200  a  year  if  the  former  group  is  as  large  as  the  latter; 
but  if,  as  is  perhaps  the  case  with  barristers,  the  unsuccessful 
are  ten  times  as  numerous  as  the  successful,  the  true  average 
is  but  £550.     And  further,  many  of  those  who  have  failed 
most   completely,   are   likely   to   have    left   the    occupation 
altogether,  and  thus  to  escape  being  counted. 

And  again,  though,  by  taking  this  average,  we  obviate  bnt 
the  necessity  of  making  any  separate  allowance  for  insurance  rfk>™nce 
against  risk,  account  generally  remains  to  be  taken  of  the  ^^e  for 
evil  of  uncertainty.     For  there  are  many  people  of  a  sober  ^^  ^''^  °* 
steady-going   temper,   who   like   to    know    what    is    before  tainty  and 
them,  and  who  would  far  rather  have  an  appointment  which  "™^  ^' 
ofifered  a  certain  income  of  say  £400  a  year  than  one  which 
was  not  unlikely  to  yield  £600,  but  had  an  equal  chance  of 
affording  only  £200.     Uncei-tainty,  therefore,  which  does  not 
appeal  to  great  ambitions  and  lofty  aspirations,  has  special 
attractions  for  very  few ;  while  it  acts  as  a  deterrent  to  many 
of  those  who  are  making  their  choice  of  a  career.     And  as  a 
rule  the  certainty  of  moderate  success  attracts  more  than 
an  expectation  of  an  uncertain  success  that  has  an  equal 
actuarial  value. 

But  on  the  other  hand,  if  an  occupation  offers  a  few  Though 
extremely  high  prizes,  its  attractiveness  is  increased  out  of  extomely 

long  series  of  Parliamentary  Reports,  which  come  down  to  the  present  time :  and 
while  the  evil  itself  has  been  steadily  diminishing,  the  intensity  of  the  light 
thrown  on  what  remains  has  been  increasing  as  steadily.  An  excellent  account 
of  the  payments  in  kind  by  which  the  agricnltnral  labourer's  wages  are  supple- 
mented is  given  by  Mr  Eebbel  {The  Agricultural  Labourer,  2nd  Ed.,  Ch.  n.).  A 
table  to  be  found  in  Vol.  xi.  of  the  United  States  Census  for  1880  shows  that  of 
773  manufacturing  firms  which  answer  questions  as  to  the  mode  of  payment 
adopted  by  them,  681,  or  88  per  cent.,  pay  in  cash:  bnt  in  some  of  the  States 
which  are  thinly  populated  the  proportion  is  not  much  more  than  one-half. 
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BooKTi.    all  proportion  to  their  aggregate   value.     For  this   there 
-1 — "    are  two  reasons.     The  first  is  that  young  men  of  an  ad- 
hi^  a  m^s*  venturous  disposition  are  more  attracted  by  the  prospects 
Pf^""^""-  of  a  great  success  than  they  are  deterred  by  the  fear  of 
attractiTe    failure ;  and  the  second  is  that  the  social  rank  of  an  occupa- 
tion depends  more   on   the  highest  dignity  and  the  best 
position  which   can   be  attained   through  it  than   on   the 
average  good  fortune  of  those  engaged  in  it.     It  is  an  old 
maxim  of  statecraft  that  a  Government  should  offer  a  few 
good  prizes  in   every  department  of  its  service :   and  in 
aristocratic   countries  the  chief  oflScials  receive  very  high 
salaries,  while  those  of  the  lower  grades  are  comforted  in  the 
receipt  of  salaries  below  the  market  level  for  similar  services 
by  their  hopes  of  ultimately  rising  to  a  coveted  post,  and 
by  the  social  consideration  which  in  such  countries  always 
attends  on  public  officers.     This  arrangement  has  the  inci- 
dental effect  of  favouring  those  who  are  already  rich  and 
powerful;   and  partly  for  that  reason  it  is  not  adopted  in 
democratic  countries.     They  often  go  to  the  opposite  ex- 
treme, and  pay  more  than  the  market  rates  for  their  services 
to  the  lower  ranks,  and  less  to  the  upper  ranks.     But  that 
plan,  whatever  be  its  merits  on  other  grounds,  is  certainly 
an  expensive  one. 
irregn-  We  may  next  consider  the  influence  which  inconstancy  of 

e^k>y-      employment  exerts  on  wages.     It  is  obvious  that  in  those 
ment  occupations,  in  which  employment  is  irregular,  the  pay  must 

aUowed  for  be  high  in  proportion  to  the  work  done  :  the  medical  man  and 

by  a  simple    i,,,,  ,  .  ,  ,  ,.. 

ayerage  the  shoeblack  must  each  receive  when  at  work  a  pay  which 
covers  a  sort  of  retaining  fee  for  the  time  when  he  has  nothing 
to  do.  If  the  advantages  of  their  occupations  are  in  other 
respects  equal,  and  their  work  equally  difficult,  the  bricklayer 
when  at  work  must  be  paid  a  higher  rate  than  the  joiner,  and 
the  joiner  than  the  railway  guard.  For  work  on  the  railways 
is  nearly  constant  all  the  year  round;  while  the  joiner  and 
the  bricklayer  are  always  in  danger  of  being  made  idle  by 
slackness  of  trade,  and  the  bricklayer's  work  is  further 
interrupted  by  frost  and  rain.  The  ordinary  method  of 
allowing  for  such  interruptions  is  to  add  up  the  earnings  for 
a  long  period  of  time  and  to  take  the  average  of  them ;  but 
this  is  not  quite  satisfactory  unless  we  assume  that  the  rest 


in  some 
cases ; 
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and  leisure,  which  a  man  gets  when  out  of  employment,  are   book  vi. 
of  no  service  to  him  directly  or  indirectly*.  — — 

This  assumption  may  be  fairly  made  in  some  cases ;  for  bnt  not  in 
waiting  for  work  often  involves  so  much  anxiety  and  woixy  case  must 
that  it  causes  more  strain  than  the  work  itself  would  do".  ^iJI*^^ 
But  that  is  not  always  so.     Interruptions  of  work  that  occur  ™e"ts. 
in  the  ordinary  course  of  business,  and  raise  no  fears  about 
the  future,  give  opportunity  for  the  system  to  recruit  itself 
and  lay  in  stores  of  energy  for  future  exertions.     The  success- 
ful barrister,  for  instance,  is  subject  to  a  severe  strain  during 
some  parts  of  the  year ;  and  that  is  itself  an  evil :  but  when 
allowance  has  been  made  for  it,  he  may  be  regarded  as  losing 
very  little  in  the  long  run  by  being  prevented  from  earning 
any  fees  during  the  legal  vacations'. 

§  7.     Next  we  must  take  account  of  the  opportunities  Snppie- 
which  a  man's  surroundings  may  afford  of  supplementing  ^^^i^. 
the  earnings  which  he  gets  in  his  chief  occupation,  by  doing 
work  of  other  kinds.     And  account  may  need  to  be  taken 
also  of  the  opportunities  which  these  surroundings  offer  for 
the  work  of  other  members  of  his  family. 

Many  economists  have  even  proposed  to  take  as  their  Family 
unit  the  earnings  of  a  family :  and  there  is  much  to  be  said  ^"""2'- 
for  this  plan  with  reference  to  agriculture  and  those  old- 
fashioned  domestic  trades  in  which  the  whole  family  works 
together,  provided  that  allowance  is  made  for  the  loss  result- 
ing from  any  consequent  neglect  by  the  wife  of  her  household 
duties.  But  in  modern  England  trades  of  this  kind  are 
exceptional ;  the  occupation  of  the  head  of  a  family  seldom 
exerts  much  direct  influence  on  those  of  its  other  members, 
though  of  course  when  the  place  in  which  he  works  is  fixed, 
the  employments,  to  which  his  family  can  get  easy  access,  are 
limited  by  the  resources  of  the  neighbourhood. 

1  These  considerations  are  specially  important  with  regard  to  piece-work ;  the 
rate  of  earnings  being  in  some  cases  much  rednced  by  short  supplies  of  material 
to  work  on,  or  by  other  intermptions,  avoidable  or  unavoidable. 

3  The  evils  of  irregularity  of  employment  are  well  stated  in  a  lecture  on  that 
subject  given  by  Prof.  Foxwell  in  1886. 

>  Workers  in  the  higher  grades  are  generally  allowed  holidays  with  pay ;  but 
those  in  the  lower  grades  generally  forfeit  their  pay  when  they  take  holidays. 
The  causes  of  this  distinction  are  obvious;  bnt  it  naturally  raises  a  feeling  of 
grievance  of  a  kind,  to  which  the  inquiries  by  the  Labour  Commission  gave  vent. 
See  e.g.  Group  B.  24,  431—6. 
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BOOK  VI.         §  8.     Thus  then  the  attractiveness  of  a  trade  depends  on 

_! — '  many  other  causes  besides  the  difficulty  and  strain  of  the 

attractive-  ^^^^  ^  ^^  done  in  it  on  the  one  hand,  and  the  money- 

ncsa  of  a  earnings  to  be  got  in  it  on  the  other.    And  when  the  earnings 

depends  in  any  occupation  are  regarded  as  acting  on  the  supply  of 

money-  labour  in  it,  or  ■when  they  are  spoken  of  as  being  its  supply 

taUitef^'  price,  we  must  always  understand  that  the  term  is  only  used 

Net  Ad-  as  a  short  expression  for  its  Net  Advantages*.     We  must 

vantages,  ^  •  i  i  • 

take  account  of  the  facts  that  one  trade  is  healthier  or  clean- 
lier than  another,  that  it  is  carried  on  in  a  more  wholesome 
or  pleasant  locality,  or  that  it  involves  a  better  social  position ; 
as  is  instanced  by  Adam  Smith's  well-known  remark  that  the 
aversion  which  many  people  have  for  the  work  of  a  butcher, 
and  to  some  extent  for  the  butcher  himself,  raises  the  earnings 
of  butchers  above  those  of  bakers, 
subject  to  Of  course  individual  character  will  always  assert  itself  in 

betwe^to-  estimating  particular  advantages  at  a  high  or  a  low  rate, 
dividuais,  Some  persons,  for  instance,  are  so  fond  of  having  a  cottage  to 
themselves  that  they  prefer  living  on  very  low  wages  in  the 
country  to  getting  much  higher  wages  in  the  town ;  while 
others  are  indifferent  as  to  the  amount  of  houseroom  they 
get,  and  are  willing  to  go  without  the  comforts  of  life 
provided  they  can  procure  what  they  regard  as  its  luxuries. 
This  was  the  case,  for  example,  with  a  family  of  whom  the 
Royal  Commission  on  the  Housing  of  the  Working  Classes  in 
1884  were  told:  their  joint  earnings  were  £7  a  week,  but 
they  chose  to  live  in  one  room,  so  as  to  be  able  to  spend 
money  freely  on  excursions  and  amusements. 

Personal  peculiarities,  such  as  these,  prevent  us  from 
predicting  with  certainty  the  conduct  of  particular  indi- 
viduals. But  if  each  advantage  and  disadvantage  is  reckoned 
at  the  average  of  the  money  values  it  has  for  the  class  of 
people  who  would  be  likely  to  enter  an  occupation,  or  to 
bring  up  their  children  to  it,  we  shall  have  the  means  of  esti- 
mating roughly  the  relative  strengths  of  the  forces  that  tend 
to  increase  or  diminish  the  supply  of  labour  in  that  occu- 
pation at  the  time  and  place  which  we  are  considering.  For 
it  cannot  be  too  often  repeated  that  grave  errors  are  likely  to 
result  from  taking  over  an  estimate  of  this  kind  based  on  the 

1  See  Book  u.  Ch.  v.  §  2. 
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circumstances  of  one  time  and  place,  and  applying  it  without   book  ti. 
proper  precaution  to  those  of  another  time  or  another  place.       _! ' 

In  this  connection  it  is  interesting  to  observe  the  influence  between 
of  differences  of  national  temperament  in  our  own  time.  ^"^^' 
Thus  in  America  we  see  Swedes  and  Norwegians  drift  to 
agriculture  in  the  North-west,  while  the  Irish,  if  they  go  on 
the  land  at  all,  choose  farms  in  the  older  Eastern  States.  The 
preponderance  of  Germans  in  the  fiirniture  and  the  brewing 
industries,  and  of  Irish  and  French  Canadians  in  the  textile 
industries  of  the  United  States,  and  the  preference  of  the 
Jewish  immigrants  in  London  for  the  boot-making  industries 
and  for  retail  trade — all  these  are  due  partly  to  differences 
in  national  aptitudes,  but  partly  also  to  differences  in  the 
estimates  that  people  of  different  races  form  of  the  incidental 
advantages  and  disadvantages  of  different  trades. 

Lastly,  the  disagreeableness  of  work  seems  to  have  very  and 
little  effect  in  raising  wages,  if  it  is  of  such  a  kind  that  it  industrial 
can  be  done  by  those  whose  industrial  abilities  are  of  a  very  8™"*^- 
low  order.     For  the  progress  of  sanitary  science  has  kept 
alive  many  people  who  are  unfit  for  any  but  the  lowest  grade 
of  work.     They  compete  eagerly  for  the  comparatively  small 
quantity  of  work  for  which  they  are  fitted,  and  in  their  urgent 
need  they  think  almost  exclusively  of  the  wages  they  can 
earn :  they  cannot  afford  to  pay  much  attention  to  incidental 
discomforts,  and  indeed  the  influence  of  their  surroundings 
has  prepared  many  of  them  to  regard  the  dirtiness  of  an 
occupation  as  an  evil  of  but  minor  importance. 

And  from  this  arises  the  strange  and  paradoxical  result  An  e-ril 
that  the  dirtiness  of  some  occupations  is  a  cause  of  the 
lowness  of  the  wages  earned  in  them.  For  employers  find 
that  this  dirtiness  adds  much  to  the  wages  they  would  have 
to  pay  to  get  the  work  done  by  skilled  men  of  high  charact,er 
working  with  improved  appliances ;  and  so  they  often  adhere 
to  old  methods  which  require  only  unskilled  workers  of  but 
indifferent  character,  and  who  can  be  hired  for  low  (Time-) 
wages,  because  they  are  not  worth  much  to  any  employer. 
There  is  no  more  urgent  social  need  than  that  labour  of  this 
kind  should  be  made  scarce  and  dear. 
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importance 
of  many 
peculiari- 
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action  of 
demand 
and  snpplj 
with  regard 
to  labour 
depends 
mach  on 
the  comu- 
lativenesB 
of  their 
effects ; 


thus  re- 
sembling 
the  influ- 
ence of 
custom 


§  1.  The  action  of  demand  and  supply  with  regard  to 
labour  was  discussed  in  the  last  chapter  with  reference  to 
the  difficulties  of  ascertaining  the  real  as  opposed  to  the 
nominal  price  of  labour.  But  some  peculiarities  in  this  action 
remain  to  be  studied  which  are  of  a  more  vital  character : 
because  they  afifect  not  merely  the  form,  but  also  the  substance 
of  the  action  of  the  forces  of  demand  and  supply;  and  to 
some  extent  they  limit  and  hamper  the  free  action  of  those 
forces.  We  shall  find  that  the  influence  of  many  of  them  is 
not  at  all  to  be  measured  by  their  first  and  most  obvious 
effects:  and  that  those  effects  which  are  cumulative  are 
generally  far  more  important  in  the  long  run  than  those 
which  are  not,  however  prominent  the  latter  may  appear. 

The  problem  has  thus  much  in  common  with  that  of  tracing 
the  economic  influence  of  custom.  For  it  has  already'  been 
noticed,  and  it  will  become  more  clear  as  we  go  on,  that  the 
direct  effects  of  custom  in  causing  a  thing  to  be  sold  for  a 
price  sometimes  a  little  higher  and  sometimes  a  little  lower 
than  it  would  otherwise  fetch,  are  not  really  of  very  great 
importance,  because  any  such  divergence  does  not,  as  a  rule, 
tend  to  perpetuate  and  increase  itself;  but  on  the  contrary, 
if  it  becomes  considerable,  it  tends  itself  to  call  into  action 
forces  that  counteract  it.  Sometimes  these  forces  break 
down  the  custom  altogether ;  but  more  often  they  evade  it 


1  Book  I.  Ch.  n.  §  2. 
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by  gradual  and  imperceptible  changes  in  the  character  of  bookvi. 
the  thing  sold,  so  that  the  purchaser  really  gets  a  new  thing  " 
at  the  old  price  under  the  old  name.  These  direct  eflfects 
then  are  obvious,  but  they  are  not  cumulative.  On  the 
other  hand,  the  indirect  effects  of  custom  in  hindering  the 
methods  of  production  and  the  character  of  producers  from 
developing  themselves  freely  are  not  obvious;  but  they 
generally  are  cumulative,  and  therefore  exert  a  deep  and 
controlling  influence  over  the  history  of  the  world.  If  cus- 
tom checks  the  progress  of  one  generation,  then  the  next 
generation  starts  from  a  lower  level  than  it  otherwise  would 
have  done;  and  any  retardation  which  it  suffers  itself  is 
accumulated  and  added  to  that  of  its  predecessor,  and  so  on 
from  generation  to  generation  ^ 

And  so  it  is  with  regard  to  the  action  of  demand  and 
supply  on  the  earnings  of  labour.  If  at  any  time  it  presses 
hardly  on  any  individuals  or  class,  the  direct  effects  of  the 
evils  are  obvious.  But  the  sufferings  that  result  are  of 
different  kinds :  those,  the  effects  of  which  end  with  the  evil 
by  which  they  were  caused,  are  not  generally  to  be  com- 
pared in  importance  with  those  that  have  the  indirect  effect 
of  lowering  the  character  of  the  workers  or  of  hindering 
it  from  becoming  stronger.  For  these  last  cause  further 
weakness  and  further  suffering,  which  again  in  their  turn 
cause  yet  further  weakness  and  further  suffering,  and  so  on 
cumulatively.  On  the  other  hand,  high  earnings,  and  a  strong 
character,  lead  to  greater  strength  and  higher  earnings, 
which  again  lead  to  still  greater  strength  and  still  higher 
earnings,  and  so  on  cumulatively. 

§  2.     The  first   point  to  which  we  have  to  direct  our  First  pecn- 
attention  is  the  fact  that  human  agents  of  production  are  ^7ker    * 
not  bought  and  sold  as  machinery  and  other  material  agents  ^^jj^^tnt 
of  production  are.      The  worker  sells  his  work,  but  he  him-  retains 

,,  .       ,  .  property  in 

self  remams  his  own  property :  those  who  bear  the  expenses  himadf. 

1  It  oQght,  however,  to  be  remarked  that  some  of  the  beneficial  effects  of 
custom  are  cmnalative.  For  among  the  many  different  things  that  are  included 
under  the  wide  term  "  custom  "  are  crystallized  forms  of  high  ethical  principles, 
rules  of  honourable  and  courteous  behaviour,  and  of  the  avoidance  of  troublesome 
strife  about  paltry  gains ;  and  much  of  the  good  influence  which  these  exert  on 
race  character  is  cumulative. 
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BOOK  VI.    of  rearing  and  educating  him  receive  but  very  little  of  the 

_L-'    price  that  is  paid  for  his  services  in  later  years*. 

Conse-  Whatever  deficiencies  the  modem  methods  of  business 

toveBtment  may  have,  they  have  at  least  this  virtue,  that  he  who  bears 

to^'^'    the  expenses  of  production  of  material  goods,  receives  the 

limited  by  price  that  is  paid  for  them.     He  who  builds  factories  or 
the  means,  *^  .    ■      '^  i      i  /.       /. 

the  fore-     steam-engines  or  houses,  or  rears  slaves,  reaps  the  benefit  of 

and'aie'     all  net  services  which  they  render  so  long  as  he  keeps  them 
nessof his  ^^^  himself;  and  when  he  sells  them  he  gets  a  price  which 
parents,      jg  ^he  estimated  net  value  of  their  future  services.     The 
stronger  and  the  more  efficient  he  makes  them,  the  better 
his  reward ;  and  therefore  he  extends  his  outlay  until  there 
seems  to  him  no  good  reason  for  thinking  that  the  gains 
resulting  from  any  further  investment  would  compensate 
him.     He   must  do  this  prudently  and  boldly,  under  the 
penalty  of  finding  himself  worsted  in  competition  with  others 
who  follow  a  broader  and  more  far-sighted  policy,  and  of 
ultimately  disappearing  from  the  ranks  of  those  who  direct 
the  course  of  the  world's  business.     The  action  of  competi- 
tion, and  the  survival  in  the  struggle  for  existence  of  those 
who  know  best  how  to  extract  the  greatest  benefits  for  them- 
selves from  the  environment,  tend  in  the  long  run  to  put 
the  building  of  factories  and  steam-engines  into  the  hands 
of  those  who  will  be  ready  and  able  to  incur  every  expense 
which  will   add  more  than  it  costs  to  their  value  as  pro- 
ductive agents.    But  the  investment  of  capital  in  the  rearing 
and  early  training  of  the  workers  of  England  is  limited  by 
the  resources  of  parents  in  the  various  gi-ades  of  society,  by 
their  power  of  forecasting  the  future,  and  by  their  willing- 
ness to  sacrifice  themselves  for  the  sake  of  their  children. 
This  evil  is        This  evil  is  indeed  of  comparatively  small  importance  with 
ti°  eiy^all  regard  to  the  higher  industrial  grades.     For  in  those  grades 
Sgher        DQOst  people  distinctly  realize  the  future,  and  "  discount  it  at 
ranks  of     a  low  rate  of  interest."     They  exert  themselves  much  to 

society ;  •' 

I  This  is  consistent  with  the  well-known  fact  that  slave  labour  is  not  economi- 
cal, as  Adam  Smith  remarked  long  ago  that  "  The  fond  destined  for  replacing  or 
repairing,  if  I  may  say  so,  the  wear-and-tear  of  the  slave  is  commonly  managed 
by  a  negligent  master  or  careless  overseer.  That  destined  for  performing  the 
same  ofSce  for  the  tree  man  is  managed  by  the  free  man  himself. ..with  strict 
frugality  and  parsimonious  attention." 
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select  the  best  careers  for  their  sons,  and  the  best  trainings  book  vi. 
for  those  careers;  and  they  are  generally  willing  and  able  to  ° 
incur  a  considerable  expense  for  the  purpose.  The  profes- 
sional classes  especially,  while  generally  eager  to  save  some 
capital  for  their  children,  are  even  more  on  the  alert  for 
opportunities  of  investing  it  in  them.  And  whenever  there 
occurs  in  the  upper  grades  of  industry  a  new  opening  for 
which  an  extra  and  special  education  is  required,  the  future 
gains  need  not  be  very  high  relatively  to  the  present  outlay, 
in  order  to  secure  a  keen  competition  for  the  post. 

But  in  the  lower  ranks  of  society  the  evil  is  gpreat.  For  but  very 
the  slender  means  and  education  of  the  parents,  and  the  Se  lower 
comparative  weakness  of  their  power  of  distinctly  realizing'"*^' 
the  future,  prevent  them  from  investing  capital  in  the  edu- 
cation and  training  of  their  children  with  the  same  free  and 
bold  enterprise  with  which  capital  is  applied  to  improving 
the  machinery  of  any  well-managed  factory.  Many  of  the 
children  of  the  working-classes  are  imperfectly  fed  and 
clothed;  they  are  housed  in  a  way  that  promotes  neither 
physical  nor  moral  health ;  they  receive  a  school  education 
which,  though  in  modem  England  it  may  not  be  very  bad 
so  far  as  it  goes,  yet  goes  only  a  little  way ;  they  have  few 
opportunities  of  getting  a  broader  view  of  life  or  an  insight 
into  the  nature  of  the  higher  work  of  business,  of  science  or 
of  art ;  they  meet  hard  and  exhaustive  toil  early  on  the  way, 
and  for  the  greater  part  keep  to  it  all  their  lives.  At  last 
they  go  to  the  grave  carrying  with  them  undeveloped  abili- 
ties and  faculties ;  which,  if  they  could  have  borne  full  fruit, 
would  have  added  to  the  material  wealth  of  the  country — to 
say  nothing  of  higher  considerations — many  times  as  much 
as  would  have  covered  the  expense  of  providing  adequate 
opportunities  for  their  development. 

But  the  point  on  which  we  have  specially  to  insist  now  and  the 
is  that  this  evil  is  cumulative.  The  worse  fed  are  the  cumu- 
children  of  one  generation,  the  less  will  they  earn  when  they 
grow  up,  and  the  less  will  be  their  power  of  providing  ade- 
quately for  the  material  wants  of  their  children ;  and  so  on : 
and  again,  the  less  fully  their  own  faculties  are  developed, 
the  less  will  they  realize  the  importance  of  developing  the 
M.  41 
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The  son  of 
the  artisan 
has  a  better 
start  in  life 
than  the 
son  of  the 
onskilled 
labonrer ; 


he  is 
bronght 
spin  a 
more  re- 
fined home 
and  with 
more  of  a 
mother's 
care. 


best  faculties  of  their  children,  and  the  less  will  be  their 
power  of  doing  so.  And  conversely  any  change  that  awards 
to  the  workers  of  one  generation  better  earnings,  together 
with  better  opportunities  of  developing  their  best  qualities, 
will  increase  the  material  and  moral  advantages  which  they 
have  the  power  to  offer  to  their  children:  while  by  increasing 
their  own  intelligence,  wisdom  and  forethought,  it  will  also 
to  some  extent  increase  their  willingness  to  sacrifice  their 
own  pleasures  for  the  well-being  of  their  children ;  though 
there  is  much  of  that  willingness  now  even  among  the 
poorest  classes,  so  far  as  their  means  and  the  limits  of  their 
knowledge  will  allow. 

§  3.  The  advantages  which  those  bom  in  one  of  the 
higher  grades  of  society  have  over  those  bom  in  a  lower,  con- 
sist in  a  great  measure  of  the  better  introductions  and  the 
better  start  in  life  which  they  receive  from  their  parents; 
and  the  importance  of  this  good  start  in  life  is  nowhere  seen 
more  clearly  than  in  a  comparison  of  the  fortunes  of  the  sons 
of  artisans  and  of  unskilled  labourers.  There  are  not  many 
skilled  trades  to  which  the  son  of  an  unskilled  labourer  can 
get  easy  access ;  and  in  the  large  majority  of  cases  the  son 
follows  the  father's  calling.  In  the  old-fashioned  domestic 
industries  this  was  almost  a  universal  rule ;  and,  even  under 
modem  conditions,  the  father  has  often  great  facilities  for 
introducing  his  son  to  his  own  trade.  Employers  and  their 
foremen  generally  give  to  a  lad  whose  father  they  already 
know  and  trust,  a  preference  over  one  for  whom  they  would 
have  to  incur  the  entire  responsibility.  And  in  many  trades 
a  lad,  even  after  he  has  got  entrance  to  the  works,  is  not 
very  likely  to  make  good  progress  and  obtain  a  secure 
footing,  unless  he  is  able  to  work  by  the  side  of  his  father,  or 
some  friend  of  his  father's,  who  will  take  the  trouble  to  teach 
him  and  to  let  him  do  work  that  requires  careful  supervision, 
but  has  an  educational  value. 

And  the  son  of  the  artisan  has  further  advantages.  He 
generally  lives  in  a  better  and  cleaner  house,  and  under 
material  surroundings  that  are  more  consistent  with  refine- 
ment than  those  with  which  the  ordinary  labourer  is  familiar. 
His  parents  are  likely  to  be  better  educated,  and  to  have  a 
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higher  notioH  of  their  duties  to  their  children ;  and,  last  but   book  vi. 
not  least,  his  mother  is  likely  to  be  able  to  give  more  of  her    '^"^ 
time  to  the  care  of  her  family. 

If  we  compare  one  country  of  the  civilized  world  with  The  great 
another,  or  one  part  of  England  with  another,  or  one  trade  iTaus  lasT 
in  England  with  another,  we  find  that  the  degradation  of  the  ^^*™*"*- 
working-classes  varies  almost  uniformly  with  the  amount  of 
rough  work  done  by  women.    The  most  valuable  of  all  capital 
is  that  invested  in  human  beings;  and  of  that  capital  the 
most  precious  part  is  the  result  of  the  care  and  influence  of 
the  mother,  so  long  as  she  retains  her  tender  and  unselfish 
instincts,  and  has  not  been  hardened  by  the  strain  and  stress 
of  unfeminine  work. 

This  draws  our  attention  to  another  aspect  of  the  prin- 
ciple already  noticed,  that  in  estimating  the  cost  of  pro- 
duction of  eflBcient  labour,  we  must  often  take  as  our  unit 
the  family.  At  all  events  we  cannot  treat  the  cost  of  pro- 
duction of  efiBcient  men  as  an  isolated  problem  ;  it  must  be 
taken  as  part  of  the  broader  problem  of  the  cost  of  production 
of  eflScient  men  together  with  the  women  who  are  fitted  to 
make  their  homes  happy,  and  to  bring  up  their  children 
vigorous  in  body  and  mind,  truthful  and  cleanly,  gentle  and 
brave'. 

1  Sir  William  Petty  discussed  "The  Valne  of  the  People"  with  mnch  in- 
gennity ;  and  the  relation  in  which  the  cost  of  rearing  an  adnlt  male  stands  to  the 
cost  of  rearing  a  family  nnit  was  examined  in  a  thoronghly  scientific  manner  by 
Cantillon,  Eaaai,  Fart  i.  Chap,  xi.,  and  again  by  Adam  Smith,  Wealth  of  Xationa, 
Book  I.  Ch.  Tin. :  and  in  more  recent  times  by  Dr  Engel,  in  his  brilliant  Essay 
Der  Preis  der  Arbeit,  and  by  Dr  Farr  and  others.  Many  estimates  have  been 
made  of  the  addition  to  the  wealth  of  a  country  cansed  by  the  arriral  of  an 
immigrant  whose  cost  of  rearing  in  his  early  years  was  defrayed  elsewhere,  and 
who  is  lUcely  to  prodnce  more  than  he  consumes  in  the  country  of  his  adoption. 
The  estimates  have  been  made  on  many  plans,  all  of  them  rough,  and  some 
apparently  faulty  in  principle:  but  most  of  them  find  the  average  Talne  of  an 
immigrant  to  be  about  £200.  It  would  seem  that,  if  we  might  neglect  provision- 
ally the  difference  between  the  sexes,  we  should  calculate  the  value  of  the 
immigrant  on  the  lines  of  the  argument  of  Book  v.  Cb.  it.  §  2.  That  is,  we 
should  "discount"  the  probable  Talne  of  all  the  future  services  that  he  might 
render,  add  them  together,  and  deduct  from  them  the  sum  of  the  "discounted" 
values  of  all  the  wealth  and  direct  serTices  of  other  persons  that  he  would  con- 
sume :  and  it  may  be  noted  that  in  thus  calculating  each  element  of  production 
and  consumption  at  its  probable  value,  we  have  incidentally  allowed  for  the 
chances  of  his  premature  death  and  sickness,  as  well  as  of  his  failure  or  success  in 
life.    Or  again  we  might  estimate  hia  valne  at  the  money  cost  of  production 
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CH.  rv. 

which  his  native  conntry  had  incnrred  for  him ;  which  would  in  like  manner  be 
fonnd  by  adding  together  the  "  accmnolated"  values  of  all  the  several  elements  of 
his  past  .consnmption  and  deducting  from  them  the  smu  of  the  "  accnmnlated " 
valnes  of  all  the  several  elements  of  his  past  production. 

So  far  we  have  taken  no  account  of  the  difference  between  the  sexes.  But  it 
is  clear  that  the  above  plans  put  the  value  of  the  male  immigrants  too  high  and 
that  of  the  female  too  low :  unless  allowance  is  made  for  the  service  which  women 
render  as  mothers,  as  wives  and  as  sisters,  and  the  male  immigrants  are  charged 
with  having  consumed  these  services,  while  the  female  immigrants  are  credited 
with  having  supplied  them.    (See  Mathematical  Note  XXIV.) 

Many  writers  assume,  implicitly  at  least,  that  the  net  production  of  an 
average  individual  and  the  consumption  during  the  whole  of  his  life  are  equal;  or, 
in  other  words,  that  he  would  neither  add  to  nor  take  from  the  material  well- 
being  of  a  country,  in  which  he  stayed  all  his  life.  On  this  assumption  the  above 
two  plans  of  estimating  his  value  would  be  convertible;  and  then  of  course 
we  should  make  our  calculations  work  by  the  latter  and  easier  method.  We 
may,  for  instance,  guess  that  the  total  amount  spent  on  bringing  up  an  average 
child  of  the  lower  half  of  the  labouring  classes,  say  two-fifths  of  the  population,  is 
£100;  for  the  next  fifth  we  may  put  the  sum  at  £175;  for  the  next  fifth  at  £300; 
for  the  next  tenth  at  £500,  and  the  remaining  tenth  at  £1200,  or  an  average  of 
£300.  But  of  course  some  of  the  population  are  very  young  and  have  had  but 
little  spent  on  them ;  others  have  got  nearly  to  their  life's  end ;  and  therefore,  on 
these  assumptions,  the  average  value  of  an  individual  is  perhaps  £200. 

These  estimates  include  large  allowances  for  parental  and  other  services,  that 
are  not  actually  paid  for  by  money.  But  it  may  be  noted  that,  on  the  alternative 
plan  of  capitalizing  net  productive  power,  we  ought  properly  to  count  in  all  pro- 
duction of  real  benefits,  even  though  no  money  passes  in  exchange  for  them. 
But,  as  Prof.  B.  Mayo  Smith  has  weU  pointed  out  {Emigration  and  Immiffrationr 
Chapter  vi.),  both  of  the  suggested  methods  of  valuation  are  open  to  great 
objections  when  used  as  the  basis  of  a  public  policy  with  regard  to  immigration. 
For  immigrants  coming  from  a  country  in  wliich  the  standard  of  life  is  low,  to 
one  in  which  it  is  high,  may  injure  it  materially  as  well  as  morally  even  though 
they  carry  in  their  own  persons  a  good  deal  of  invested  capital,  and  produce  in 
the  country  of  their  adoption,  more  than  they  consume,  before  they  die.  But  both 
of  these  methods  are  much  less  misleading  when  applied  to  estimate  the  injury 
done  to  a  country,  such  as  Ireland,  by  the  loss  through  emigration  of  a  great  many 
young  people,  whose  bringing  up  has  cost  the  country  much,  and  who  if  they  had 
stayed  would  have  produced  more  than  they  consumed;  while  the  old  and  the 
infirm  stay  behind  to  consume  more  than  they  produce. 

Professor  Nicholson  (in  the  first  number  of  the  Economic  Journal)  estimates 
the  living  capital  of  the  United  Kingdom  at  £47,000  millions,  i.e.  about  £1,300 
a  bead ;  or,  say,  33  years'  purchase  (equal  to  the  value  of  a  permanent  annuity) 
of  the  gross  money  income  of  the  country  exclusive  of  rent  proper  and 
interest  on  capital  (about  £900  millions) ;  together  with  half  as  much  again  added 
in  on  account  of  the  real  income,  consisting  of  private  services  and  family  offices 
'for  which  no  money  payment  is  made.  (His  own  method  of  arriving  at  this  result 
is  different.)  But  it  seems  doubtful  whether  an  estimate  of  the  capital  value  of 
the  population  as  a  whole  can  serve  any  useful  purpose ;  and,  if  any  is  made  at  all, 
it  should  perhaps  be  based  on  net,  rather  than  on  gross  earning  power.  For  the 
outgoings  of  life,  its  pains  and  its  efforts,  have  as  good  a  right  to  enter  into  our 
account  as  its  incomings,  its  pleasures  and  enjoyments. 
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and  his  schoolmaster  declines :  and  thenceforward  to  the  end   book  ti. 

of  his  life  his  character  is  moulded  chiefly  by  the  nature  of     _! ' 

his  work  and  the  influence  of  those  with  whom  he  associates 
for  business,  for  pleasure  and  for  religious  worship. 

A  good   deal   has  already  been   said   of  the  technical  The 
training  of  adults,  of  the  decadence  of  the  old  apprenticeship  training  of 
system,  and  of  the  difficulty  of  finding  anything  to  take  ^^opdl^ 
its  place.     Here  again  we  meet  the  difficulty  that  whoever  p®"^^ 
may  incur  the  expense  of  investing  capital  in  developing  measnre 
the  abilities  of  the  workman,  those  abilities  will  be  the  pro-  selfishness 
perty  of  the  workman  himself:  and  thus  the  virtue  of  those  eL^oyer. 
who  have  aided  him  must  remain  for  the  greater  part  its 
own  reward. 

It  is  true  that  high-paid  labour  is  really  cheap  to  those 
employers  who  are  aiming  at  leading  the  race,  and  whose 
ambition  it  is  to  turn  out  the  best  work  by  the  most  advanced 
methods.  They  are  likely  to  give  their  men  high  wages  and 
to  train  them  carefully ;  partly  because  it  pays  them  to  do 
so,  and  partly  because  the  character  that  fits  them  to  take 
the  lead  in  the  arts  of  production  is  likely  also  to  make 
them  take  a  generous  interest  in  the  well-being  of  those  who 
work  for  them.  But  though  the  number  of  such  employers 
is  increasing,  they  are  still  comparatively  few.  And  even 
they  cannot  always  afibrd  to  carry  the  investment  of  capital 
in  the  training  of  their  men  as  far  as  they  would  have  done, 
if  the  results  of  the  investment  accrued  to  them  in  the  same 
way  as  the  results  of  any  improvements  they  might  make  in 
their  machinery.  Even  they  are  sometimes  checked  by  the 
reflection  that  they  are  in  a  similar  position  to  that  of  a 
farmer  who,  with  an  uncertain  tenure  and  no  security  of 
compensation  for  his  improvements,  is  sinking  capital  in 
raising  the  value  of  his  landlord's  property. 

Again,  in  paying  his  workpeople  high  wages  and  in  caring  its  benefits 
for  their  happiness  and  culture,  the  liberal  employer  confers  "H^lbat 
benefits  which  do  not  end  with  his  own  generation.     For  ?^'^^^ 
the  children  of  his  workpeople  share  in  them,  and  grow  up  him  or  his 
stronger  in  body  and  in  character  than  otherwise  they  would 
have  done.     The  price  which  he  has  paid  for  labour  will 
have  borne  the  expenses  of  production  of  an  increased  supply 
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BOOK  VI.    of  high   induBtrial   faculties  in   the  next  generation :  but 

_! — ■     these  faculties  will  be  the  property  of  others,  who  will  havo 

the  right  to  hire  them  out  for  the  best  price  they  will  fetch : 

neither  he  nor  even  his  heirs  can  reckon  on  reaping  much 

material  reward  for  this  part  of  the  good  that  ho  has  done. 

Second  §  6.     The  next  of  those  oharactei-istioa  of  tho  action  of 

'  demand  and  supply  peculiar  to  labour,  which  wo  have  to 

study,  lies  in  the  fact  that  when  a  person  sells  his  services,  he 

has  to  present  himself  where  they  are  delivered.     It  matters 

nothing  to  the  seller  of  bricks  whether  they  are  to  bo  used  in 

building  a  palace  or  a  sewer :  but  it  matters  a  great  deal  to 

TheBeUer   the  seller  of  labour,  who  undertakes  to  perform  a  task  of 

rnuBt""'     given  difficulty,  whether  or  not  the  place  in  which  it  is  to 

himseu"    ^®  '^'*'^®  ^^  ^  wholesomo  and  a  pleasant  one,  and  whether  or 

not  his  associates  will  bo  such  as  ho  cares  to  have.     In  those 

yearly  hirings  which  still  remain  in  some  parts  of  England, 

the  labourer  inquires  what  sort  of  a  temper  his  new  employer 

has,  quite  as  carefully  as  what  rate  of  wages  ho  pays. 

Tho  effects        This  peculiarity  of  labour  is  of  great  importance  in  many 

arc  not       individual  cases,  but  it  does  not  often  oxert  a  broad  and 

8^^!^    deep  influence  of  tho  same  nature  as  that  last  discusBod. 

i»tlve,  and  The  more  disagreeable  the  incidents  of  an  occupation,  the 

their  reol      ,  .    ,  «  .       ,  • 

importance  higher  of  course  are  the  wages  required  to  attract  peoplo 
veiy  p«at.  i^to  it :  but  whether  these  incidents  do  lasting  and  wide- 
spreading  harm  depends  on  whether  they  are  such  as  to 
undermine  men's  physical  health  and  strength  or  to  lowei- 
their  character.  When  they  are  not  of  this  sort,  they  arc 
indeed  evils  in  themselves,  but  they  do  not  generally  cause 
other  evils  beyond  themselves ;  their  effects  are  Holdom 
cumulative. 

Since  however  no  one  can  deliver  his  labour  in  a  market 
in  which  he  is  not  himself  present,  it  follows  that  the  mobility 
of  labour  and  the  mobility  of  the  labourer  are  convertible 
terms :  and  tho  unwillingness  to  quit  home,  and  to  leave  old 
associations,  including  perhaps  some  loved  cottage  and  burial- 
ground,  will  often  turn  the  scale  against  a  proposal  to  week 
better  wages  in  a  new  place.  And  when  the  different  mem- 
bers of  a  family  are  engaged  in  different  trades,  and  a  migra- 
tion, which  would  be  advantageous  to  one  member,  would  bo 
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injurious  to  others,  the  inseparability  of  the  worker  from  his  bookti. 
work  considerably  hinders  the  adjustment  of  the  supply  of  *'^^^' 
labour  to  the  demand  for  it.     But  of  this  more  hereafter. 

§  6.    Again,  labour  is  often  sold  under  special  disadvan-  Third  and 
tages,  arising  from  the  closely  connected  group  of  facts  that  pecniuri- 
labour  power  is  "  perishable,"  that  the  sellers  of  it  are  com-  Labonr  is 
monly  poor  and  have  no  reserve  fund,  and  that  they  cannot  perishable, 
easily  withhold  it  from  the  market. 

Perishableness  is  an  attribute  common  to  the  labour  of  and  the 
all  grades:  the  time  lost  when  a  worker  is  thrown  out  of  are  often 
employment  cannot  be  recovered,  though  in  some  cases  his  lavaStage 
energies  may  be  refreshed  by  rest'.     It  must  however  be™''"^""'- 
remembered  that  much  of  the  working  power  of  material  But  many 
agents  of  production  is  perishable  in  the  same  sense ;  for  a  commodi- 
great  part  of  the  income,  which  they  also  are  prevented  from  plrf^bie. 
earning  by  being  thrown  out   of  work,  is  completely  lost. 
There  is  indeed  some  saving  of  wear-and-tear  on  a  factory, 
or  a  steam-ship,  when  it  is  lying  idle :  but  this  is  often  small 
compared  with  the  income  which  its  owners  have  to  forego : 
they  get  no  compensation  for  their  loss  of  interest  on  the 
capital  invested,  or  for  the  depreciation  which  it  undergoes 
from  the  action  of  the  elements  or  from  its  tendency  to  be 
rendered  obsolete  by  new  inventions. 

Again,  many  vendible  commodities  are  perishable.  In 
the  strike  of  dock  labourers  in  London  in  1889,  the  perish- 
ableness of  the  fruit,  meat,  &c.  on  many  of  the  ships  told 
strongly  on  the  side  of  the  strikers. 

The  want  of  reserve  funds  and  of  the  power  of  long  with-  Disadyan- 
holding  their  labour  from  the  market  is  common  to  nearly  b«pu'Sng 
all  grades  of  those  whose  work  is  chiefly  with  their  hands,  ^latest 
But  it  is  especially  true  of  unskilled  labourers,  partly  because  generally 

^  >*  .  *  among  the 

their  wages  leave  very  little  margin  for  saving,  partly  because  lowest 
when  any  group  of  them  suspends  work,  there  are  large  Sbour. 
numbers  who  are  capable  of  filling  their  places.  And,  as  we 
shall  see  presently  when  we  come  to  discuss  trade  combina- 
tions, it  is  more  difficult  for  them  than  for  skilled  artisans  to 
form  themselves  into  strong  and  lasting  combinations;  and 
so  to  put  themselves  on  something  like  terms  of  equality  in 

1  See  above,  Ch.  in.  §  6. 
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BOOK  VI.    bargaining  with  their  employers.     For  it  must  be  remem- 

— "     bered  that  a  man  who  employs  a  thousand  others,  is  in  himself 

an  absolutely  rigid  combination  to  the  extent  of  one  thousand 
units  among  buyers  in  the  labour  market. 
They  do  But  these  statements  do  not  apply  to  all  kinds  of  labour, 

to  domeetio  Domestic  servants  though  they  have  not  large  reserve  funds, 
servants,     ^^^  seldom  any  formal  trades-union,  are  sometimes  better 
able  than  their   employers  to   act  in  concert.      The  total 
real  wages  of  domestic  servants  of  fashionable  London  are 
very  high    in    comparison    with   other    skilled    trades    in 
which  equal  skill  and  ability  are  required.     But  on  the 
other  hand  those  domestic  servants  who  have  no  specialized 
skill,  and  who  hire  themselves  to  persons  with  very  narrow 
means,  have  not  been  able  to  make  even   tolerably  good 
terms  for  themselves:  they  work  very  hard  for  very  low 
wages, 
nor  to  pro-        Turning  next  to  the  highest  grades  of  industry,  we  find 
men.  that  as  a  rule  they  have  the  advantage  in  bargaining  over 

the  purchaser  of  their  labour.  Many  of  the  professional 
classes  are  richer,  have  larger  reserve  funds,  more  know- 
ledge and  resolution,  and  much  greater  power  of  concerted 
action,  with  regard  to  the  terms  on  which  they  sell  their 
services,  than  the  greater  number  of  their  clients  and 
customers. 
Those  If  further  evidence  were  wanted  that  the  disadvantages 

commodi-    of  bargaining  under  which  the  vendor  of  labour  commonly 


ties  who 
are  poor 


suffers,  depend  on  his  own  circumstances  and  qualities,  and 
and  nn-      not  on  the  fact  that  the  particular  thing  which  he  has  to  sell 


meroQS 


relatively    is  labour;  such  evidence  could  be  found  by  comparing  the 
chasers  are  successful  barrister  or  solicitor  or  physician,  or  opera  singer 
ad?imtage  °^  jockey  with  the  poorer  independent  producers  of  vendible 
?"''¥e^°"  goods.     Those,  for  instance,  who  in  remote  places  collect 
same  way    shell-fish  to  be  sold  in  the  large  central  markets,  have  little 
sellers  of    reserve  funds  or  knowledge  of  the  world,  and  of  what  other 
"'■       producers  are  doing  in  other  parts  of  the  country :  while 
those  to  whom  they  sell,  are  a  small  and  compact  body  of 
wholesale  dealers  with  wide  knowledge  and  large  reserve 
funds ;  and  in  consequence  the  sellers  are  at  a  great  disad- 
vantage in  bargaining.     And  much  the  same  is  true  of  the 
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women  and  children  who  sell  hand-made  lace,  and  of  the    bookvi. 

garret  masters  of  East  London  who  sell  furniture  to  large      _! ' 

and  powerful  dealers. 

It  is  however  certain  that  manual  labourers  as  a  class  The  ais- 
are  at  a  disadvantage  in  bargaining ;  and  that  the  disadvan-  u  lumu?* 
tage  wherever  it  exists  is  likely  to  be  cumulative  in  its  efifects.  ^™  J^g 
For  though,  so  long  as  there  is  any  competition  among  em- 
ployers at  all,  they  are  likely  to  bid  for  labour  something 
not  very  much  less  than  its  real  value  to  them,  that  is,  some- 
thing not  very  much  less  than  the  highest  price  they  would 
pay  rather  than  go  on  without  it ;  yet  anything  that  lowers 
wages  tends  to  lower  the  efficiency  of  the  labourer's  work, 
and  therefore  to  lower  the  price  which  the  employer  would 
rather  pay  than  go  without  that  work.  The  effects  of  the 
labourer's  disadvantage  in  bargaining  are  therefore  cumu- 
lative in  two  ways.  It  lowers  his  wages;  and  as  we  have 
seen,  this  lowers  his  efficiency  as  a  worker,  and  thereby 
lowers  the  normal  value  of  his  labour.  And  in  addition 
it  diminishes  his  efficiency  as  a  bargainer,  and  thus  increases 
the  chance  that  he  will  sell  his  labour  for  less  than  its  normal 
value'. 

'  On  the  sabject  of  this  Section  compare  Book  t.  Ch.  u.  §  3,  and  the  subsequent 
Note  on  Barter.  Prof.  Brentano  was  the  first  to  call  attention  to  several  of  the 
points  discussed  in  this  chapter.  See  also  Howell's  Conflicts  of  Capital  and 
Labour. 


CHAPTER  V. 

DEMAND  AND  SUPPLY  IN  RELATION  TO  LABOXTE, 
CONCLUDED. 

BOOK  Ti.  §  1.     The  next  peculiarity  in  the  action  of  demand  and 

'^'  supply  with  regard  to  labour,  which  we  have  to  consider, 

pecuUarit  ^  closcly  Connected  with  some  of  those  we  have  already 

oi  labour  discussed.     It  consists  in  the  length  of  time  that  is  required 

consists  in  i-i-i  /.■  i  i-ii 

the  great    to  prepare  and  tram  labour  for  its  work,  and  in  the  slowness 

timere°      of  the  retums  which  result  from  this  training. 

p^diM  ^®  ^^^  *^®  clearest  signs  of  the  deliberate  adjustment 

additional    of  Supply  of  expensively  trained  labour  to  the  demand  for 
supplies  of  .      .    '^■r,  "^      ,     .   ^  ,    %  ,  .  /.         ,     . 

socialized  it,  m  the  choice  made  by  parents  of  occupations  for  their 

^'       children,  and  in  their  efforts  to  raise  their  children  into  a 

higher  grade  than  their  own. 

Adam  It  was  these  chiefly  that  Adam  Smith  had  in  view  when 

comparison  ^®   ^^^'^  '• — "  When  any  expensive  machine  is  erected,  the 

tocMnes      extraordinary  work  to  be  performed  by  it  before  it  is  worn 

earned  by    out,  it  must  be  expected,  will  replace  the  capital  laid  out 

machinery  ..,,,  . 

and  by  a  upon  it.  With  at  least  the  ordmary  profits.  A  man  educated 
worker  **  ^^^  expense  of  much  labour  and  time  to  any  of  those 
employments  which  require  extraordinaiy  dexterity  and 
skill,  may  be  compared  to  one  of  those  expensive  machines. 
The  work  which  he  learns  to  perform,  it  must  be  expected, 
over  and  above  the  usual  wages  of  common  labour,  will 
replace  to  him  the  whole  expense  of  his  education,  with  at 
least  the  ordinary  profits  of  an  equally  valuable  capital.  It 
must  do  this  too  in  a  reasonable  time,  regard  being  had  to 
the  very  uncertain  duration  of  human  life,  in  the  same 
manner  as  to  the  more  certain  duration  of  the  machine." 
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But  this  statement  is  to  be  received  only  as  a  broad    booevi. 
indication  of  general  tendencies.     For  independently  of  the     °°"^" 
fact  that  in  rearing  and  educating  their  children,  parents  ™^*eaon 
are  governed  by  motives  different  from  those  which  induce  account  of 

•     1-  J  1  •  •  1  .     -  the  short- 

a  capitalist  undertaker  to  erect  a  new  machme,  the  period  ness  of  the 
over  which  the  earning  power  extends  is  generally  greater  moTt  ma- 
in the  case  of  a  man  than  of  a  machine;  and  therefore  the  '■^^^• 
circumstances  by  which  the  earnings  are  determined  are 
less  capable  of  being  foreseen,  and  the  adjustment  of  supply 
to  demand  is  both  slower  and  more  imperfect.     For  though  though 
factories  and  houses,  the  main  shafts  of  a  mine  and  the  im^rtemt 
embankments  of  a  railway  may  have  much  longer  lives  than  exceptions, 
those  of  the  men  who  made  them ;  yet  these  are  exceptions 
to  the  general  rule. 

§  2.     Not  much  less  than  a  generation  elapses  between  Parents  in 
the  choice  by  parents  of  a  skilled  trade  for  one  of  their  "r^^for 
children,  and  his  reaping  the  full  results  of  their  choice,  j^yj^en 
And  meanwhile  the  character  of  the  trade  may  have  been  mns'  look 
almost  revolutionized  by  changes,  of  which  some  probably  a  whole 
threw  long  shadows  before  them,  but  others  were  such  as  fnd^abelr"' 
could  not  have  been  foreseen  even  by  the  shrewdest  persons  a°""™ 
and  those  best  acquainted  with  the  circumstances  of  the  liaWe  to 

error. 

trade. 

The  working  classes  in  nearly  all  parts  of  England  are 
constantly  on  the  look-out  for  advantageous  openings  for  the 
labour  of  themselves  and  their  children ;  and  they  question 
friends  and  relations,  who  have  settled  in  other  districts,  as 
to  the  wages  that  are  to  be  got  in  various  trades,  and  as  to 
their  incidental  advantages  and  disadvantages.  But  it  is 
very  difficult  to  ascertain  the  causes  that  are  likely  to 
determine  the  distant  future  of  the  trades  which  they  are 
selecting  for  their  children;  and  there  are  not  many  who 
enter  on  this  abstruse  inquiry.  The  majority  assume  without 
a  further  thought  that  the  condition  of  each  trade  in  their 
own  time  sufficiently  indicates  what  it  will  be  in  the  future ; 
and,  so  far  as  the  influence  of  this  habit  extends,  the  supply 
of  labour  in  a  trade  in  any  one  generation  tends  to  conform 
to  its  earnings  not  in  that  but  in  the  preceding  generation. 

Again,  some  parents,  obsei-ving  that  the  earnings  in  one 
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BOOK  VI.  trade  have  been  for  some  years  rising  relatively  to  others 
°°'^'  in  the  same  grade,  assume  that  the  course  of  change  is  likely 
to  continue  in  the  same  direction.  But  it  often  happens 
that  the  previous  rise  was  due  to  temporary  causes,  and 
that,  even  if  there  had  been  no  exceptional  influx  of  labour 
into  the  trade,  the  rise  would  have  been  followed  by  a 
fall  instead  of  a  further  rise :  and,  if  there  is  such  an  excep- 
tional influx,  the  consequence  may  be  a  supply  of  labour  so 
excessive,  that  its  earnings  remain  below  their  normal  level 
for  many  years. 
In  this  Next  we  have  to  recall  the  fact  that,  although  there  are 

w  "mn*t°°  some  trades  which  are  difficult  of  access  except  to  the  sons 
al^^n/^it  of  t^ose  already  in  them,  yet  the  majority  draw  recruits 
not  a  parti-  from  the  sons  of  those  in  other  trades  in  the  same  grade : 
but  a  whole  and  therefore  when  we  consider  the  dependence  of  the  supply 
Sibour"^      of  labour  on  the  resources  of  those  who  bear  the  expenses 
of  its   education  and  training,  we  must  often  regard  the 
whole  grade,  rather  than  any  one  trade,  as  our  unit ;  and 
say  that,  in  so  far  as  the  supply  of  labour  is  limited  by  the 
funds  available  for  defraying  its  cost  of  production,  the  supply 
of  labour  in  any  grade  is  determined  by  the  earnings  of  that 
grade  in  the  last  rather  than  in  the  present  generation. 

It  must,  however,  be  remembered  that  the  birth-rate  in 
every  grade  of  society  is  determined  by  many  causes,  among 
which    deliberate    calculations    of   the    future    hold   but   a 
secondary  place :   though,  even  in  a  country  in  which  tra- 
dition counts  for  as  little  as  it  does  in  modem  England, 
a  great  influence  is  exerted  by  custom  and  public  opinion 
which  are  themselves  the  outcome  of  the  experience  of  past 
generations. 
Allowance         §  3.     But  we  must  not  omit  to  notice  those  adjustments  of 
ever  be°''    the  Supply  of  labour  to  the  demand  for  it,  which  are  effected 
Se^move-   ^^  movements   of  adults   from    one  trade  to  another,  one 

mentSof     grade   to  another,  and  one  place  to  another.     The   move- 
adult  °  ^ 
labour,       ments  from  one  grade  to  another  can  seldom  be  on  a  very 

large  scale  ;  although  it  is  true  that  exceptional  opportunities 

may  sometimes  develop  rapidly  a  great  deal  of  latent  ability 

among  the   lower  grades.     Thus,  for  instance,  the  sudden 

opening  out    of  a  new  country,  or  such  an  event   as   the 
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American  War,  will  raise  from  the  lower  ranks  of  labour    bookvi. 

many  men  who  bear  themselves  well  in  difficult  and  re-     '— 

sponsible  posts. 

But  the  movements  of  adult  labour  from  trade  to  trade  which 
and  from  place  to  place  can  in  some  cases  be  so  large  and  creasing 
so  rapid  as  to  reduce  within  a  very  short  compass  the  period  ™cons8-"* 
which  is  required  to  enable  the  supply  of  labour  to  adjust  ^^^f  °* 
itself  to  the  demand.     That  general  ability  which  is  easily  creasing 

.  .  .        demand 

transferable  from  one  trade  to  another,  is  every  year  rising  for  general 
in  importance  relatively  to  that  manual  skill  and  technical  *  ^' 
knowledge  which  are  specialized  to  one  branch  of  industry'. 
And  thus  economic  progress  brings  with  it  on  the  one  hand 
a  constantly  increasing  changefulness  in  the  methods  of  in- 
dustry, and  therefore  a  constantly  increasing  difficulty  in 
predicting  the  demand  for  labour  of  any  kind  a  generation 
ahead;  but  on  the  other  hand  it  brings  also  an  increasing 
power  of  remedying  such  errors  of  adjustment  as  have  been 
made. 

§  4.     Let  us  now  revert  to  the  principle  that  the  income  The 
derived  from  the  appliances  for  the  production  of  a  commodity  of  this 
exerts  a  controlling  influence  in  the  long  run  over   their  jg  (J^npied 
own  supply  and  price,  and  therefore  over  the  supply  and  the  ^^J^^ 
price  of  the  commodity  itself;  but  that  within  short  periods  between 
there  is  not  time  for  the  exercise  of  any  considerable  influence  ments  of 
of  this  kind.     And  let  us  inquire  how  this  principle  needs  anTsnpply 
to  be  modified  when  it  is  applied  not  to  the  material  agents  ™  J^j^^" 
of  production,  which  are  only  a  means  towards  an  end,  and  for  long 
which  may  be  the  private  property  of  the  capitalist,  but  to  short 
human  beings  who  are  ends  as  well  as  means  of  production 
and  w^ho  remain  their  own  property. 

To  begin  with  we  must  notice  that,  since  labour  is  slowly  A  "long 

Ddriod  *' 

produced  and  slowly  worn  out,  we  must  take  the  term  "  long  withregard 

period "  more  strictly,  and  regard  it  as  generally  implying  gnppfy  of 

a  greater  duration,  when  we  are  considerinsr  the  relations  of  la^onr 

°  '  o  must  gene- 

normal  demand  and  supply  for  labour,  than  when  we  are  con-  rally  be 

Tery  long. 
1  On  the  subject  of  this  section   compare  Book   it.   Ch.  Ti.,  Mr  Charles 
Booth's  Life  and  Labour  in  London  and  Mr  H.  LI.  Smith's  paper  on  Modem 
Changes  in  the  mobility  of  laboiir. 
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aidering  them  for  ordinary  commodities.  There  are  many 
problems,  the  period  of  which  is  long  enough  to  enable  the 
supply  of  ordinary  commodities,  and  even  of  most  of  the  ma- 
terial appliances  required  for  making  them,  to  be  adjusted  to 
the  demand;  and  long  enough  therefore  to  justify  us  in  re- 
garding the  average  prices  of  those  commodities  during  the 
period  as  "normal,"  and  as  equal  to  their  normal  expenses 
of  production  in  a  fairly  broad  use  of  the  term ;  while  yet  the 
period  would  not  be  long  enough  to  allow  the  supply  of  labour 
to  be  adjusted  at  all  well  to  the  demand  for  it.  The  average  . 
earnings  of  labour  during  this  period  therefore  would  not  be 
at  all  certain  to  give  about  a  normal  return  to  those  who 
provided  the  labour;  but  they  would  rather  have  to  be 
regarded  as  determined  by  the  available  stock  of  labour  on 
the  one  hand,  and  the  demand  for  it  on  the  other.  Let  us 
consider  this  point  more  closely. 

§  5.  Market  variations  in  the  price  of  a  commodity  are 
governed  by  the  temporary  relations  between  demand  and 
the  stock  that  is  in  the  market  or  within  easy  access  of  it. 
When  the  market  price  so  determined  is  above  its  normal 
level,  those  who  are  able  to  bring  new  supplies  into  the 
market  in  time  to  take  advantage  of  the  high  price  receive 
an  abnormally  high  reward ;  and  if  they  are  small  handicrafts- 
men working  on  their  own  accoxmt,  the  whole  of  this  rise  in 
price  goes  to  increase  their  earnings. 

In  the  modem  industrial  world,  however,  those  who 
undertake  the  risks  of  production  and  to  whom  the  benefits 
of  any  rise  in  price,  and  the  evils  of  any  fall,  come  in  the 
first  instance,  are  capitalist  undertakers  of  industry.  Their 
net  receipts  in  excess  of  the  immediate  outlay  involved  for 
making  the  commodity,  that  is,  its  prime  (money)  cost,  are 
a  return  derived  for  the  time  being  from  the  capital  in- 
vested in  their  business  in  various  forms,  including  their 
own  faculties  and  abilities  (and  are  of  the  nature  of  a  quasi- 
rent).  But,  when  trade  is  good,  the  force  of  competition 
among  the  employers  themselves,  each  desiring  to  extend 
his  business,  and  to  get  for  himself  as  much  as  possible  of 
this  high  return,  makes  them  consent  to  pay  higher  wages 
to  their  employees  in  order  to  obtain  their  services ;  and 
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even  if  they  act  in  concert,  and  refuse  for  a  time  any  con-  bookvi. 
cession,  a  combination  among  their  employees  may  force  it  " 
from  them  under  penalty  of  foregoing  the  harvest,  which  the 
favourable  turn  of  the  market  is  oflFering.  The  result  gene- 
rally is  that  before  long  a  great  part  of  the  gains  are  being 
distributed  among  the  employees;  and  that  their  earnings 
remain  above  the  normal  level  so  long  as  the  prosperity 
lasts. 

Thus  the  high  wages  of  miners  during  the  inflation,  iiinstra- 
which  culminated  in  1873,  were  governed  for  the  time  by  the  history 
the  relation  in  which  the  demand  for  their  services  stood  °l^^g_ 
to  the  amoimt  of  skilled  mining  labour  available,  the  un- 
skilled labour  imported  into  the  trade  being  counted  as 
equivalent  to  an  amount  of  skilled  labour  of  equal  eflSciency. 
Had  it  been  impossible  to  import  any  such  labour  at  all,  the 
earnings  of  miners  would  have  been  limited  only  by  the  elas- 
ticity of  the  demand  for  coal  on  the  one  hand,  and  the  gradual 
coming  to  age  of  the  risirig  generation  of  miners  on  the 
other.  As  it  was,  men  were  drawn  from  other  occupations 
which  they  were  not  eager  to  leave ;  for  they  could  have  got 
high  wages  by  staying  where  they  were,  since  the  prosperity 
of  the  coal  and  iron  trades  was  but  the  highest  crest  of  a 
swelling  tide  of  credit.  These  new  men  were  unaccustomed 
to  underground  work ;  its  discomforts  told  heavily  on  them, 
while  its  dangers  were  increased  by  their  want  of  tech- 
nical knowledge,  and  their  want  of  skill  caused  them  to 
waste  much  of  their  strength.  The  Umits  therefore  which 
their  competition  imposed  on  the  rise  of  the  special  earnings 
of  miners'  skill  were  not  narrow :  (its  quasi-rent  could  become 
very  high). 

When  the  tide  turned  those  of  the  new-comers  who  were 
least  adapted  for  the  work  left  the  mines ;  but  even  then  the 
miners  who  remained  were  too  many  for  the  work  to  be  done, 
and  their  wage  fell,  till  it  reached  that  limit  at  which  they 
could  get  more  by  selling  their  labour  in  other  trades.  And 
that  limit  was  a  low  one ;  for  the  swollen  tide  of  credit,  which 
culminated  in  1873,  had  undermined  solid  business,  impaired 
the  true  foundations  of  prosperity,  and  left  nearly  every  trade 
in  a  more  or  less  unhealthy  and  depressed  condition.     The 
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miners  had  therefore  to  sell  their  skilled  labour  in  markets 
which  were  already  over  full,  and  in  which  their  special  skill 
counted  for  nothing. 

§  6.  We  have  already  remarked  that  only  part  of  the 
returns  derived  from  an  improvement  which  is  being  ex- 
hausted can  be  regarded  as  being  its  special  net  earnings  (or 
quasi-rent)  of  it ;  for  a  sum  equivalent  to  the  exhaustion  of 
the  capital  value  of  the  improvement  must  be  deducted  from 
these  returns,  before  they  can  be  counted  as  net  income  of 
any  kind.  And  similarly  allowance  must  be  made  for  the 
wear-and-tear  of  a  machine,  as  well  as  for  the  cost  of 
working  it,  before  we  can  arrive  at  the  quasi-rent  earned 
by  it.  But  it  is  clear  that  the  miner  is  liable  to  wear-and- 
tear  as  much  as  machinery  is,  and  in  his  case  also  a  de- 
duction must  be  made  from  his  earnings  on  account  of 
wear-and-tear  when  the  return  of  his  special  skill  is  being 
estimated. 

But  in  his  case  there  is  a  further  difficulty.  For  while 
the  owner  of  machinery  does  not  suffer  from  its  being  kept 
long  at  work  when  the  expenses  of  working  it,  including 
wear-and-tear,  have  once  been  allowed  for;  the  owner  of 
skilled  faculties  does  suffer  when  they  are  kept  long  at 
work,  and  he  suffers  incidental  inconveniences,  such  as  loss 
of  recreation  and  of  freedom  of  movement,  &c.  If  the  miner 
has  only  four  days'  work  in  one  week  and  earns  £1,  and  in 
the  next  week  he  has  six  days'  work  and  earns  £1.  10s.;  only 
part  of  this  extra  10s.  can  be  regarded  as  return  for  his  skill, 
for  the  remainder  must  be  reckoned  as  the  recompense  of  his 
additional  fatigue  as  well  as  wear-and-tear'. 

To  conclude  this  part  of  our  argument.  The  market  price 
of  everything,  i.e.'  its  price  for  short  periods,  is  determined 
mainly  by  the  relations  in  which  the  demand  for  it  stands 
to  the  available  stocks  of  it;  and  in  the  case  of  any  agent 
of  production,  whether  it  be  a  human  or  a  material  agent, 
this  demand  is  "  derived  "  from  the  demand  for  those  things 
which  it  is  used  in  making.     In  these  relatively  short  periods 


1  Compare  above,  Ch.  □»  §  2.  If  they  have  any  considerable  stock  of  trade 
implements,  they  are  to  that  extent  capitaUsts ;  and  part  of  their  income  is  qnasi- 
rent  on  this  capital. 
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fluctuations  in  wages  follow,  and  do  not  precede,  fluctuations    book  vi. 
in  the  selling  prices  of  the  goods  produced.  " 

But  the  incomes  which  are  being  earned  by  all  agents  the  state 
of  production,  human  as  well  as  material,  and  those  which  market, 
appear  likely  to  be  earned  by  them  in  the  future,  exercise  a 
ceaseless  influence  on  those  persons  by  whose  action  the 
future  supplies  of  these  agents  are  determined.  There  is  a 
constant  tendency  towards  a  position  of  normal  equilibrium, 
in  which  the  supply  of  each  of  these  agents  shall  stand  in 
such  a  relation  to  the  demand  for  its  services,  aa  to  give  to 
those  who  have  provided  the  supply  a  sufficient  reward  for 
their  efforts  and  sacrifices.  If  the  economic  conditions  of 
the  country  remained  stationary  sufficiently  long,  this  ten- 
dency would  realize  itself  in  such  an  adjustment  of  supply  to 
demand,  that  both  machines  and  human  beings  would  earn 
generally  an  amount  that  corresponded  fairly  with  their  cost 
of  rearing  and  training,  conventional  necessaries  as  well  as 
those  things  which  are  strictly  necessary  being  reckoned 
for.  But  conventional  necessaries  might  change  under  the 
influence  of  non-economic  causes,  even  while  economic 
conditions  themselves  were  stationary :  and  this  change 
would  affect  the  supply  of  labour,  and  would  lessen  the 
national  dividend  and  slightly  alter  its  distribution.  As  it 
is,  the  economic  conditions  of  the  country  are  constantly 
changing,  and  the  point  of  adjustment  of  normal  demand 
and  supply  in  relation  to  labour  is  constantly  being  shifted. 

5  7.     We  may  now  discuss  the  question  under  what  head  The  extra 

"  ,    income 

to  class  those  high  incomes  which  are  earned  by  extraordi-  earned  by 
nary  natural  abilities.     Since  they  are  not  the  result  of  the  natural 
investment  of  human  effort  in  an  agent  of  production  for  the  ^S  ^^ 
purpose  of  increasing  its  efficiency,  there  is  a  strong  primd  regarded 
facie  cause  for  regarding  them  as  of  the  nature  of  a  rent,  or 
producer's  surplus,  resulting  from  the  possession  of  a  differen- 
tial advantage  for  production,  freely  given  by  nature.     This 
analogy  has  been  noticed  by  a  long  series  of  writers^:  it  is 
instructive  and  suggestive;  but  we  must  be  on  our  guard 
against  the  temptation  to  extend  it  beyond  its  proper  scope, 

1  See  the  references  given  in  Book  t.  Ch.  vm.  §  1. 
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BOOK  Ti.   and  to  apply  it  without  those  conditions  which  are  required 

!_■     to  make  it  true. 

we^Me  "'  '^^^  analogy  is  valid  and  useful  so  long  as  we  are  merely 
merely  analysing  the  component  parts  of  the  income  earned  by 
the  sonrce  an  individual.  And  there  is  some  interest  in  the  inquiry 
how  much  of  the  income  of  successful  men  is  due  to  chance, 
to  opportunity,  to  the  conjuncture,  how  much  to  the  good 
start  that  they  have  had  in  life;  how  much  is  profits  on 
the  capital  invested  in  their  special  training,  how  much  is 
the  reward  of  exceptionally  hard  work;  and  how  much  re- 
mains as  a  producer's  surplus  or  rent  resulting  from  the 
possession  of  rare  natural  gifts. 

But  when  we  are  considering  the  whole  body  of  those 

engaged  in    any    occupation,    we    are    not    at    liberty    to 

treat   the  exceptionally  high  earnings    of  successful  men 

as  rent,  without  making  allowance   for  the   low  earnings 

of  those  who  fail 

but  not  For  the  supply  of  labour  in  any  occupation  is  governed, 

are  con-      other  things  being  equal,  by  the  earnings  of  which  it  holds 

ttie*nonnal  out  the  prospect.     The  future  of  those  who  enter  the  occu- 

Tb^^i^  "  pation  cannot  be  predicted  with  certainty :  some,  who  start 

with  the  least  promise,  turn  out  to  have  great  latent  ability, 

and,  aided  perhaps  by  good  luck,  they  earn  large  fortunes ; 

while  others,  who  made  a  brilliant  promise  at  starting,  come 

to  nothing.     For  the  chances  of  success  and  failure  are  to 

be  taken  together,  much  as  are  the  chances  of  good  and  bad 

hauls  by  a  fisherman  or  of  good  and  bad  harvests  by  a  former ; 

and  a  youth  when  selecting  an  occupation,  or  his  parents 

when  selecting  one  for  him,  are  very  far  from  leaving  out  of 

account  the  fortunes  of  successful  men.     These  fortunes  are 

therefore  part  of  the  price  that  is  paid  in  the  long  run  for 

the  supply  of  labour  and  ability  that  seeks  the  occupation  : 

they  enter  into  the  true  or  "long  period"  normal  supply 

price  of  labour  in  it.     They  are  not,  as  some  writers  have 

urged,  a  rent  which  does  not  enter  into  that   price,  and 

which  is  rather  determined  by  that  price. 

orconsi-  It  is  true  that,  if  we  confined  our  attention  to  short 

denng 

fluctu-        periods,  we  might  fairly  say  that  the  incomes  earned  by  the 
earnings,    natural  genius  already  existing  among  those  who  had  special- 
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ized  themselves  in  a  certain  trade,  do  not  enter  directly  into  book  vi. 
the  marginal  expenses  of  production  of  the  goods  made  in  " 
it,  nor  therefore  into  their  price :  they  are  governed  by  that 
price  (and  therefore  are  rather  to  be  regarded  as  a  quasi- 
rent).  But  the  same  is  true,  as  we  have  just  seen,  of  the 
earnings  of  all  who  have  acquired  skill  and  aptitudes 
specialized  to  the  trade,  even  though  they  have  no  great 
natural  talents. 

It  may  be  conceded,  again,  that,  if  a  certain  class  of^aTemthe 
people  were  marked  out  from  their  birth  as  having  special  case  of  a 
gifts  for  some  particular  occupation,  and  for  no  other,  so  that  persons 
they  would  be  sure  to  seek  that  occupation  in  any  case,  then  ^™  ^"' 
the  earnings  which  such  men  would  get  might  be  left  out  of  a^iiifiep 

o  o  ^  o    ^  specialized 

account  as  exceptional,  when  we  were  considering  the  chances  to  parti- 
of  success  or  failure  for  ordinary  persons.  But  as  a  matter  of  branches  of 
fact  that  is  not  the  case ;  for  a  great  part  of  a  person's  sue-  ^  ^°^°^- 
cess  in  any  occupation  depends  on  the  development  of  talents 
and  tastes,  the  strength  of  which  cannot  be  clearly  predicted 
until  he  has  already  committed  himself  to  a  choice  of  occu- 
pation. Such  predictions  are  at  least  as  fallible  as  those 
which  a  new  settler  can  make  as  to  the  future  fertility  and 
advantages  of  situation  of  the  various  plots  of  land  that  are 
offered  for  his  selection*.  And  partly  for  this  reason  the 
income  derived  from  rare  natural  qualities  bears  a  closer 
analogy  to  the  surplus  produce  from  the  holding  of  a  settler 
who  has  made  an  exceptionally  lucky  selection,  than  to  the 
rent  of  land  in  an  old  country.  But  land  and  human  beings 
differ  in  so  many  respects,  that  even  that  analogy,  if  pursued 
very  far,  is  -apt  to  mislead :  and  the  greatest  caution  is  re- 
quired in  the  application  of  the  term  Rent  to  the  earnings  of 
extraordinary  ability. 

Finally,  it  may  be  observed  that  the  argument  of  Book  v. 
Chapters  viii.  and  ix.,  with  regard  to  the  special  earnings 
(whether  of  the  nature  of  rents  or  quasi-rents)  of  appliances 
capable  of  being  used  in  several  branches  of  production,  is 
applicable  to  the  special  earnings  of  natural  abilities,  and 
of  skill.     When  land  capable  of  being  used  for  producing 

1  Comp.  Book  V.  Ch.  ix.  §  1. 
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BOOK  Ti.  one  commodity  is  used  for  another,  the  supply  price  of  the 
first  is  raised,  though  not  by  an  amoimt  dependent  on  the 
rent  which  the  land  would  yield  in  this  second  use.  So 
when  trained  skill  or  natural  abilities  which  could  have 
been  applied  to  produce  one  commodity,  are  applied  for 
another,  the  supply  price  of  the  first  is  raised  through  the 
narrowing  of  its  sources  of  supply. 


CHAPTER  VI. 

DEMAND   AND   SUPPLY  IN  RELATION   TO   CAPITAL. 
A   FURTHER  STUDY   OF   INTEREST. 

§  1.     The  relations  between  demand  and  supply  can-   bookvi. 

not  be  studied  by  themselves  in  the  case  of  capital  any      

more   than    they  could    in  the  case    of   labour.    All    the  aaia.  ° '' 
elements  of  the  great  central  problem  of  distribution  and  ^^'p^f 
exchange  mutually  govern  one  another :  and  the  first  two  cipiesoithe 
chapters  of  this  Book,  and  more  especially  the  parts  that  demand 
relate  directly  to  capital,  may  be  taken  without  rehearsal  as  jS'reiaHon 
an  introduction  to  this  and  the  next  two  chapters.     But  ^^'now^o 
before  entering  on  the  detailed  analysis  with  which  they  *»  ^e'aiis. 
will  be  mainly  occupied,  something  may  be  said  as  to  the 
position  which  the  modem  study  of  capital  and  interest  holds 
in  relation  to  earlier  work. 

The  aid   which    economic    science   has    given    towards  The  in- 
understanding  the  part  played  by  capital  in  our  industrial  doctrines 
system  is  solid  and  substantial;  but  it  has  made  no  startling  no^sas 
discoveries.     Everything  of  importance  which  is  now  known  ^g'^oj**' 
to  economists  has  long  been  acted  upon  by  able  business  new,  but 
men,  though  they  may  not  have  been  able  to  express  their  basis  of 

1  1    J  1        1  i.   1  action  in 

knowledge  clearly,  or  even  accurately.  ordinary 

Everyone  is  aware  that  no  payment  would  be  offered  for  '^*' 
the  use  of  capital  unless  some  gain  were  expected  from  that 
use ;  and  further  that  these  gains  are  of  many  kinds.  Some 
borrow  to  meet  a  pressing  need,  real  or  imaginary,  and  pay 
others  to  sacrifice  the  present  to  the  future  in  order  that 
they  themselves  may  sacrifice  the  future  to  the  present. 
Some  borrow  to  obtain  machinery,  and  other  "  intermediate  " 
goods,  with  which  they  may  make  things  to  be  sold  at  a 
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_L_'  which  yield  their  services  directly,  but  are  yet  a  sovirce  of 
profit  to  those  who  control  them.  Some  borrow  houses  for 
themselves  to  live  in,  or  else  the  means  wherewith  to  buy  or 
build  their  own  houses  ;  and  the  absorption  of  the  resources 
of  the  country  in  such  things  as  houses  increases,  other  things 
being  equal,  with  every  increase  in  those  resources  and  every 
consequent  fall  in  the  rate  of  interest,  just  as  does  the 
absorption  of  those  resources  in  machinery  or  docks  or 
other  iatermediate  goods  S 

Everyone  knows  that  people,  who  have  the  means  of 
lending,  will  not  lend  gratis  as  a  rule ;  because  even  if  they 
have  not  themselves  some  good  use  to  which  to  turn  the 
capital  or  its  equivalent,  they  are  sure  to  be  able  to  find 
others  to  whom  its  use  would  be  of  benefit,  and  who  would 
pay  for  the  loan  of  it:  and  they  stand  out  for  the  best 
market  \ 

Everyone  knows  that  few,  even  among  the  Anglo-Saxon 
and  other  steadfast  and  self-disciplined  races,  care  to  save  a 
large  part  of  their  incomes;  and  that  many  openings  have 
been  made  for  the  use  of  capital  in  recent  times  by  the 
progress  of  discovery  and  the  opening  up  of  new  countries : 
and  thus  everyone  understands  generally  the  causes  which 
have  kept  the  supply  of  accumulated  wealth  so  small  relatively 
to  the  demand  for  its  use,  that  that  use  is  on  the  balance  a 
source  of  gain,  and  can  therefore  require  a  payment  when 
loaned.  Everyone  is  aware  that  the  accumulation  of  wealth 
is  held  in  check,  and  the  rate  of  interest  so  far  sustained,  by 
the  preference  which  the  great  mass  of  humanity  have  for 
present  over  deferred  gratifications.  And  indeed  the  true 
work  of  economic  analysis  in  this  respect  is,  not  to  emphasize 
this  familiar  truth,  but  to  point  out  how  much  more  numer- 

I  The  demand  for  dnrable  stone  hoases  in  place  of  wood  honsea  which  give 
nearly  equal  accommodation  for  the  time  is  a  sore  sign  that  a  country  is  growing 
in  wealth  and  that  capital  is  to  be  had  at  a  lower  rate  of  interest ;  and  it  acts  on 
the  market  for  capital  and  on  the  rate  of  interest  in  the  same  way  as  would  a 
demand  for  new  factories  or  railways. 

'  That  the  supply  of  capital  is  held  back  by  the  proapectiveneas  of  its  uses,  and 
men's  unreadiness  to  look  forward,  while  the  demand  for  it  comes  from  its 
productiveness,  in  the  broadest  sense  of  the  term,  is  indicated  in  Book  n.  Ch.  rv. 
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ous  are  the  exceptions  to  this  general  preference  than  would    book  ti. 

appear  at  first  sight'.  " 

These  truths  are  familiar ;  and  they  are  the  basis  of  the  But  eco- 

theory  of  capital  and  interest.     But  in  the  affairs  of  ordinary  Snportanr 

life  truths  are  apt  to  present  themselves  in  fragments.     The  "^j  ^j^ 

presentation  may  be  vivid,  but  it  is  seldom  complete.    Particu-  *">  ^°  >". 

.  ,  connectiBg 

lar  relations  are  seen  clearly  one  at  a  time ;  but  the  inter-  individnai 

actions    of   mutually    self-determining-  causes    are    seldom  make  an 

grouped   as  a  whole.     The   chief  task   of  economics  then"^*!™." 

as  regards  capital  is  to  set  out  in  order  and  in  their  mutual 

relations,  all  the  forces  which  operate  in  the  production  and 

accumulation  of  wealth  and  the  distribution  of  income ;  so 

that  as  regards  both  capital  and  other  agents  of  production 

they  may  be  seen  mutually  determining  one  another. 

Next  it  has  to  analyse  the  influences  which  sway  men  in  and  in 
,     .  -I  1  */«       .  analysis, 

thieir  choice  between  present  and  deferred    gratifications, 

including   leisure   and   opportunities   for   forms   of   activity 

that  are  their  own  reward.     But  here  the  post  of  honour 

lies  with  mental  science ;  the  received  doctrines  of  which 

economics  applies,  in  combination  with  other  material,  to  its 

special  problems". 

Its  work  is  therefore  heavier  in  that  analysis,  on  which  especially 

we  are  to  be  engaged  in  this  and  the  next  two  chapters,  of  etituenta 

the  gains  that  are  derived  from  the  aid  of  accumulated  wealth  ^a  u,eir 

in  the  attainment  of  desirable  ends,  especially  when  that  "ntoai 

_  ^  ■'  .  relations. 

wealth  takes  the  form  of  trade  capital.  For  these  gains  or 
profits  contain  many  elements,  some  of  which  belong  to  interest 
for  the  use  of  capital  in  a  broad  sense  of  the  term ;  while 
others  constitute  net  interest,  or  interest  properly  so  called. 
Some   constitute  the   reward  of  managing  ability  and   of 

1  See  Book  m.  Gh.  t.  §§  3, 4;  and  Book  iv.  Ch.  vn.  §  8.  It  is  a  good  corrective 
of  this  error  to  note  how  small  a  modification  of  the  conditions  of  oar  own  world 
would  be  reqnired  to  bring  as  to  another  in  which  the  mass  of  the  people  are  so 
anxioas  to  provide  for  old  age  and  for  their  families  after  them,  and  in  which  the 
new  openings  for  the  advantageous  use  of  accumulated  wealth  in  any  form  are  so 
small,  that  the  amount  of  wealth  for  the  safe  custody  of  which  people  are  willing 
to  pay  exceeds  that  which  others  desire  to  borrow;  and  where  in  consequence 
even  those  who  saw  their  way  to  make  a  gain  out  of  the  use  of  capital,  would  be 
able  to  exact  a  payment  for  taking  charge  of  it ;  and  interest  would  be  negative 
all  along  the  line. 

'  Compare  Book  i.  Ch.  v.,  Book  in.  Ch.  v.,  Book  ir.  Ch.  vii. 
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enterprise,  including  the  bearing  of  risks ;  and  others  again 
belong  not  so  much  to  any  one  of  these  agents  of  production 
but  to  their  combination. 

The  scientific  doctrine  of  capital  has  had  a  long  history 
of  continuous  growth  and  improvement  in  these  three 
directions  during  the  last  three  centuries.  Adam  Smith 
appears  to  have  seen  indistinctly,  and  Ricardo  to  have  seen 
distinctly,  almost  everything  of  primary  importance  in  the 
theory,  very  much  as  it  is  known  now :  and  though  one 
writer  has  preferred  to  emphasize  one  of  its  many  sides,  and 
another  another,  there  seems  no  good  reason  for  believing 
that  any  great  economist  since  the  time  of  Adam  Smith  has 
ever  completely  overlooked  any  side;  and  especially  is  it 
certain  that  nothing  which  would  be  familiar  to  men  of 
business  was  overlooked  by  the  practical  financial  genius 
of  Ricardo.  But  there  has  been  progress;  almost  everyone 
has  improved  some  part,  and  given  it  a  sharper  and  clearer 
outline ;  or  else  has  helped  to  explain  the  complex  relations 
of  its  dififerent  parts.  Scarcely  anything  done  by  any  great 
thinker  has  had  to  be  undone,  but  something  new  has  con- 
stantly been  added  \ 


'  The  qnestion  has  ah-ead;  been  raised  (p.  152)  whether  Prof.  T.  Bobm-Bawerk 
has  not  slightly  underrated  the  acumen  of  his  predecessors  in  their  writings  on 
capital  and  interest;  and  whether  what  he  regards  as  mere  naive  fragments  of 
theories  were  not  rather  the  ntterances  of  men  well  acquainted  with  the  practical 
workings  of  business ;  and  who  partly  for  some  special  purpose,  and  partly  through 
want  of  system  in  exposition,  gave  such  disproportionate  stress  to  some  elements 
of  the  problem  as  to  throw  the  others  into  the  background.  And  perhaps  part  of 
the  air  of  paradox  with  which  he  invests  his  own  theory  of  capital  may  be  the 
result  of  a  similar  disproportionate  emphasis,  and  an  unwillingness  to  recognize 
that  the  various  elements  of  the  problem  mtitutdly  govern  one  another.  Attention 
has  already  been  called  to  the  fact  that,  though  he  excludes  houses  and  hotels,  and 
indeed  everything  that  is  not  strictly  speaking  an  intermediate  good,  from  his 
definition  of  capital,  yet  the  demand  for  the  use  of  goods,  that  are  not  inter- 
mediate, acts  as  directly  on  the  rate  of  interest,  as  does  that  for  capital  as  defined 
by  him.  Connected  with  this  use  of  the  term  capital  is  a  doctrine  on  which  he 
lays  great  stress,  viz.  that  "methods  of  production  which  take  time  are  more 
productive"  (Positive  Capital,  Book  v.  Ch.  rv.  p.  261),  or  again  that  "every 
lengthening  of  a  roundabout  process  is  accompanied  by  a  farther  increase  in 
the  technical  result"  {lb.  Book  n.  Ch.  u.  p.  84).  But  is  not  this  to  treat  as  the 
cause  what  is  really  an  effect  as  much  as  a  cause  ?  Are  there  not  innumerable  pro- 
cesses which  take  a  long  time  and  are  roundabout;  but  are  not  productive  and 
therefore  are  not  used  ?  Is  it  not  the  fact  that  because  interest  has  to  be  paid  for, 
and  can  be  gained  by  the  use  of  capital,  therefore  those  long  and  roundabout 
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§  2.     But  if  we  go  back  to  mediaeval  and  ancient  history   book  ti. 

we  certainly  do  seem  to  find  an  absence  of  clear  ideas  as  to      _! ' 

the  nature  of  the  services  which  capital  renders  in  production,  ^g'g'^*{ 
and  for  which  interest  is  the  payment :  and  since  this  early  known  in 
history  is  exercising  an  indirect  influence  on  the  problems  of  Ages, 
our  own  age,  something  should  be  said  of  it  here. 

In  primitive  communities  there  were  but  few  openings  In  early 

for  the  employment  of  fresh  capital  in  enterprise,  and  anyone  civUisaHon 

who  had  property  that  he  did  not  need  for  his  own  im-  S*,^^^|| 

mediate  use,  would  seldom  forego  much  by  lendiner  it  on  interest 

.  .  °  ''  °  may  exceed 

good  security  to  others  without  charging  any  interest  for  the  their  uses; 

loan.     Those  who  borrowed  were  generally  the  poor  and  the 

weak,  people  whose  needs  were  urgent  and  whose  powers  of 

bargaining  were  very  small.     Those  who  lent  were  as  a  rule 

either  people  who  spared  freely  of  their  superfluity  to  help 

their  distressed  neighbours,  or  else  professional  money-lenders. 

To  these  last  the  poor  man  had  resort  in  his  need ;  and  they 

frequently  made  a  cruel  use  of  their  power,  entangling  him 

in  meshes  from  which  he  could  not  escape  without  great 

suffering,  and  perhaps  the  loss  of  the  personal  freedom  of 

himself  or  his  children.     Not  only  uneducated  people,  but 

the  sages  of  early  times,  the  fathers  of  the  mediaeval  church, 

and  the  English  rulers  of  India  in  our  own  time,  have  been 

inclined  to  say,  that  money-lenders  "  traffic  in  other  people's 

misfortunes,  seeking  gain  through  their  adversity :  under  the 

pretence  of  compassion  they  dig  a  pit  for  the  oppressed  \" 

methods  which  involve  mnch  locking  np  of  capital  are  avoided  nnless  they  are 
more  productive  than  others  ?  Should  we  not  rather  say  that  the  fact  that  many 
roundabout  methods  are  in  various  degrees  productive  is  one  of  the  causes  that 
afiect  the  rate  of  interest;  and  that  the  rate  of  interest  and  the  extent  to  which 
roundabout  methods  are  employed  are  two  of  the  elements  of  the  central  problem 
of  distribution  and  exchange  that  mutoally  determine  one  another?  See  above, 
p.  587  n. 

1  !From  St  Chrysostom's  Fifth  Homily,  see  above  Book  i.  Ch.  n.  §  8.  Compare 
also  Ashley's  Economic  History,  Book  vi.  Ch.  vi. ;  and  Bentham  On  Usury, 
Lecky's  Rationalism  in  Exirope,  the  economic  histories  of  Kautz,  Ingram  and 
Cunningham,  the  economic  treatises  of  Enies,  Boscher  and  Nicholson,  Thorbnm's 
MnsalTnans  and  Money-lenders  in  the  Punjab  and  several  recent  articles  in  the 
Economic  Beview.  The  sentiment  against  usury  had  its  origin  in  tribal  relation- 
ships, in  many  other  cases  besides  that  of  the  Israelites,  perhaps  in  all  cases;  and, 
as  Cliffe-Leslie  remarks  (Essays,  2nd  Edition,  p.  244) : — ^It  was  "  inherited  from 
pre-historic  times,  when  the  members  of  each  community  still  regarded  themselves 
as  kinsmen ;  when  communism  in  property  existed  at  least  in  practice,  and  no  one 
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BOOK  Ti.    In  such  a  state  of  society  it  may  be  a  question  for  discussion, 

whether  it  is  to  the  public  advantage  that  people  should  be 

encouraged  to  borrow  wealth  under  a  contract  to  return  it 

with  increase  after  a  time:  whether  such  contracts,  taken 

one  with  another,  do  not  on  the  whole  diminish  rather  than 

increase  the  sum  total  of  human  happiness. 

and  this  But  Unfortunately  attempts   were   made  to   solve  this 

ed  the        difficult  and  important  practical  question  by  a  philosophical 

^^|^°*   distinction  between  the  interest  for  the  loan  of  money  and 

notions      the  rental  of  material  wealth.    Aristotle  had  said  that  money 
as  to  the  .        .  .         . 

nature       was  barren,  and  that  to  derive  interest  from  lending  it  out 

serrices  was  to  put  it  to  an  Unnatural  use.  And  following  his  lead 
by'cap^.  Scholastic  writers  argued  with  much  labour  and  ingenuity 
that  he  who  lent  out  a  house  or  a  horse  might  charge  for  its 
use,  because  he  gave  up  the  enjoyment  of  a  thing  that  was 
directly  productive  of  benefit.  But  they  found  no  similar 
excuse  for  the  interest  on  money:  that,  they  said,  was  wrong, 
because  it  was  a  charge  for  a  service  which  did  not  cost  the 
lender  anything*. 
Medisevai  If  the  loan  really  cost  him  nothing,  if  he  could  have  made 

of  thOTght  ^o  use  of  the  money  himself,  if  he  was  rich  and  the  borrower 
°nb'e*t  P°°^  *°*^  needy,  then  it  might  no  doubt  be  argued  that  he 
was  morally  bound  to  lend  his  money  gratis:  but  on  the 
same  grounds  he  would  have  been  bound  to  lend  without 
charge  to  a  poor  neighbour  a  house  which  he  would  not  him- 
self inhabit,  or  a  horse  for  a  day's  work  of  which  he  had 
himself  no  need.  The  doctrine  of  these  writers  therefore 
really  implied,  and  in  fact  it  did  convey  to  people's  minds 
the  mischievous  fallacy  that — independently  of  the  special 
circumstances  of  the  borrower  and  the  lender — the  loan  of 
money,  i.e.  of  command  over  things  in  general,  is  not  a  sacri- 
fice on  the  part  of  the  lender  and  a  benefit  to  the  borrower, 
of  the  same  kind  as  the  loan  of  a  particular  commodity: 
they  obscured  the  fact  that  he  who  borrows  money  can  buy, 

who  had  more  than  he  needed  coold  refuse  to  share  his  snperfluons  wealth  with  a 
fellow- tribesman  in  want." 

^  They  also  made  a  distinction  between  hiring  things  which  were  themselves 
to  be  retnmed,  and  iorrowing  things  the  equivalent  of  which  only  had  to  be  re- 
turned. This  distinction,  however,  though  interesting  from  an  analytical  point  of 
view,  has  very  little  practical  importance. 
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for  instance,  a  young  horse,  whose  services  he  can  use,  and   book  ti. 
whom  he  can  sell,  when  the  loan  has  to  be  returned,  at  as        " 
good  a  price  as  he  paid  for  him.     The  lender  gives  up  the 
power  of  doing  this,  the  borrower  acquires  it :  there  is  no 
substantial  difference  between  the  loan  of  the  purchase  price 
of  a  horse  and  the  loan  of  a  horse'. 

§  3.     History  has  in  part  repeated  itself:  and  in  the  In  the 
modem  Western  World  a  new  reforming  impulse  has  derived  world 
strength  from,  and  given  strength  to,  another  erroneous  ana-  causes 
lysis  of  the  nature  of  interest.    As  civilization  has  progressed,  ^^tei'tte 
the  loans  of  wealth  to  needy  people  have  become  steadily  spread  of 

,         _      erroneoas 

more  rare,  and  a  less  important  part  of  the  whole ;  while  the  analysis, 
loans  of  capital  for  productive  use  in  business  have  grown  at 
an  ever-increasing  rate.  And  in  consequence,  though  the 
borrowers  are  not  now  regarded  as  the  subjects  of  oppression, 
a  grievance  has  been  found  in  the  fact  that  all  producers, 
whether  working  with  borrowed  capital  or  not,  reckon  interest 
on  the  capital  used  by  them  as  among  the  expenses  which 
they  require  to  have  returned  to  them  in  the  long  run  in  the 
price  of  their  wares  as  a  condition  of  their  continuing  busi- 
ness. On  this  account,  and  on  account  of  the  openings  which 
the  present  industrial  system  offers  of  amassing  great  wealth 
by  sustained  good  fortune  in  speculation,  it  has  been  argued 
that  the  payment  of  interest  in  modern  times  oppresses  the 
working  classes  indirectly,  though  not  directly;  and  that  it 
deprives  them  of  their  fair  share  of  the  benefits  resulting 
from  the  growth  of  knowledge.  And  hence  is  derived  the 
practical  conclusion  that  it  would  be  for  the  general  happi- 
ness, and  therefore  right,  that  no  private  person  should  be 
allowed  to  own  any  of  the  means  of  production,  nor  any  direct 
means  of  enjoyment,  save  such  as  he  needs  for  his  own  use. 

This  practical  conclusion  has  been  supported  by  other  Connection 
arguments  which  will  claim  our  attention;  but  at  present 

1  Prof.  Cnnninghani  has  described  well  the  subtleties  by  which  the  mediaeval 
church  explained  away  her  prohibition  of  loans  at  interest,  in  most  of  those  cases 
in  which  the  prohibition  would  hare  been  serionsly  injurious  to  the  body  politic. 
These  subtleties  resemble  the  legal  fictions  by  which  the  judges  have  gradually 
explained  away  the  wording  of  laws,  the  natural  interpretation  of  which  seemed 
likely  to  be  mischievous.  In  both  cases  some  practical  evil  has  been  avoided  at 
the  expense  of  fostering  habits  of  confused  and  insincere  thought. 
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BOOK  VI.    we  are  only  concerned  with  the  doctrine  that  has  been  used 
CH^.     y^^  William  Thompson^  Rodbertus,  Kaxl  Marx,  and  others  in 
t^pro-    support  of  it.     They  argued  that  labour  always  produces  a 
posals  of     "  Surplus  "*  above  its  wages  and  the  wear-and-tear  of  capital 
and  Karl     used  in  aiding  it :  and  that  the  wrong  done  to  labour  lies  in 
the?  ""^   th®  exploitation  of  this  surplus  by  others.     But  this  assump- 
Trfn?*  °'  *^*^^  *^^*  *^®  whole  of  this  Surplus  is  the  product  of  labour, 
Their  mam  already  takes  for  granted  what  they  ultimately  profess  to 
was"^""""  prove  by  it ;  they  make  no  attempt  to  prove  it ;  and  it  is  not 
assumed     true.     It  is  not  true  that  the  spinning  of  yam  in  a  factory, 
mitme        after  allowance  has  been  made  for  the  wear-and-tear  of  the 
premiss,     xnachinery,  is  the  product  of  the  labour  of  the  operatives.    It 
is  the  product  of  their  labour,  together  with  that  of  the  em- 
ployer and  subordinate  managers,  and  of  the  capital  employed; 
and  that  capital  itself  is  the  product  of  labour  and  waiting : 
and  therefore  the  spinning  is  the  product  of  labour  of  many 
kinds,  and  of  waiting.     If  we  admit  that  it  is  the  product  of 
labour  alone,  and  not  of  labour  and  waiting,  we  can  no  doubt 
be  compelled  by  inexorable  logic  to  admit  that  there  is  no 
justification  for  Interest,  the  reward  of  waiting ;  for  the  con- 
clusion is  implied  in  the  premiss.     Rodbertus  and  Marx  do 
indeed  boldly  claim  the  authority  of  Ricardo  for  their  pre- 
miss ;  but  we  have  already  seen  (in  the  Note  on  Ricardo's 
theory  of  value  at  the  end  of  last  Book),  that  it  is  really  as 
opposed  to  his  explicit  statement  and  the  general  tenor  of 
his  theory  of  value,  as  it  is  to  common  sense. 

To  put  the  same  thing  in  other  words ;  if  it  be  true  that 
the  postponement  of  gratifications  involves  in  general  a  sacri- 
fice on  the  part  of  him  who  postpones,  just  as  additional 
effort  does  on  the  part  of  him  who  labours ;  and  if  it  be  true 
that  this  postponement  enables  man  to  use  methods  of 
production  of  which  the  first  cost  is  great ;  but  by  which  the 
aggregate  of  enjoyment  is  increased,  as  certainly  as  it  would 

•  Dr  Anton  Menger,  in  Das  Recht  aufden  voUen  Arheitaertrag,  has  shown  well 
how  both  the  practical  conclnsions  as  to  the  nationalization  of  the  means  of 
production  and  the  theoretical  basis  of  the  arguments  of  Bodbertns  and  Karl 
Marx  had  been  in  a  great  measure  anticipated  in  earlier  works,  and  especially 
William  Thompson's  PrincipUa  of  the  Diatribution  of  Wealth  moat  conducive  to 
Human  Hajppineaa,  1824. 

»  This  is  Marx's  phrase.    Bodbertus  had  called  it  a  "Plus." 
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be  by  an  increase  of  labour ;  then  it  cannot  be  true  that  the  book  -n. 
value  of  a  thing  depends  simply  on  the  amount  of  labour  ' 
spent  on  it.  Every  attempt  to  establish  this  premiss  has 
necessarily  assumed  implicitly  that  the  service  performed  by 
capital  is  a  "free"  good,  rendered  without  sacrifice,  and  there- 
fore needing  no  interest  as  a  reward  to  induce  its  continu- 
ance; and  this  is  the  very  conclusion  which  the  premiss  is 
wanted  to  prove.  The  strength  of  Rodbertus'  and  Marx's 
sympathies  with  suffering  must  always  claim  our  respect: 
but  what  they  regarded  as  the  scientific  foundation  of  their 
practical  proposals  appears  to  be  little  more  than  a  series  of 
arguments  in  a  circle  to  the  effect  that  there  is  no  economic 
justification  for  interest,  while  that  result  has  been  all  along 
latent  in  their  premisses ;  though,  in  the  case  of  Marx,  it  was 
shrouded  by  mysterious  Hegelian  phrases,  with  which  he 
"coquetted,"  as  he  tells  us  in  his  Preface. 

§  4.     We  may  now  proceed   with    our  analysis.     The  s'et  and 
interest  of  which  we  speak  when  we  say  that  interest  is  interest. 
the   earnings  of  capital   simply,  or  the  reward  of  waiting 
simply,  is  iVe*  interest;  but  what  commonly  passes  by  the 
name  of  Interest,  includes  other  elements  besides  this,  and 
may  be  called  Gross  interest. 

These  additional  elements  are  the  more  important,  the  Gross 
lower  and  more  rudimentary  the  state  of  commercial  security  incindes 
and  of  the  organization  of  credit.     Thus,  for  instance,  in  gn^ce 
mediaeval  times,  when  a  prince  wanted  to  forestall  some  of  ".8^^* 
his  future  revenues,  he  borrowed  perhaps  a  thousand  ounces 
of  silver,  and  undertook  to  pay  back  fifteen  hundred  at  the 
end  of  a  year.    There  was  however  no  perfect  security  that  he 
would  fulfil  the  promise ;  and  perhaps  the  lender  would  have 
been  willing  to  exchange  that  promise  for  an  absolute  cer- 
tainty of  receiving  thirteen  hundred  at  the  end  of  the  year. 
In  that  case,  while  the  nominal  rate  at  which  the  loan  was 
made  was  fifty  per  cent.,  the  real  rate  was  thirty. 

The  necessity  for  making  this  allowance  for  insurance  and  also 

.,.,.  ,..  „  111    Earmngs 

agamst  risk  is  so  obvious,  that  it  is  not  often  overlooked,  of  Manage- 
But  it  is  less  obvious  that  every  loan  causes  some  trouble  ™™ ' 
to  the  lender;  that  when,  from  the  nature  of  the  case,  the 
loan  involves  considerable  risk,  a  great  deal  of  trouble  has 
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often  to  be  taken  to  keep  these  risks  as  small  as  possible ; 
and  that  then  a  great  part  of  what  appears  to  the  borrower 
as  interest,  is,  from  the  point  of  view  of  the  lender,  earnings 
of  management  of  a  troublesome  business. 

At  the  present  time  the  net  interest  on  capital  in  England 
is  a  little  under  three  per  cent,  per  annum ;  for  no  more  than 
that  can  be  obtained  by  investing  in  such  first-rate  stock- 
exchange  securities  as  yield  to  the  owner  a  secure  income 
without  appreciable  trouble  or  expense  on  his  part  And 
when  we  find  capable  business  men  borrowing  on  perfectly 
secure  mortgages,  at  (say)  four  per  cent.,  we  may  regard  that 
gross  interest  of  four  per  cent,  as  consisting  of  net  interest,  or 
interest  proper,  to  the  extent  of  a  little  under  three  per  cent., 
and  of  earnings  of  management  by  the  lenders  to  the  extent 
of  rather  more  than  one  per  cent.' 

Again,  a  pawnbroker's  business  involves  next  to  no  risk ; 
but  his  loans  are  generally  made  at  the  rate  of  25  per  cent, 
per  annum,  or  more ;  the  greater  part  of  which  is  really 
earnings  of  management  of  a  troublesome  business.  Or  to 
take  a  more  extreme  case,  there  are  men  in  London  and 
Paris  and  probably  elsewhere  who  make  a  living  by  lending 
money  to  costermongers :  the  money  is  often  lent  at  the 
beginning  of  the  day  for  the  purchase  of  fruit,  &c.,  and 
returned  at  the  end  of  the  day,  when  the  sales  are  over,  at 
a  profit  of  ten  per  cent.;  there  is  little  risk  in  the  trade,  and 
the  money  is  seldom  lost".  Now  a  farthing  invested  at  ten 
per  cent,  a  day  would  amount  to  a  billion  pounds  at  the 


I  Mortgages  for  long  periods  are  sometimes  more  sought  after  hj  lenders  than 
those  for  short  periods,  and  sometimes  less.  The  former  save  the  trouble  of  fre- 
quent renewal,  bnt  they  deprive  the  lender  of  command  over  his  money  for  a  long 
time,  and  thus  limit  his  freedom.  First-class  stock-exchange  securities  combine 
the  advantages  of  very  long  and  very  short  mortgages.  For  their  holder  can  hold 
them  as  long  as  he  likes,  and  can  convert  them  into  money  when  he  will ;  though, 
if  at  the  time  credit  is  shaken  and  other  people  want  ready  money,  he  will  have 
to  sell  at  a  loss.  If  they  could  always  be  realized  without  a  loss,  and  if  there  were 
no  brokers'  commissions  to  be  paid  on  buying  and  selling,  they  would  not  yield  a 
higher  income  than  money  lent  "on  call "  at  the  lender's  choice  of  time ;  and  that 
will  always  be  less  than  the  interest  on  loans  for  any  fixed  period,  short  or  long. 

>  Again,  Dr  Jessop  {Arcady,  p.  214)  tells  us  "  there  are  hosts  of  small  money- 
lenders in  the  purlieus  of  the  cattle  markets  who  make  advances  to  speculators 
toith  an  eye,"  lending  sums,  amounting  in  exceptional  cases  up  to  £200,  at  a  Gross 
interest  of  ten  per  cent,  for  the  twenty-fonr  hours. 
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end  of  a  year.     But  no  one  can  become  rich  by  lending  to    book  -vt. 

costermongers ;  because  no  one  can  lend  much  in  this  way.      _; ' 

The  so-called  interest  on  the  loans  really  consists  almost  en- 
tirely of  earnings  of  a  kind  of  work  for  which  few  capitalists 
have  a  taste. 

§  5.     It  is  then  necessary  to  analyse  a  little  more  care-  Farther 
fully  the  extra  risks  which  are  introduced  into  business  when  ^  g^^ 
much  of  the  capital  used  in  it  has  been  borrowed.    Let  us  "''«"s'- 
suppose  that  two  men  are  carrying  on  similar  businesses,  the 
one  working  with  his  own,  the  other  chiefly  with  borrowed 
capital. 

There  is  one  set  of  risks  which  is  common  to  both;  which  Trade 
may  be  described  as  the  Trade  Risks  of  the  particular 
business  in  which  they  are  engaged.  They  arise  from  fluctu- 
ations in  the  markets  for  their  raw  materials  and  finished 
goods,  from  unforeseen  changes  of  fashion,  from  new  inven- 
tions, from  the  incursion  of  new  and  powerful  rivals  into  their 
respective  neighboirrhoods,  and  so  on.  But  there  is  another 
set  of  risks,  the  burden  of  which  has  to  be  borne  by  the  man 
working  with  borrowed  capital,  and  not  by  the  other;  and 
we  may  call  them  Personal  Risks.  For  he  who  lends  Personal 
capital  to  be  used  by  another  for  trade  purposes,  has  to 
charge  a  high  interest  as  insurance  against  the  chances  of 
some  flaw  or  deficiency  in  the  borrower's  personal  character 
or  ability^. 

The  borrower  may  be  less  able  than  he  appears,  less  Analysis  of 
energetic,  or  less  honest.  He  has  not  the  same  inducements,  risks, 
as  a  man  working  with  his  own  capital  has,  to  look  failure 
straight  in  the  face,  and  withdraw  from  a  speculative  enter- 
prise as  soon  as  it  shows  signs  of  going  against  him.  On 
the  contrary,  should  his  standard  of  honour  not  be  high,  he 
may  be  not  very  keen  of  sight  as  to  his  losses.  For  if  he 
withdraws  at  once,  he  will  have  lost  all  he  has  of  his  own ; 
and  if  he  allows  the  speculation  to  run  on,  any  additional 
loss  will  fall  on  his  creditors ;  and  any  gain  will  come  to  him- 
self Many  creditors  lose  through  semifraudulent  inertness 
of  this  kind  on  the  part  of  their  debtors,  and  a  few  lose 
through  deliberate  fraud:  the  debtor  for  instance  may  conceal 
1  See  also  below,  Ch.  Tin.  §  2. 
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in  subtle  ways  the  property  that  is  really  his  creditors',  until, 
his  bankruptcy  being  over,  and  he  having  entered  on  a  new 
business  career,  he  can  bring  gradually  into  play  his  secret 
reserve  funds  without  exciting  over-much  suspicion. 

The  price  then  that  the  borrower  has  to  pay  for  the  loan 
of  capital,  and  which  he  regards  as  interest,  is  from  the  point 
of  view  of  the  lender  more  properly  to  be  regarded  as  profits : 
for  it  includes  insurance  against  risks  which  are  often  very 
heavy,  and  earnings  of  management  for  the  task,  which  is 
often  very  arduous,  of  keeping  those  risks  as  small  as  pos- 
sible. Variations  in  the  nature  of  these  risks  and  of  the 
task  of  management  will  of  course  occasion  corresponding 
variations  in  the  gross  interest,  so  called,  that  is  paid  for  the 
use  of  money.  The  tendency  of  competition  is  therefore  not 
towards  equalizing  this  gross  interest:  on  the  contrary,  the 
more  thoroughly  lenders  and  borrowers  understand  their 
business,  the  more  certainly  will  some  classes  of  borrowers 
obtain  loans  at  a  lower  rate  than  others. 

We  must  defer  to  a  later  stage  our  study  of  the  marvel- 
lously efficient  organization  of  the  modem  money  market  by 
which  capital  is  transferred  from  one  place  where  it  is  super- 
abundant to  another  where  it  is  wanted ;  or  from  one  trade 
that  is  in  the  process  of  contraction  to  another  which  is  being 
expanded :  and  at  present  we  must  be  contented  to  take  it 
for  granted  that  a  very  small  difference  between  the  rates  of 
net  interest  to  be  got  on  the  loan  of  capital  in  two  different 
modes  of  investment  in  the  same  Western  country  will  cause 
capital  to  flow,  though  perhaps  by  indirect  channels,  from 
the  one  to  the  other. 

It  is  true  that  if  either  of  the  investments  is  on  a  small 
scale,  and  few  people  know  much  about  it,  the  flow  of  capital 
may  be  slow.  One  person,  for  instance  may  be  paying  five 
per  cent,  on  a  small  mortgage,  while  his  neighbour  is  paying 
four  per  cent,  on  a  mortgage  which  offers  no  better  security. 
But  in  all  large  affairs  the  rate  of  net  interest  (so  far  as  it 
can  be  disentangled  from  the  other  elements  of  profits)  is 
nearly  the  same  all  over  England.  And  further  the  diver- 
gencies between  the  average  rates  of  net  interest  in  different 
countries  of  the  Western  World  are  rapidly  diminishing,  as  a 
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result  of  the  general  growth  of  intercourse,  and  especially  of   book  -n. 
the  fact  that  the  leading  capitalists  of  all  these  countries  hold        ' 
large  quantities  of  stock-exchange  securities,  which  yield  the 
same  revenue  and  are  sold  practically  at  the  same  price  on 
the  same  day  all  over  the  worlds 

NOTE   OK  CHANGES   IN   THE   PURCHASING   POWER   OF  MONET   IN 
RELATION   TO   THE   REAL    RATE    OP   INTEREST. 

Throughout  the  present  volume  we  are  supposing,  in  the  absence  of  In  reckon- 
any  special  statement  to  the  contrary,  that  all  values  are  expressed  in  j^^con-*' 
terms  of  money  of  fixed  purchasing  power,  just  as  astronomers  have  trasted 
taught  us  to  determine  the  beginning  or  the  ending  of  the  day  with  ^^minal 
reference  not  to  the  actual  sun  but  to  a  mean  sun  which  is  supposed  interest 
to  move  uniformly  through  the  heavens.     (See  Book  i.  Ch.  i.  §  5.)  aB^Bomp-* 
Further,  the  influences  which  changes  in  the  purchasing  power  of  money  tions  as 
do  actually  exert  on  the  terms  on  which  loans  are  arranged,  are  most  mrchasine 
conspicuous  in  the  market  for  short  loans — a  market  which  differs  power  of 
in  many  of  its  incidents  from  any  other,  and  a  ftdl  discussion  of  their  """'*y- 
influences  must  be  deferred.    Nevertheless  it  seems  right  to  notice  them 
here  in  passing,  at  all  events  as  a  point  of  abstract  theory.    For  the  rate 
of  interest  which  the  borrower  is  willing  to  pay  measures  the  benefits 
that  he  expects  to  derive  from  the  use  of  the  capital  only  on  the  as- 
sumption that  the  money  has  the  same  purchasing  power  when  it  is 
borrowed  and  when  it  is  returned. 

1  When  we  come  to  discnss  the  Money  Market  we  shall  have  to  stndy  the 
canses  which  render  the  snpply  of  capital  for  inunediate  nse  much  larger  at  some 
times  than  at  others;  and  which  at  certain  times  make  bankers  and  others  con- 
tented with  an  extremely  low  rate  of  interest,  provided  the  security  be  good  and 
they  can  get  their  money  back  into  their  own  hands  quickly  in  case  of  need.  At 
snch  times  they  are  willing  to  lend  for  short  periods  even  to  borrowers,  whose 
security  is  not  first-rate,  at  a  rate  of  interest  that  is  not  very  high.  For 
their  risks  of  loss  are  much  reduced  by  their  power  of  refusing  to  renew  the  loan, 
if  they  notice  any  indication  of  weakness  on  the  part  of  the  borrower ;  and  since 
short  loans  on  good  security  are  fetching  only  a  nominal  price,  nearly  the  whole 
of  what  interest  they  get  from  him  is  insurance  against  risk,  and  remuneration  of 
their  own  trouble.  But  on  the  other  hand  such  loans  are  not  really  very  cheap 
to  the  borrower:  they  surronnd  him  by  risks,  to  avoid  which  he  would  often 
be  willing  to  pay  a  much  higher  rate  of  interest.  For  if  any  misfortune  should 
injure  his  credit,  or  if  a  disturbance  of  the  money  market  should  cause  a  tem- 
porary scarcity  of  loanable  capital,  he  may  be  quickly  brought  into  great  straits. 
He  may  not  be  able  to  obtain  a  renewal  of  the  loan  on  moderate,  or  even  on 
any  terms,  and  may  thus  be  cut  short  in  his  most  hopeful  enterprises.  One 
of  the  chief  symptoms  of  an  impending  commercial  crisis  is  a  rapid  succession 
of  forced  sales  at  a  loss  by  those  who  have  been  trading  with  capital  borrowed  for 
short  periods.  Loans  to  traders  at  nominally  low  rates  of  interest,  if  for  short 
periods  only,  do  not  therefore  really  form  exceptions  to  the  general  rule  discussed 
in  the  text. 
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BooKTi.  Let  us  suppose,  for  instance,  that  a  man  borrows  £100  under 
CH^i.  contract  to  pay  back  £105  at  the  end  of  the  year.  If  meanwhile  the 
For  short  purchasing  power  of  money  has  risen  10  per  cent,  (or  which  is  the 
periods  same  thing,  general  prices  have  fallen  in  the  ratio  of  10  to  11),  he 
be  best  cannot  get  the  £105  which  he  has  to  pay  back  without  selling  one- 
measured  tenth  more  commodities  than  would  have  been  sufficient  for  the  pur- 
modities.  P^^  **  ^^^  beginning  of  the  year.  Asstmiing,  that  is,  that  the  things 
A  rise  in  which  he  handles  have  not  changed  in  value  relatively  to  things  in 
of  money  general,  he  must  sell  at  the  end  of  the  year  commodities  which  would 
makes  the  have  cost  him  £115.  10».  at  the  beginning,  in  order  to  pay  back  with 
of  interest  interest  his  loan  of  £100 ;  and  therefore  he  has  lost  ground  unless  the 
higher  commodities  have  increased  under  his  hands  15^  per  cent.  WMle 
nominal,  nominally  paying  5  per  cent,  for  the  use  of  his  money,  he  has  really 
been  paying  15J  per  cent. 

On  the  other  hand,  if  prices  had  risen  so  much  that  the  purchasing 
power  of  money  had  fallen  10  per  cent,  during  the  year,  and  he 
could  get  £100  for  things  which  cost  him  £90  at  the  beginning  of  the 
year ;  then,  instead  of  paying  5  per  cent,  for  the  loan,  he  would  really 
be  paid  5^  per  cent,  for  taking  chaise  of  the  money. 

When  we  come  to  discuss  the  causes  of  alternating  periods  of 

Inflation  and  depression  of  commercial  activity,  we  shall  find  that  they 

are  intimately  connected  with  those  variations  in  the  real  rate  of 

interest  which  are  caused  by  changes  in  the  purchasing  power  of  money. 

For  when  prices  are  likely  to  rise,  people  rush  to  borrow  money  and  buy 

goods,  and  thus  help  prices  to  rise ;  business  is  inflated,  and  is  managed 

recklessly  and  wastefully ;  those  working  on  borrowed  capital  pay  back 

less  real  value  than  they  borrowed,  and  enrich  themselves  at  the  expense 

of  the  community.    When  afterwards  credit  is  shaken  and  prices  begin 

to  fall,  everyone  wants  to  get  rid  of  commodities  and  get  hold  of  money 

which  is  rapidly  rising  in  value  ;  this  makes  prices  fall  aU  the  faster, 

and  the  further  fall  makes  credit  shrink  even  more,  and  thus  for  a 

long  time  prices  fall  because  prices  have  fallen. 

Fluctna-  We  shall  find  that  fluctuations  in  prices  are  caused  only  to  a  very 

not  be        slight  extent  by  fluctuations  in  the  supply  of  the  precious  metals ;  and 

much  lea-     that  they  would  not  be  much  diminished  by  the  adoption  of  gold  and 

basing  our  silver  instead  of  gold  as  the  basis  of  our  currency.    But  the  evils  which 

currency     they  cause  are  so  great,  that  it  is  worth  while  to  do  much  in  order  to 

metals         diminish  them  a  little.    These  evils  however  are  not  necessarily  inherent 

instead        in  those  slow  changes  in  the  purchasing  power  of  money  which  follow 

gjQ^  ■        the  course  of  man's  changing  command  over  nature.    During  the  last 

changes      fifty  years  improvements  in  the  arts  of  production  and  in  the  access  to 

different      ^"^  sources  of  supply  of  raw  material,  have  doubled  the  efficiency  of 

footing.       naan's  labour  in  procuring  the  things  which  he  wants :  and  an  injustice 

would  have  been  done  to  those  members  of  the  working  classes  whose 

money  wages  are  much  influenced  by  custom  if  the  purchasing  power 

of  a  sovereign  in  terms  of  commodities  had  remained  stationary,  instead 

of  following,  as  it  has,  the  increasing  command  by  man  over  Nature. 


CHAPTER  VII. 

DEMAND  AND  SUPPLY  IN  RELATION  TO   CAPITAL,   BUSINESS 
POWER  AND   INDUSTRIAL   ORGANIZATION. 

§  1.     In  the  concluding  chapters  of  Book  iv.  we  made    boozti. 
some  study  of  the  various  forms  of  business  management,    °°"^^ 
and  the  faculties  required  for  them ;  and  we  saw  how  the  S"**- 
supply  of  business  power  in  command  of  capital  may  be  jnd  ^^ 
regarded    as   consisting   of   three   elements,   the   supply   ofcontinne 
capital,  the  supply  of  the  business  power  to  manage  it,  and  ly^s^ 
the  supply  of  the  organization  by  which  the  two  axe  brought  cJ"^"" 
together  and  made   eflfective   for  production.     In  the  last  ^^■ 
chapter  we  were  concerned  mainly  with  interest,  the  earn- 
ings of  the  first  of  these  elements.     In  this  chapter  we  are 
mainly  occupied  with  the  earnings  of  the  second  and  third 
taken  together,  which  we  have  called  Oross  earnings  of  man- 
agement ;  and  with  the  relation  in  which  this  stands  to  the 
earnings  of  the  second  taken  by  itself  which  we  have  called 
Net  earnings  of  managements     We  are  to  carry  this  study 
further ;  and  to  inquire  more  closely  into  the  nature  of  the 
services  which  the  business  undertaker  renders  to  society,  and 
the  rewards  of  this  work ;  and  we  shall  find  that  the  causes 
by  which  these  are  governed  are  less  arbitrary,  and  present 
closer  analogies  to  those  which  govern  other  kinds  of  earnings, 
than  is  commonly  supposed. 

We  must  however  make  a  distinction  at  starting.     We  The 
must  call  to  mind*  the  fact  that  the  struggle  for  survival  of  any 
tends  to  make  those  methods  of  organization  prevail,  which  tn'Siess 
are  best  fitted  to  thrive  in  their  environment ;  but  not  neces-  nianage- 

1  See  p.  392.  ^  See  Book  iv.  Ch.  vm. 
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BOOK  VI.    sarily  those  best  fitted  to  benefit  their  environment,  unless  it 

_; — '     happens  that  they  are  duly  rewarded  for  all  the  benefits 

^^efor  "«^tich  they  confer,  whether  direct  or  indirect.     And  in  fact 

Burvivai      this  is  not  so.     For  as  a  general  rule  the  law  of  substitution 

depends  i_-j_.  i-  i  ., 

more  on  — which  IS  nothing  more  than  a  special  and  limited  applica- 
diate  effi-  ^^'^^  of  ^^^  l^w  of  survival  of  the  fittest — tends  to  make  one 
o^e'*'""  method  of  industrial  organization  supplant  another  when  it 
remote       offers  a  direct  and  immediate  service  at  a  lower  price.     The 

beueuts         ... 

which  it      indirect  and  ultimate  services  which  either  will  render  have, 

^^pioneer-  ^s  a  general  rule,  little  or  no  weight  in  the  balance ;  and  as  a 

methods,     result  many  businesses  languish  and  die,  which  might  in  the 

long  run  have  done  good  work  for  society  if  only  they  could 

have  obtained  a  fair  start.     This  is  especially  true  of  some 

forms  of  co-operative  associations. 

In  this  connection  we  may  divide  employers  and  other 
undertakers  into,  two  classes,  those  who  open  out  new  and 
improved  methods  of  business,  and  those  who  follow  beaten 
tracks.  The  services  which  the  latter  perform  for  society  are 
chiefly  direct  and  seldom  miss  their  full  reward :  but  it  is 
otherwise  with  the  former  class. 

For  instance,  economies  have  lately  been  introduced  into 
some  branches  of  iron  manufacture  by  diminishing  the 
number  of  times  which  the  metal  is  heated  in  passing  fi-om 
pig  ii-on  to  its  final  form ;  and  some  of  these  new  inventions 
have  been  of  such  a  nature  that  they  could  neither  be  patented 
nor  kept  secret.  Let  us  suppose  then  that  a  manufacturer 
with  a  capital  of  £50,000  is  getting  in  normal  times  a  net 
profit  of  £4,000  a  year,  £1,500  of  which  we  may  regard  as 
his  earnings  of  management,  leaving  £2,500  for  the  other 
two  elements  of  profits.  We  assume  that  he  has  been  work- 
ing so  far  in  the  same  way  as  his  neighbours,  and  showing  an 
amount  of  ability  which,  though  great,  is  no  more  than  the 
normal  or  average  ability  of  the  people  who  fill  such  ex- 
ceptionally difficult  posts ;  that  is,  we  assume  that  £1,500 
a  year  is  the  normal  earnings  for  the  kind  of  work  he  has 
been  doing.  But  as  time  goes  on,  he  thinks  out  a  way  of 
dispensing  with  one  of  the  heatings  that  have  hitherto  been 
customary;  and  in  consequence,  without  increasing  his  ex- 
penses, he  is  able  to  increase  his  annual  output  by  things 
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which  can  be  sold  for  £2,000  net.  So  long,  therefore,  as  he  book  ti. 
can  sell  his  wares  at  the  old  price,  his  earnings  of  manage-  J — ' 
meat  will  be  £2,000  a  year  above  the  average ;  and  he  will 
earn  the  fall  reward  of  his  services  to  society.  His  neigh- 
bours however  will  copy  his  plan,  and  probably  make  more 
than  average  profits  for  a  time.  But  soon  competition  will 
increase  the  supply,  and  lower  the  price  of  their  wares, 
until  their  profits  fall  to  about  their  old  level;  for  no  one 
could  get  extra  high  wages  for  making  eggs  stand  on  their 
ends  after  Columbus's  plan  had  become  public  property. 

Many  business  men  whose  inventions  have  in  the  long  run 
been  of  almost  priceless  value  to  the  world,  have  earned  even 
less  by  their  discoveries  than  Milton  by  his  Paradise  Lost  or 
Millet  by  his  Angelus;  and  while  many  men  have  amassed 
great  wealth  by  good  fortune,  rather  than  by  exceptional 
ability  in  the  performance  of  public  services  of  high  importance, 
it  is  probable  that  those  business  men  who  have  pioneered 
new  paths  have  often  conferred  on  society  benefits  out  of  all 
proportion  to  their  own  gains,  even  though  they  have  died 
millionaires.  Although  then  we  shall  find  that  the  rewards 
of  every  business  undertaker  tend  to  be  proportionate  to  the 
direct  services  he  renders  to  the  community,  this  will  by 
itself  go  but  a  small  way  towards  proving  that  the  existing 
industrial  organization  of  society  is  the  best  conceivable,  or 
even  the  best  attainable ;  and  it  must  not  be  forgotten  that 
the  scope  of  our  present  inquiry  is  Hmited  to  a  study  of  the 
action  of  causes  that  determine  the  earnings  of  business  under- 
taking and  management  wnder  existing  social  institutions. 

We  will  begin  by  tracing  the  action  of  the  law  of  substitu- 
tion in  adjusting  the  rewards  of  the  services  rendered  to 
society  by  ordinary  workmen,  by  foremen,  and  by  employers 
of  different  grades. 

§  2.     We  have  already  noticed  that  a  great  part  of  the  The  law 
work  done  by  the  head  of  a  small  business  himself,  is  rele-  stitution 
gated  in  a  large  business  to  salaried  heads  of  departments,  aemana  ^ 
managers,  foremen  and  others.     And  this  thread  will  guide  g°J^g  ^j 
U8  to  much  that  is  useful  for  our  present  inquiry.     The  sim-  foremen 
plest  case  is  that  of  the  earnings  of  the  ordinary  foreman ; 
with  which  we  may  begin. 
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BOOK  VI.  Let  US  suppose,  for  instance,  that  a  railway  contractor  or 

J ■    a  dockyard  manager  finds  that  it  answers  best  to  have  one 

pa^with  foreman  to  every  twenty  labourers,  and  to  pay  him  twice  the 

those  of      wages  of  one  of  them.     This  means  that,  if  he  found  himself 

ordinary  , 

workmen,    with  500  labourers  and  24  foremen,  he  would  expect  to  get 

just  a  little  more  work  done  at  the  same  expense  by  adding 
one  more  foreman,  than  by  adding  two  more  ordinary 
labourers:  while  if  he  had  had  490  labourers  and  25  fore- 
men, he  would  have  found  it  better  to  add  two  more 
labourers.  If  he  could  have  got  his  foreman  for  one  and  a 
half  times  the  wages  of  a  labourer,  perhaps  he  would  have 
employed  one  foreman  to  every  fifteen  labourers.  But,  aa  it 
is,  the  number  of  foremen  employed  is  determined  at  one- 
twentieth  of  that  of  the  labourers,  and  their  demand  price  at 
twice  the  labourers'  wages  \ 

In  exceptional  cases  the  foremen  may  earn  their  wages 
by  overdriving  those  whose  work  they  superintend.  But  we 
may  now  suppose  them  to  contribute  to  the  success  of  the 
imdertaking  in  a  legitimate  way,  by  securing  a  better  orga- 
nization of  its  details ;  so  that  fewer  things  are  done  amiss 
and  need  to  be  undone ;  so  that  everyone  finds  the  help  that 
he  wants  in  moving  heavy  weights,  &c.,  ready  for  him  just 
when  he  wants  it ;  so  that  all  machinery  and  implements  are 
kept  in  good  working  order,  and  no  one  has  to  waste  his  time 
and  strength  by  working  with  inadequate  appliances,  and  so 
on.  The  wages  of  foremen  who  do  work  of  this  kind  may 
be  taken  aa  typical  of  a  great  part  of  the  earnings  of  man- 
agement: society,  acting  through  the  individual  employer, 
offers  an  effective  demand  for  their  services  until  that  margin 
is  reached  at  which  the  aggregate  efficiency  of  industry  would 
be  increased  by  adding  workers  of  some  other  grade  more 
than  by  adding  the  foremen  whose  wages  would  add  an  equal 
amount  to  the  expenses  of  production. 

So  far  the  employer  has  been  regarded  as  the  agent 
through  whom  the  law  of  substitution  acts  in  contriving 
and  arranging  the  factors  of  production  so  that  the  maximum 
of  direct  services  (estimated  by  their  money  measure)  should 
be  performed  at  a  minimum  money  cost.  But  now  we  have 
1  With  this  argument  may  be  compared  that  of  Book  vi.  Ch.  i.  §  8. 
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to  look  at  the  work  of  the  employers   themselves  being   bookvi. 

contrived  and  arranged  for  them,  though  of  coiirse  in  a     — ' 

more  haphazard  feshion,  by  the  immediate  action  of  their 
own  competition. 

§  3.     Let  us  then  look  next  at  the  way  in  which  the  work  The  law 
of  foremen  and  salaried  managers  is  constantly  being  weighed  tntion  ad- 
against  that  of  the  heads  of  businesses.     It  will  be  interest-  e^^^gl 
ing  to  watch  the  course  of  a  small  business  as  it  gradually  J'fJ*. 
expands.     A  house  carpenter,  for  instance,  steadily  increases  »  business 
his  stock  of  tools,  till  he  can  hire  a  small  workshop,  and  of  fore- 
undertake  odd  jobs  for  private  persons,  who  have  to  agree  ^^i^rs. 
with  him  as  to  what  is  to  be  done.    The  work  of  management  ninstaa- 
and  of  undertaking  what   little  risks  there  are,  is  shared  the  gradual 
between  them  and  him ;  and,  as  this  gives  them  a  great  ^jquI 
deal  of  trouble,  they  are  not  willing  to  pay  him  at  a  high  <»rpenter. 
rate  for  what  work  of  management  he  does\ 

So  his  next  step  is  to  undertake  all  the  different  sides  of  His  work 
small  repairs.  He  has  now  entered  on  the  career  of  a  master-  master- 
builder  ;  and  if  his  business  grows,  he  gradually  withdraws  '>'^^*'- 
himself  from  manual  labour,  and  to  some  extent  even  from 
the  superintendence  of  its  details.  Substituting  for  his  own 
work  that  of  hired  men,  he  has  now  to  deduct  their  wages 
from  his  receipts,  before  he  can  begin  to  reckon  his  profits : 
and  unless  he  proves  himself  to  have  a  business  abiKty  up  to 
the  normal  level  of  that  grade  of  industry  which  he  has  now 
entered,  he  will  probably  soon  lose  all  the  little  capital  which 
he  has  gained,  and  after  a  short  struggle  return  to  that 
humbler  rank  of  life  in  which  he  has  prospered.  Should  his 
ability  be  just  about  that  level,  he  will,  with  average  good 
fortune,  retain  his  position  and  perhaps  gain  a  little  ground : 
and  the  excess  of  his  receipts  over  his  outgoings  will  be 
representative  of  the  normal  earnings  of  management  in  his 
grade. 

If  his  ability  be  greater  than  that  which  is  normal  in  changes 
his  grade,  he  will  be  able  to  obtain  as  good  a  result  with  ^aracter 
a  given  outlay  for  wages  and  other  expenses,  as  most  of  agtbwsSde 
his  rivals  can  with  a  larger  outlay :  he  will  have  substituted  ?*  i"s 
his  extra  ability  m  orgsmization  for  some  of  their  outlay ;  increases. 
1  Comp.  Book  IV.  Ch.  xn.  §  3. 


680  DEMAND  AND  SUPPLY  IN  RELATION  TO  CAPITAL  CONTINUED. 


OH.  vn. 


BOOK  VI.  and  his  earnings  of  management  will  include  the  value 
of  that  outlay  with  which  he  has  dispensed.  He  will  thus 
increase  his  capital  and  his  credit:  and  be  able  to  borrow 
more,  and  at  a  lower  rate  of  interest.  He  will  obtain  a  wider 
business  acquaintanceship  and  connection;  and  he  will  get  an 
increased  knowledge  of  materials  and  processes,  and  opportu- 
nities for  bold  but  wise  and  profitable  adventure;  until  at 
last  he  has  delegated  to  others  nearly  all  those  duties 
which  occupied  his  whole  time  even  after  he  had  ceased  to 
do  manual  work  himself  ^ 
The  ad-  §  4.     Having  -watched  the  law  of  substitution  adjusting 

iwtween  the  earnings  of  foremen  and  of  ordinary  workmen,  and  again 
Sg8*o™  °^  employers  and  foremen,  we  may  now  look  at  its  action  in 
under-  adjusting  the  earnings  of  employers  on  a  small  scale  and 
a  large  and  those  on  a  large  scale. 

scale.  Our  carpenter  having  become  a  master-builder  on  a  very 

large  scale,  his  undertakings  will  be  so  many  and  so  great  as 
to  have  occupied  the  time  and  energies  of  some  scores  of 
employers  who  superintended  all  the  details  of  their  several 
businesses.  Throughout  this  struggle  between  large  busi- 
nesses and  small,  we  see  the  law  of  substitution  constantly 
in  operation ;  the  large  employer  substituting  a  little  of  his 
own  work  and  a  good  deal  of  that  of  salaried  managers  and 
foremen  for  that  of  a  small  employer.  When,  for  instance, 
tenders  are  iuvited  for  erecting  a  building,  a  builder  with  a 

1  The  employer  of  a  large  number  of  workmen  has  to  economize  his  energies 
on  the  same  plan  that  is  followed  by  the  leading  officers  of  a  modem  army.  For 
as  Mr  Wilkinson  says  {The  Brain  of  an  Army,  pp.  42 — 6): — "Organization  im- 
plies that  every  man's  work  is  defined,  that  he  knows  exactly  what  he  must 
answer  for,  and  that  his  anthority  is  coextensive  with  his  responsibility...  [In  the 
German  army]  every  commander  above  the  rank  of  a  captain  deals  with  a  body 
composed  of  units,  with  the  interior  aSairs  of  none  of  which  he  meddles,  except 
in  the  case  of  failure  on  the  part  of  the  officer  directly  responsible.. ..The  general 
commanding  an  army  corps  has  to  deal  directly  vrith  only  a  few  subordinates.... 
He  inspects  and  tests  the  condition  of  all  the  various  units,  but. ..he  is  as  far 
as  possible  unhampered  by  the  worry  of  detail.  He  can  make  up  his  mind  coolly." 
Bagebot  in  characteristic  fashion  had  remarked  (Lombard  Street,  Ch.  vm.)  that 
if  the  head  of  a  large  business  "  is  very  busy,  it  is  a  sign  of  something  wrong ; " 
and  had  compared  (Essay  on  the  TramftraJbility  of  CapitaV)  the  primitive  em- 
ployer with  a  Hector  or  Achilles  mingling  in  the  fray,  and  the  typical  modem 
employer  with  "  a  man  at  the  far  end  of  a  telegraph  vrire — a  Count  Moltke  vrith 
his  head  over  some  papers — who  sees  that  the  proper  persons  are  slain,  and  who 
secures  the  victory." 
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large  capital  often  finds  it  worth  his  while  to  enter  the  lists,  book  vi. 
even  though  he  lives  at  a  distance.  The  local  builders  secure  _! — ' 
great  economies  in  having  workshops  and  men  whom  they 
can  trust  already  near  the  spot;  while  he  gains  something 
through  buying  his  materials  on  a  large  scale,  through  his 
command  of  machinery,  especially  for  woodwork,  and  perhaps 
through  being  able  to  borrow  what  capital  he  wants  on 
easier  terms.  These  two  sets  of  advantages  frequently  about 
balance  one  another ;  and  the  contest  for  the  field  of  employ- 
ment often  turns  on  the  relative  efficiencies  of  the  undivided 
energies  of  the  small  builder,  and  of  that  slight  supervision, 
which  is  all  that  the  abler  but  busier  large  builder  can  afford 
to  give  himself,  though  he  supplements  it  by  the  work  of  his 
local  manager  and  of  the  clerks  in  his  central  office'. 

§  5.     We  may  next  watch   the   action  of  the   law  of  An™3er- 
substitution  in  pushing  forward  undertakers  working  chiefly  working 
with  their  own  capital  in  some  trades,  and  in  others  those  rowed 
working  chiefly  with  borrowed  capital.     The  personal  risks,  ^P'^^" 
aerainst  which  the  lender  of  capital  to  be  used  in  business  advantage 

°  ,  ,  ,       _      in  some 

requires  to  be  indemnified,  vary  to  some  extent  with  the  trades, 
nature  of  that  business,  as  well  as  with  the  circumstances  of 
the  individual  borrower.  They  are  very  high  in  some  cases, 
as  for  instance  when  a  man  is  starting  in  a  new  branch  of 
the  electrical  trades,  in  which  there  is  very  little  past  ex- 
perience to  go  by,  and  the  lender  cannot  easily  form  any 
independent  judgment  as  to  the  progress  which  is  being 
made  by  the  borrower ;  and  in  all  such  cases  the  man  work- 
ing with  borrowed  capital  is  at  a  great  disadvantage;  the 
rate  of  profit  is  determined  chiefly  by  the  competition  of 
those  who  apply  their  own  capital.  It  may  happen  that  not 
many  such  men  have  access  to  the  trade ;  and  in  that  case 
the  competition  may  not  be  keen,  and  the  rate  of  profit  may 
be  high ;  that  is,  it  may  exceed  considerably  net  interest  on 
the  capital  together  with  earnings  of  management  on  a 
scale  commensurate  with  the  difficulty  of  the  business  done, 
though  that  difficulty  will  probably  be  above  the  average. 

And  again,  the  new  man  with  but  little  capital  of  his 
own  is  at   a  disadvantage  in  trades   which    move   slowly 

I  Comp.  Book  rr.  Cb.  xi.  §  4. 
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CH.  Tn. 

reaps. 

Bat  in  But  in  all  those  industries  in  which  bold  and  tireless 

plays  a  enterprise  can  reap  a  quick  harvest ;  and  in  particular  wher- 
p^^*  ever  high  profits  are  to  be  made  for  a  time  by  cheaper  repro- 
ductions of  costly  wares,  there  the  new  man  is  in  his  element: 
it  is  he  who  by  his  quick  resolutions  and  dexterous  contri- 
vances, and  perhaps  also  a  little  by  his  natural  recklessness, 
"  forces  the  pace." 
for  he  will  -Ajid  he  often  holds  his  own  with  great  tenacity  even  under 
for'asm^  considerable  disadvantages;  for  the  freedom  and  dignity  of 
reward.  Jug  position  are  very  attractive  to  him.  Thus  the  peasant 
proprietor  whose  little  plot  is  heavily  mortgaged,  the  small 
so-called  "  sweater  "  or  "  garret  master  "  who  takes  out  a  sub- 
contract at  a  low  price,  will  often  work  harder  than  the 
ordinary  workman,  and  for  a  lower  net  income.  And  the 
manufacturer  who  is  doing  a  large  business  with  compara- 
tively little  capital  of  his  own  will  reckon  his  labour  and 
anxiety  almost  as  nothing,  for  he  knows  that  he  must  any- 
how work  for  his  living,  and  he  is  imwilling  to  go  into  service 
to  another :  he  will  therefore  work  feverishly  for  a  gain  that 
would  not  count  much  in  the  balance  with  a  wealthier  rival, 
who,  being  able  to  retire  and  live  in  comfort  on  the  interest 
of  his  capital,  may  be  doubting  whether  it  is  worth  while  to 
endure  any  longer  the  wear-and-tear  of  business  Ufe. 

The  inflation  of  prices  which  culminated  in  1873,  enriched 
borrowers  in  general,  and  in  particular  business  undertakers, 
at  the  expense  of  other  members  of  society.  New  men  there- 
fore found  their  way  into  business  made  very  smooth;  and 
those  who  had  already  made  or  inherited  business  fortunes, 
found  their  way  made  smooth  for  retiring  from  active  work. 
Thus  Bagehot,  writing  about  that  time',  argued  that  the 
growth  of  new  men  was  making  English  business  increasingly 
democratic:  and,  though  admitting  that  "the  propensity  to 
variation  in  the  social  as  in  the  animal  kingdom  is  the  prin- 
ciple of  progress,"  he  pointed  out  regretfully  how  much  the 
country  might  have  gained  by  the  long  duration  of  families  of 
merchant  princes.  But  in  recent  years  there  has  been  some 
1  Lombard  Street,  Introdactory  chapter. 


BUSINESSES  WORKED  WITH  BORROWED  CAPITAL.  683 


CH.  vn. 


reaction,  due  partly  to  social  causes,  and  partly  to  the  influ-  book  vi. 
ence  of  a  continued  fall  in  prices.  The  sons  of  business  men 
are  rather  more  inclined  than  they  were  a  generation  ago  to 
take  pride  in  their  fathers'  callings ;  and  they  find  it  harder 
to  satisfy  the  demands  of  an  ever-increasing  luxury  on  the 
income  which  would  be  theirs  if  they  withdrew  from  business. 

§  6.     But  the  weighing  in  the  balance  of  the  services  and  The 
therefore  the  earnings  of  employees  against  the  earnings  of  ^^aS^of 
management  of  business  men  is  in  some  ways  best  illustrated  io»"t-atock 
by  reference  to  Joint-stock  companies.     For  in  them  most  of  e^  .**•«" 

...  aalanea 

the  work  of  management  is  divided  between  salaried  directors  by  labour 
(who  indeed  hold  a  few  shares  themselves)  and  salaried  ^™^ '' 
managers  and  other  subordinate  oflBcials,  most  of  whom  have 
little  or  no  capital  of  any  kind;  and  their  earnings,  being 
almost  the  pure  earnings  of  labour,  are  governed  in  the  long 
run  by  those  general  causes  which  rule  the  earnings  of  labour 
of  equal  difficulty  and  disagreeableness  in  ordinary  occu- 
pations. 

Joint-stock  companies  are  hampered  by  internal  frictions,  Disad- 
and  conflicts  of  interest  between  shareholders  and  debenture  ofp^fc 
holders,  between  ordinary  and  preferred  shareholders,  and  companies, 
between  all  these  and  the  directors ;  and  by  the  need  for  an 
elaborate  system  of  checks  and  counterchecks.     They  seldom 
have  the  enterprise,  the  energy,  the  unity  of  purpose  and 
the  quickness  of  action  of  a  private  busiaess; 

But  these  disadvantages  are  of  relatively  small  import-  and  their 
ance  in  some  trades.  That  publicity,  which  is  one  of  the  tages.' 
chief  drawbacks  of  public  companies  in  many  branches  of 
manufeicture  and  of  speculative  commerce,  is  a  positive  ad- 
vantage in  ordinary  banking  and  insurance  and  kindred 
businesses;  while  in  these,  as  well  as  in  most  of  the  trans- 
port industries  (railways,  tramways,  canals,  and  the  supply  of 
gas,  water,  and  electricity),  their  unbounded  command  over 
capital  gives  them  almost  imdisputed  sway. 

A  peculiar  feature  of  this  latter  class  of  industries  is  that  The  largest 
their  fixed  capital  is  large  relatively  to  their  circulating,  and  ?ompanies 
the  prime  cost  of  the  goods  produced  or  the  services  rendered  tJ^d^ 
by  them  is  small  relatively  to  the  total  (or  true  normal)  cost  '^^  "" 
which  must  be  defrayed  in  the  long  run  in  order  to  make  their  prices  are 
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— — "    ness  is  of  this  kind  are  in  keen  competition,  they  are  under  a 
nnstauZ    great  temptation  to  attract  custom  by  selling  at  much  less 
But  on  the  than  normal  cost;  but  probably  they  do  not  yield  to  this 
^ert*a  *'  temptation  more  than,  or  even  as  much  as,  private  capitalists 
tofluen^^    would  under  similar  circumstances.     And  on  the  whole  those 
on  employ-  powerful  joint-stock  companies,  which  have  great  traditions 
and  look  forward  to  a  distant  future,  pursue  a  far-seeing  if 
a  sluggish  policy.     They  are  seldom  willing  to  sacrifice  their 
reputation  for  the  sake  of  a  temporary  gain;  they  are  not 
inclined  to  drive  such  hard  bargains  with  their  employees  as 
will  make  their  service  unpopular;  and  they  exercise  gene- 
rally a  steadying  influence  on  the  demand  for  capital,  and 
on  the  demand  for  labour  of  all  kinds,  and  especially  for  the 
services  of  those  who,  having  business  ability  but  no  capital 
of  their  own,  desire  to  reap  some  earnings  of  management 
Co-opera-    as   salaried  officials  of  a  great  undertaking.     And  as '  has 
already  been  observed,  co-operation  promises,  more  than  any 
other  form  of  business  association,  to  turn  to  good  account 
the  capabilities  of  the  working  man  for  the  higher  posts  of 
business  management^. 
Modem  §  7.     Thus  then  each  of  the  many  modern  methods  of 

business  business  has  its  own  advantages  and  disadvantages :  and  its 
the'agp-™  application  is  extended  under  the  action  of  the  law  of  sub- 
^werfui  stitution  in  every  direction  until  that  limit  or  margin  is 
tendency    reached,   at  which  its  special  advantages  for  that  use  no 

to  adjust  i-i-i  r\ 

earnings     longer  exceed  its  disadvantages.     Or,  to  put  the  same  thmg 

me™t''to  the  ^  another  way,  the  margin  of  profitableness  of  different 

tt?work°^  methods  of  business  organization  for  any  particular  purpose, 

done.         is  to  be  regarded  not  as  a  point  on  any  one  line,  but  a 

boundary  line  of  irregular  shape  cutting  one  after  another 

every  possible   line    of  business    organization;    and    these 

modem  methods,  partly  on  account  of  their  great  variety, 

but  partly  also  on  account  of  the  scope  which  many  of  them 

offer  to  men  of  business  ability  who  have  no  capital,  render 

possible  a  much  closer  correspondence  between  the  earnings 

1  Some  aspects  of  joint-stock  companies  and  of  co-operative  associations 
have  been  indicated  in  Book  iv.  Gh.  xa.  §§  9,  10;  and  others  will  be  discussed 
later  on. 
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those  earnings  are  got  than  could  be  generally  attained  under     — ' 

the  primitive  system  in  which  capital  was  scarcely  ever  applied 
to  production  by  any  save  its  owners.  For  then  it  could  only 
be  by  a  fortunate  accident  that  those  who  had  the  capital 
and  the  opportunity  for  carrying  on  any  trade  or  performing 
any  service,  of  which  the  public  was  in  need,  had  the  apti- 
tudes and  the  abilities  required  for  the  task.  But,  as  it  is,  that 
share  of  the  normal  expenses  of  production  of  any  commodity 
which  is  commonly  classed  as  profits,  is  so  controlled  on  every 
side  by  the  action  of  the  law  of  substitution,  that  it  cannot 
long  diverge  from  the  normal  supply  price  of  the  capital 
needed,  added  to  the  normal  supply  price  of  the  ability  and 
energy  required  for  managing  the  business,  and  lastly  the 
normal  supply  price  of  that  organization  by  which  the  appro- 
priate business  ability  and  the  requisite  capital  are  brought 
together. 

The  supply  of  business  power  is  large  and  elastic,  since  Tie  supply 
the  area  from  which  it  is  drawn  is  wide.     Everyone  has  the  ability  is 
busiuess  of  his  own  life  to  conduct ;  and  in  this  he  can  gain  ttomt, 
some  training  for  business  management,  if  he  has  the  natural  ^^®  "**' 
aptitudes  for  it.     There  is  therefore  no  other  kind  of  useful 
rare  and  therefore  highly-paid  ability  which  depends  so  little 
on  labour  and  expense  applied  specially  to  obtaining  it,  and 

so   much   on   "  natural   qualities."     And,    further,   business  ""^  .'*,.°°"" 

.      ,      ,  .  specializeo. 

power  IS  highly  non-specialized ;  because  m  the  large  ma- 
jority of  trades,  technical  knowledge  and  skill  become  every 
day  less  important  relatively  to  the  broad  and  non-specialized 
faculties  of  judgment,  promptness,  resource,  carefulness  and 
steadfastness  of  purpose'. 

It  is  true  that  in  small  businesses,  in  which  the  master  is 
little  more  than  the  head  workman,  specialized  skill  is  very 
important.  And  it  is  true  that  "each  sort  of  trade  has  a 
tradition  of  its  own,  which  is  never  written,  probably  could 

^  Book  lY.  Cb.  XII.  §  12.  As  General  Walker  bas  well  said  ( Wages  Question, 
cb.  ziT.).  'Wben  tbe  forms  of  productions  cease  to  be  few  and  simple,  it  becomes 
"  no  longer  true  tbat  a  man  becomes  an  employer  because  be  is  a  capitalist.  Men 
command  capital  because  they  baye  tbe  qualifications  to  profitably  employ  labour. 
To  tbese  captains  of  industry. ..capital  and  labour  resort  for  opportunity  to  per- 
form their  several  functions." 
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BooKTi.   not  be  written,  which  can  only  be  learnt  ia  fragments,  and 

J ■    which  is  best  taken  in  early  life,  before  the  mind  is  shaped 

and  the  ideas  fixed.     But  each  trade  in  modem  commerce 
is  surrounded  by  subsidiary  and  kindred  trades,  which  fami- 
liarize the  imagination  with  it,  and  make  its  state  known  ^." 
Moreover  those  general  faculties,  which  are  characteristic  of 
the  modem  business  man,  increase  in  importance  as  the  scale 
of  business  increases.     It  is  they  which  mark  him  out  as  a 
leader  of  men ;  and  which  enable  him  to  go  straight  to  the 
kernel  of  the  practical  problems  with  which  he  has  to  deal, 
to  see  almost  instinctively  the  relative  proportions  of  things, 
to  conceive  wise  and  far-reaching- policies,  and  to  carry  them 
out  calmly  and  resolutely'. 
Difficulties        It  must  be  admitted  indeed  that   the   adjustment  of 
ing  Bccn-    supply  to  demand  in  the  case  of  business  ability  is  somewhat 
ledge^to  hindered  by  the  difl5culty  of  ascertaining  exactly  what  is  the 
the  true      price  that  is  being  paid  for  it  in  any  trade.     It  is  compara- 

earmngB       ^  or  •/  r 

of  ramage-  tively  easy  to  find  out  the  wages  of  bricklayers  or  puddlers 
different  by  striking  an  average  between  the  wages  that  are  earned 
tra  es.  y^^  ^^^^  ^£  various  degrees  of  efficiency,  and  allowing  for  the 
inconstancy  of  their  employment.  But  the  gross  earnings  of 
management  which  a  man  is  getting,  can  only  be  found  after 
making  up  a  careful  account  of  the  true  profits  of  his  busi- 
ness, and  deducting  interest  on  his  capital.  The  exact  state 
of  his  aflfairs  is  often  not  known  by  himself ;  and  it  can  seldom 
be  guessed  at  all  accurately  even  by  those  who  are  in  the 
same  trade  with  himself  It  is  not  true  even  in  a  little 
village  at  the  present  day  that  everyone  knows  all  his 
neighbour's  afiairs.     As  Cliffe  Leslie  said,  "  The  village  inn- 

1  Bagehot,  PostvZatea,  p.  75. 

'  Bagehot  (1.  c.  pp.  94 — 5)  says  that  the  great  modem  commerce  has  "certain 
general  principles  which  are  conunon  to  all  kinds  of  it,  and  a  person  can  be  of 
considerable  use  in  more  than  one  kind  if  he  understands  these  principles  and  has 
the  proper  sort  of  mind.  Bnt  the  appearance  of  this  common  element  is  in  com- 
merce, as  in  politics,  a  sign  of  magnitade,  and  primitive  commerce  is  all  petty.  In 
early  tribes  there  is  nothing  bat  the  special  man — the  clothier,  the  mason,  the 
weapon-maker.  Each  craft  tried  to  be,  and  very  much  was,  a  mystery  except  to 
those  who  carried  it  on.  The  knowledge  required  for  each  was  possessed  by  few, 
kept  secret  by  these  few,  and  nothing  else  was  of  nse  bnt  this  monopolised  and 
often  inherited  acquirement;  there  was  no  'general'  bosiness  knowledge.  The 
idea  of  a  general  art  of  money  making  is  very  modem ;  almost  everything  ancient 
abont  it  is  individnal  and  particnlar." 
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keeper,  publican  or  shopkeeper,  who  is   making  a   small   bookti. 

fortune  does  not  invite  competition  by  telling  his  neigh-     _! ' 

bovirs  of  his  profits,  and  the  man  who  is  not  doing  well 
does  not  alarm  his  creditors  by  exposing  the  state  of 
his  afl&irs'." 

But  though  it  may  be  diflBcult  to  read  the  lessons  of  an  They  do 
individual  trader's  experience,  those  of  a  whole  trade  can  far ; 
never  be  completely  hidden,  and  can  not  be  hidden  at  all  for 
long.  Although  one  cannot  tell  whether  the  tide  is  rising  or 
falling  by  merely  watching  half-a-dozen  waves  breaking  on 
the  seashore,  yet  a  very  little  patience  settles  the  question ; 
and  there  is  a  general  agreement  among  business  men  that 
the  average  rate  of  profits  in  a  trade  cannot  rise  or  fall  much 
without  general  attention  being  attracted  to  the  change 
before  long.  And  though  it  may  sometimes  be  a  more  diffi- 
cult task  for  a  business  man  than  for  a  skilled  labourer,  to 
find  out  whether  he  could  improve  his  prospects  by  changing 
his  trade,  yet  the  business  man  has  great  opportunities  for 
discovering  whatever  can  be  found  out  about  the  present  and 
future  of  other  trades ;  and  if  he  should  wish  to  change  his 
trade,  he  will  generally  be  able  to  do  so  more  easily  than  the 
skilled  workman  could. 

On  the  whole  then  we  may  conclude  that  the  rarity  of  and  on  the 
the  natural  abilities  and  the  expensiveness  of  the  special  adjnst- 
training  required   for  the  work  affect  normal   earnings  of^®"^" 
management  in  much  the  same  way  as  they  do  the  normal  jj"^^^^. 
wages  of  skilled  labour.     In  either  case,  a  rise  in  the  income  cuity  and 

T  ,  .  .         «  T  .  ,      importance 

to  be  earned  sets  m  operation  forces  tending  to  mcrease  the  of  the  work 
supply  of  those  capable  of  earning  it ;  and  in  either  case,  the  f^iy" 
extent  to  which  the  supply  will  be  increased  by  a  given  rise  a'^nrate. 
of  income,  depends  upon  the  social  and  economic  condition 
of  those  from  whom  the  supply  is  drawn.     For  though  it  is 
true  that  an  able  business  man  who  starts  in  life  with  a  great 
deal  of  capital  and  a  good  business  connection  is  likely  to 
obtain  higher  earnings  of  management  than  an  equally  able 
man  who   starts   without  these  advantages;  yet  there  are 
similar,  though  smaller,  inequalities  between  the  earnings  of 

1  Fortmghtly  Review,  Jane  1879,  reprinted  in  his  Essays. 
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BooKTi.  professional  men  of  equal  abilities  who  start  with  unequal 
social  advantages;  and  the  wages  even  of  a  working  man 
depend  on  the  start  he  has  had  in  life  almost  as  much  as  on 
the  expense  which  his  father  has  been  able  to  afford  for  his 
education^ 


»  See  Book  n.  Ch.  it.  §  3. 


CHAPTER  VIII. 

DEMAND  AND   SUPPLY   IN   RELATION  TO   CAPITAL  AND 
BUSINESS  POWER,   CONCLUDED. 

§  1.     The  causes  that  govern  earnings  of  management    bookvi. 

have  not  been  studied  with  any  great  care  till  within  the  last      

fifty  years.     The  earlier  economists  did  not  do  much  good  supposed 
work  in   this  direction   because  they  did  not  adequately  fend^y 
distinguish  the  component  elements  of  profits,  but  searched  <>'  the  rate 
for  a  simple  general  law  governing  the  average  rate  of  profits  to  equality. 
— a  law  which,  from  the  nature  of  the  case,  cannot  exist. 

In  analysing  the  causes  that  govern  profits  the  first  difii-  In  a  large 
culty  which  we  meet  is  in  some  measure  verbal.     It  arises  some  eam- 
from  the  fact  that  the  head  of  a  small  business  does  him-  t?f^  °' 

maiiage- 

self  much  of  the  work  which  in  a  large  business  is  done  ""^t  are 

,  ,      .     ,  ,    „  ,  .  ,       classed  as 

by  salaried  managers  and  foremen,  whose  earnings  are  de-  salaries ; 
ducted  from  the  net  receipts  of  the  large  business  before  its  small  bosi- 
profits  are  reckoned,  while  the  earnings  of  the  whole  of  his  "®°^  ™"* 


labour  are  reckoned  among  his  profits.      This  difficulty  has  labour  is 

.  .  classed  as 

long  been  recognized.  Adam  Smith  himself  pointed  out  profits, 
that : — "  The  whole  drugs  which  the  best  employed  apothe- 
cary in  a  large  market-town  will  sell  in  a  year  may  not 
perhaps  cost  him  above  thirty  or  forty  pounds.  Though  he 
should  sell  them,  therefore,  for  three  or  four  hundred  or  a 
thousand  per  cent,  profit  this  may  firequently  be  no  more 
than  the  reasonable  wages  of  his  labour  in  the  only  way  in 
which  he  can  charge  them,  upon  the  price  of  the  drugs.  The 
greater  part  of  the  apparent  profit  is  real  wages  disguised  in 
the  garb  of  profit.  In  a  small  seaport  town  a  little  grocer 
will  make  forty  or  fifty  per  cent,  upon  a  stock  of  a  single 
M.  44 
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a  smul 
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In  some 
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they  are 
really 
lower  in 
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hnsinesses 
than  in 
Urge; 


hundred  pounds,  while  a  considerable  wholesale  merchant  in 
the  same  place  will  scarce  make  eight  or  ten  per  cent,  upon 
a  stock  of  ten  thousand'." 

It  is  here  important  to  distinguish  between  the  annual 
rate  of  profits  on  the  capital  invested  in  a  business,  and  the 
rate  of  profits  that  are  made  every  time  the  capital  of  the 
business  is  turned  over;  that  is,  every  time  sales  are  made 
equal  to  that  capital,  or  the  rate  of  profits  on  the  turnover. 
At  present  we  are  concerned  with  profits  per  annum. 

The  greater  part  of  the  nominal  inequality  between  the 
normal  rates  of  profit  per  annum  in  small  businesses  and  in 
large  would  disappear,  if  the  scope  of  the  term  profits  were 
narrowed  in  the  former  case  or  widened  in  the  latter,  so  that 
it  included  in  both  cases  the  remuneration  of  the  same  classes 
of  services.  There  are  indeed  some  trades  in  which  the  rate 
of  profit,  rightly  estimated,  on  large  capitals  tends  to  be 
higher  than  on  small,  though  if  reckoned  in  the  ordinary 
way  it  would  appear  lower.  For  of  two  businesses  com- 
peting in  the  same  trade,  that  with  the  larger  capital  can 
nearly  always  buy  at  the  cheaper  rate,  and  can  avail  itself  of 
many  economies  in  the  specialization  of  skill  and  machinery 
and  in  other  ways,  which  are  out  of  the  reach  of  the  smaller 
business :  while  the  only  important  special  advantage,  which 
the  latter  is  likely  to  have,  consists  of  its  greater  facilities  for 
getting  near  its  customers  and  consulting  their  individual 
wants.  In  trades  in  which  this  last  advantage  is  not  im- 
portant, and  especially  in  some  manufacturing  trades  in 
which  the  large  firm  can  sell  at  a  better  price  than  the 
small  one,  the  outgoings  of  the  former  are  proportionately 
less  and  the  incomings  larger ;  and  therefore,  if  profits  are  so 
reckoned  as  to  include  the  same  elements  in  both  cases,  the 
rate  of  profit  in  the  former  case  must  be  higher  than  in  the 
latter. 

1  Weaith  ofNatioru,  Book  i.  Oh.  x.  Senior,  Outline),  p.  208,  pnts  the  normal 
rate  of  profits  on  a  capital  of  £100,000  at  less  than  10  per  cent.,  on  one  of  £10,000 
or  £20,000  at  about  16  per  cent.,  on  one  of  £6,000  or  £G,000  at  20  per  cent.,  and 
"a  much  larger  per-centage"  on  smaller  capitals.  Compare  also  §  4  of  the 
preceding  Chapter  of  the  present  Book.  It  should  be  noted  that  the  nominal  rate 
of  profits  of  a  private  firm  is  increased  when  a  manager,  who  brings  no  capital 
with  him,  is  taken  into  partnership  and  rewarded  by  a  share  of  the  profits  Instead 
of  a  salary. 
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But  these  are  the   very  businesses  in  which  it  most   bookvi. 
frequently  happens  that  large  firms  after  first  crushing  out     - — 
small  ones,  either  combine  with  one  another  and  thus  secure  ^^^^^^ 
for  themselves  the  gains  of  a  limited  monopoly,  or  by  keen  P"®"^!^ 
competition  among  themselves  reduce  the  rate  of  profit  very  businesses 
low.     There  are  many  branches  of  the  textile,  the  metal,  and      ' 
the  transport  trades  in  which  no  business  can  be  started  at 
all  except  with  a  large  capital ;  while  those  that  are  begun 
on  a  moderate  scale  struggle  through  great  difficulties,  in  the 
hope  that,  after  a  time,  it  may  be  possible  to  find  employment 
for  a  large  capital,  which  will  yield  earnings  of  management 
high  in  the  aggregate  though  low   in  proportion  to  the 
capital 

There  are  some  trades  which  require  a  very  high  order  and  in 
of  ability,  but  in  which  it  is  nearly  as  easy  to  manage  a  very  these 
large  business  as  one  of  moderate  size.    In  rolling  mills,  for  ^^^^^^ 
instance,  there  is  little  detail  which  cannot  be  reduced  to"'**."*- 

'  .  .  profits  is 

routine,  and  a  capital  of  £1,000,000  invested  in  them  can  be  ^ery  low. 
controlled  by  one  able  man.  A  rate  of  profits  of  20  per 
cent.,  which  is  not  a  very  high  average  rate  for  some  parts  of 
the  iron  trade,  would  g^ve  the  owner  of  such  works  earnings 
of  management  amounting  to  more  than  £150,000  a  year. 
And  since  iron-masters  can  with  so  little  additional  effort 
get  the  earnings  of  management  on  an  increased  capital, 
wealthy  men  remain  in  business  longer  than  in  most  others  5 
and  the  competition  of  the  great  iron-masters  with  one 
another  is  said  to  have  reduced  the  average  rate  of  profits  in 
their  trade  below  the  ordinary  level 

The  rate  of  profits  is  low  in  nearly  all  those  trades  which 
require  very  little  ability  of  the  highest  order,  and  in  which 
a  public  or  private  firm  with  a  good  connection  and  a  large 
capital  can  hold  its  own  against  new-comers,  so  long  as  it  is 
managed  by  men  of  industrious  habits  with  sound  common 
sense  and  a  moderate  share  of  enterprise.  And  men  of  this 
kind  are  seldom  wanting  either  to  a  well-established  public 
company  or  to  a  private  firm  which  is  ready  to  take  the 
ablest  of  its  servants  into  partnership. 

On  the  whole,  then,  we  may  conclude  firstly  that  the  true  General 
rate  of  profits  in  large  businesses  is  higher  than  at  first  sight  J^  com- 

44—2 
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BOOK  VI.    appears,  because  much  that  is  commonly  counted  as  profits 

'   in  the  small  business  ought  to  be  classed  under  another  head, 

^^^^     before  the  rate  of  profits  in  it  is  compared  with  that  in  a 

large  busi-  large  busiuess :  and  secondly  that,  even  when  this  correction 
nesses  and        °  j  > 

small.        has  been  made,  the  rate  of  profit  reckoned  in  the  ordinary 

way  declines  generally  as  the  size  of  the  business  increases. 
Profits  per        R  2.     The  normal  earnings  of  manasrement  are  of  course 

ftnnnTTi  are  "  o  o 

generally    high  in  proportion  to  the  capital,  and  therefore  the  rate  of 
trades  in    profits  per  annum  on  the  capital  is  high,  when  the  work  of 
work  of  *  management  is  heavy  in  proportion  to  the  capital.      The 
m^tf *      work  of  management  may  be  heavy  because  it  involves  great 
difficult      mental  strain  in  organizing  and  devising  new  methods;  or 
because  it  involves  great  anxiety  and  risk:  and  these  two 
things  frequently  go  together.    Individual  trades  have  indeed 
peculiarities  of  their  own,  and  all  rules  on  the  subject  are 
liable  to  great  exceptions.     But  the  following  general  pro- 
positions will  be  found  to  be  valid,  other  things  being  equal, 
and  to  explain  many  inequaUties  in  the  normal  rates  of  profit 
in  different  trades, 
where  the  Firstly,  the  extent  of  the  work  of  management  needed 

capital  ia    in  a  business  depends  more  on  the  amount  of  the  circulating 
tivefy'to*    capital  used  than  on  that  of  the  fixed.     The  rate  of  profit 
the  fixed;    tends  therefore  to   be  low  in  trades  in  which  there  is  a 
disproportionately    large    amount    of    durable    plant,    that 
requires  but  little  trouble  and  attention  when  once  it  has 
been  laid  down.     As  we  have  seen,  these  trades  are  likely 
to  get  into  the  hands  of  joint-stock  companies :  and  the 
aggregate  salaries  of  the  directors  and  higher  officials  bear  a 
very  small  proportion  to  the  capital  employed  in  the  case  of 
railway  and  water  companies,  and,  even  in  a  more  marked 
degree,  of  companies  that  own  canals  and  docks  and  bridges', 
and  Next,  given  the  proportion  between  the  fixed  and  circu- 

wherethe   lating  capital  of  a  business;  the  work  of  management  will 

•  A  mannf  actnrer,  who  owns  the  factory  he  nses,  has  generally  to  be  contented 
with  a  lower  rate  of  profit  per  annmn  on  his  capital,  than  another  who  works  in  a 
hired  factory  j  for  the  profits  on  capital  invested  in  buildings  are  low,  because  no 
great  tronble  is  involved  by  owning  them  and  letting  them  out.  More  generally, 
it  a  man  has  borrowed  much  of  the  capital  he  uses  in  business,  his  profits  even 
after  he  has  paid  a  rather  high  interest  on  his  borrowings,  will  as  a  rule  be  large 
in  proportion  to  his  own  capital. 
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generally  be  the  heavier,  and  the  rate  of  profits  the  higher,    book  vi. 

the  more  important  the  wages-bill  is  relatively  to  the  cost  of     J ' 

material  and  the  value  of  the  stock  in  trade.     In  trades  that  J^*!*^^"^ 
handle  costly  materials,  success  depends  very  much  upon  J^'^e  i^- 
good  fortune  and  ability  in  buying  and  selling ;   and  the  the  capital, 
order  of  mind  required  for  interpreting  rightly  and  reducing 
to  their  proper  proportions  the  causes  that  are   likely  to 
afifect  price  is  rare,  and  can  command  high  earnings.     The  Bisk  as  an 
allowance  to  be  made  for  this  is  so  important  in  certain  profits  and 
trades  as  to  have  induced  some  American  writers  to  regard  °*  '^°^'" 
profits  as  remuneration  of  risk  simply ;  and  as  consisting  of 
what  remains  after  deducting  interest  and  earnings  of  man- 
agement from  gross  profits.     But  this  use  of  the  term  seems 
on  the  whole  not  advantageous,  because  it  tends  to  class  the 
work  of  management  with  mere  routine  superintendence.     It 
is  of  course  true  that  as  a  rule  a  person  will  not  enter  on  a 
risky  business,  unless,  other  things  being  equal,  he  expects  to 
gain  fi-om  it  more  than  he  would  in  other  trades  open  to  him, 
after  his  probable  losses  had  been  deducted  from  his  probable 
gains  on  a  fair   actuarial   estimate.     If  there   were   not  a 
positive  evil  in  such  risk,  people  would  not  pay  premia  to 
insurance  companies,  which  they  know  are  calculated  on  a 
scale  sufficiently  above  the  true  actuarial  value  of  the  risk  to 
pay  the  companies'  great  expenses  of  advertising  and  work- 
ing and  yet  to  yield  a  surplus  of  net  profits.     And  where 
the  risks  are  not  insured  for,  they  must  be  compensated  in 
the  long  run  on  a  scale  about  as  high  as  would  be  required 
for  the  premia  of  an  insurance  company,  if  the  practical 
difficulties  of  insurance  against  business  risks  could  be  over- 
come.     But  further  many  of  those   who   would  be   most 
competent  to  manage  difficult  businesses  with  wisdom  and 
enterprise,  are  repelled  from  great  risks,  because  their  own 
capital  is  not  large  enough  to  bear  great  losses.    Thus  a  risky 
trade  is  apt  to  get  into  the  hands  of  rather  reckless  people ; 
or  perhaps  into  the  hands  of  a  few  powerful  capitalists, 
who  work  it  ably,  but  arrange  among  themselves  that  the 
market  shall  not  be  forced  so  as  to  prevent  them  from  having 
a  high  rate  of  profit  on  the  averaged 

1  On  risk  as  an  element  of  'cost  see  Book  y.  Ch.  vn.  §  4.    There  would  be  an 
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BooKTi.  In  trades  in  which  the  speculative  element  is  not  very 

_! ■    important,  so  that  the  -work  of  management  consists  chiefly 

tod^"^  of  superintendence,  the  earnings  of  management  will  follow 

profits       pretty  closely  on  the  amount  of  work  done  in  the  business : 

often  vary  ^         •>  •>  _  .     .     <.        j    • 

nearly  with  and  a  very  rough  but  convenient  measiire  of  this  is  found  in 

^_e  wages-  ^^^  wages-bilL     And  perhaps  the  least  inaccurate  of  all  the 

broad  statements  that  can  be  made  with  regard  to  a  general 

tendency  of  profits  to  equality  in  different  trades,  is  that  where 

equal  capitals  are  employed,  profits  tend  to  be  a  certain 

percentage  per  annum  on  the  total  capital,  together  with  a 

certain  percentage  on  the  wages-bill*. 

advantage  in  a  careful  analytical  and  iodactlTe  stndy  of  the  attractive  or  repellent 
force  which  varions  kinds  of  risks  exert  on  persons  of  varions  temperaments,  and 
as  a  consequence  on  earnings  and  profits  in  risky  occupations ;  it  might  start  from 
Adam  Smith's  remarks  on  the  Bnbject.  The  infioence  of  joint-stock  companies  on 
the  investment  of  capital  in  risky  trades  will  he  discussed  in  the  second  volnme. 

^  There  is  a  great  difficulty  in  ascertaining  even  approximately  the  amoonts  of 
capital  of  different  kinds  invested  in  different  classes  of  business ;  for  much  of  it 
is  always  shifting  from  one  nse  to  another;  mnch  of  it  is  constantly  changing  in 
value,  as  the  result  of  new  improvements  and  many  other  causes ;  a  good  deal 
of  it  is  apt  to  be  overlooked,  and  a  good  deal  more  to  be  counted  twice  over  (this 
applies  especially  to  buildings  and  other  capital  that  are  owned  by  one  person  and 
used  by  another) ;  and  finally  business  men  are  seldom  willing  to  publish  the  best 
guess  they  can  make  as  to  the  amount  of  their  capital.  But  guided  mainly  by  the 
valuable  statistics  of  American  Bureaux,  inexact  as  they  avowedly  are  in  this 
particular  matter,  we  may  conclude  that  the  annual  output  is  less  than  the 
capital  in  industries  where  the  industry  is  very  expensive,  and  the  processes 
tbrongh  which  the  raw  material  has  to  go  are  very  long,  as  watch  and  cotton 
factories:  bnt  that  it  is  more  than  four  times  the  capital  in  businesses  in  which 
the  raw  material  is  expensive  and  the  process  of  production  rapid,  as  e.g.  boot 
factories ;  as  well  as  in  some  industries,  which  make  only  a  slight  change  in  the  form 
of  their  material,  such  as  sugar-refining,  and  slaughtering  and  meat-packing. 

Next,  analysing  the  turnover  of  circulating  capital  and  comparing  the  cost  of 
raw  material  to  the  wages-bill,  we  find  that  the  former  is  much  less  than  the 
latter  in  watch-factories,  where  the  bulk  of  the  material  is  small,  and  in  stone, 
brick  and  tile  works,  where  it  is  of  a  common  sort :  bat  in  the  large  majority  of 
industries  the  cost  of  material  is  much  greater  than  the  wages-bill ;  and  on  the 
average  of  all  the  industries  it  is  three  and  a-half  times  as  great.  And  in  the 
Blight-change  industries  it  is  generally  from  twenty-five  to  fifty  times  as  great. 

Many  of  these  inequalities  disappear  if  the  value  of  the  raw  material,  coal,  etc. 
used  in  a  business  is  deducted  before  reckoning  its  output.  This  plan  is  commonly 
followed  by  careful  statisticians  in  estimating  the  manufacturing  output  of  a 
country,  so  as  to  avoid  counting  say  yam  and  cloth,  twice  over,  and  similar 
reasons  should  make  us  avoid  both  cattle  and  fodder  crops  in  the  agricultural 
product  of  a  country.  This  plan  is  however  not  quite  satisfactory.  For  logically 
one  ought  to  deduct  the  looms  which  a  weaving  factory  buys  as  well  as  its  yam. 
Again,  if  the  factory  itself  was  reckoned  as  a  product  of  the  building  trades,  its 
value  should  be  deducted  from  the  output  (over  a  term  of  years)  of  the  weaving 
trade.    Similarly  with  regard  to  farm  buildings.    Farm  horses  ought  certainly 
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§  3.     We  may  now  pass  from  profit  per  annum  and  ex-    book  vi. 

amine  the  causes  that  govern  profit  on  the  turnover.     It  is     _! ' 

obvious  that  while  the  normal  rate  of  profit  per  annum  varies  Ejjg^^n"* 
within  narrow  limits,  the  profit  on  the  turnover  may  vary  very  tlie  tnm- 

loT  111^        "'^^'^  vanes 

Widely  from  one  branch  of  trade  to  another,  because  they  much  more 

depend   on   the   length  of  time  and  the  amount  of  work  than  the 

required  for  the  turnover.     Thus  wholesale  dealers,  who  buy  ^r^™*® 

and  sell  large  quantities  of  produce  in  single  transactions,  °^  capital. 

and  who  are  able  to  turn  over  their  capital  very  rapidly,  may 

make  large  fortunes  though   their  average  profit   on  the 

turnover  is  less  than  one  per  cent.;  and,  in  the  extreme 

case    of  large    stock-exchange   dealings,   even   when    it    is 

only  a  small  fraction  of  one  per  cent.     But  a  shipbuilder  who  Blnstrative 

has  to  put  labour  and  material  into  the  ship,  and  to  provide 

a  berth  for  it,  a  long  while  before  it  is  ready  for  sale,  and 

who  has  to  take  care  for  every  detail  connected  with  it,  must 

add  a  very  high  percentage  to  his  direct  and  indirect  outlay  . 

in  order  to  remunerate  him  for  his  labour,  and  the  locking 

up  of  his  capital'. 

Again,  in  the  textile  industries  some  firms  buy  raw 
material  and  turn  out  finished  goods,  while  others  confine 
themselves  to  spinning,  to  weaving,  or  to  finishing :  and  it  is 
obvious  that  the  rate  of  profit  on  the  turnover  of  one  of  the 
first  class  must  be  equal  to  the  sum  of  the  rates  of  profit  of 
one  of  each  of  the  three  other  classes*.     Again,  the  retail 

not  to  be  counted,  nor  for  some  purposes  any  horses  nsed  in  trade.  But  the  plan 
of  deducting  simply  raw  material  has  its  uses,  if  its  inaccuracy  is  clearly 
recognized. 

1  He  would  however  not  need  to  charge  a  high  rate  of  profits  per  uTinnm  on 
that  part  of  his  capital  which  he  had  sunk  in  the  earlier  stages  of  building  the 
ship;  for  that  capital,  when  once  invested,  would  no  longer  require  any  special 
exercise  of  his  ability  and  industry,  and  it  would  be  sufficient  for  him  to 
reckon  his  outlay  "accumulated"  at  a  high  rate  of  compound  interest;  but  In 
that  case  he  must  count  the  value  of  his  own  labour  as  part  of  his  early  outlay. 
On  the  other  hand,  if  there  be  any  trade  in  which  a  continuous  and  nearly  uni- 
form expenditure  of  trouble  is  called  for  on  all  the  capital  invested,  then  it 
would  be  reasonable  in  that  trade  to  find  the  "accumulated"  value  of  the 
earlier  investments  by  the  addition  of  a  "compound"  rate  of  profit  (<.e.  a  rate 
of  profit  increasing  geometrically  as  compound  interest  does).  And  this  plan  is 
frequently  adopted  in  practice  for  the  sake  of  simplicity  even  where  it  is  not 
theoretically  quite  correct.    (Compare  foot-note  on  p.  431.) 

2  Strictly  speaking  it  will  be  a  little  greater  than  the  sum  of  these  three, 
because  it  will  include  compound  interest  over  a  longer  period. 
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BOOS  VI. 

CH.  Tin. 


But  each 
branch  of 
trade  has 
its  cus- 
tomary or 
fair  rate  of 
profit  on  • 
the  turn- 
over. 


The  practi- 
cal advan- 
tages of 
this  cns- 
tomary 
rate,  and 
how  it  is 
ultimately 
deter- 
mined. 


dealer's  profit  on  the  turnover  is  often  only  five  or  ten  per 
cent,  for  commodities  which  are  in  general  demand,  and 
which  are  not  subject  to  changes  of  fashion;  so  that  while  the 
sales  are  large,  the  necessary  stocks  are  small,  and  the  capital 
invested  in  them  can  be  turned  over  very  rapidly,  with  very 
little  trouble  and  no  risk.  But  a  profit  on  the  turnover  of 
nearly  a  hundred  per  cent,  is  required  to  remunerate  the 
retailer  of  some  kinds  of  fancy  goods  which  can  be  sold  but 
slowly,  of  which  varied  stocks  must  be  kept,  which  require  a 
large  space  for  their  display,  and  which  a  change  of  fashion 
may  render  unsaleable  except  at  a  loss ;  and  even  this  high 
rate  is  often  exceeded  in  the  case  of  fish,  fruit,  flowers  and 
vegetables'. 

§  4  We  see  then  that  there  is  no  general  tendency  of 
profits  on  the  turnover  to  equality;  but  there  may  be,  and  as 
a  matter  of  fact  there  is  in  each  trade  and  in  every  branch  of 
each  trade,  a  more  or  less  definite  rate  of  profits  on  the 
turnover  which  is  regarded  as  a  "  fair "  or  normal  rate.  Of 
course  these  rates  are  always  changing  in  consequence  of 
changes  in  the  methods  of  trade ;  which  are  generally  begun 
by  individuals  who  desire  to  do  a  larger  trade  at  a  lower  rate 
of  profit  on  the  turnover  than  has  been  customary,  but  at  a 
larger  rate  of  profit  per  aimum  on  their  capital.  If  however 
there  happens  to  be  no  great  change  of  this  kind  going  on, 
the  traditions  of  the  trade  that  a  certain  rate  of  profit  on  the 
turnover  should  be  charged  for  a  particular  class  of  work  are 
of  great  practical  service  to  those  in  the  trade.  Such  tra- 
ditions are  the  outcome  of  much  experience  tending  to  show 
that,  if  that  rate  is  charged,  a  proper  allowance  will  be  made 
for  all  the  costs"  incurred  for  that  particular  purpose,  and  in 

1  The  fishmongers  and.  greengrocers  in  working-class  quarters  especially  lay 
themselves  oat  to  do  a  small  business  at  a  high  rate  of  profits;  becanse  each 
individnal  purchase  is  so  small  that  the  castomer  wonld  rather  bay  from  a  dear 
shop  near  at  hand  than  go  some  way  to  a  cheaper  one.  The  retailer  therefore 
may  not  be  getting  a  very  good  living  thoagh  he  charges  a  penny  for  what  he 
boaght  for  less  than  a  halfpenny.  That  same  thing  was  however  perhaps  sold  by 
the  fisherman  or  the  farmer  for  a  farthing  or  even  less:  and  the  direct  cost  of 
carriage  and  inaarance  against  loss  will  not  account  for  any  great  part  of  this  last 
difference.  Thus  there  seems  to  be  some  justification  for  the  popular  opinion  that 
the  middlemen  in  these  trades  have  special  facilities  for  obtaining  abnormally 
high  profits  by  combination  among  themselves. 

a  That  is  for  the  Total  cost,  Supplementary  as  well  as  Prime.  See  Book  v.  Ch.  iv. 
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addition  the  normal  rate  of  profits  per  annum  in  that  class  of  book  vi. 

business  will  be  aflFoi;ded.    If  they  charge  a  price  which  gives    "j. 

much  less  than  this  rate  of  profit  on  the  turnover  they  can 
hardly  prosper ;  and  if  they  charge  much  more  they  are  in 
danger  of  losing  their  custom,  since  others  can  aiford  to 
undersell  them.  This  is  the  "fair"  rate  of  profit  on  the  turn- 
over which  an  honest  man  is  expected  to  charge  for  making 
goods  to  order,  when  no  price  has  been  agreed  on  beforehand; 
and  it  is  the  rate  which  a  court  of  law  will  allow,  in  case  a 
dispute  should  arise  between  buyer  and  seller'. 


§  5.     During  all  this  inquiry  we  have  had  in  view  chiefly  Profits  are 
the  ultimate,  or  long-period  or  true  normal  results  of  economic  tnent 
forces;  we  have  considered  the  way  in  which  the  supply  of  ^®^^ai 
business  ability  in  command  of  capital  tends  in  the  long  run  snppiy- 
to  adjust  itself  to  the  demand ;  we  have  seen  how  under  the 

1  The  expert  eTidence  that  is  given  in  snch  cases  is  fnll  of  instmction  to 
the  economist  in  many  ways,  and  in  particular  because  of  the  use  of  mediaeval 
phrases  as  to  the  castoms  of  the  trade,  with  a  more  or  less  conscious  recognition 
of  the  causes  which  have  produced  those  customs,  and  to  which  appeal  must  be 
made  in  support  of  their  continued  maintenance.  And  it  ahnost  always  comes 
out  finally  that  if  the  "customary"  rate  of  profit  on  the  turnover  is  higher  for 
one  class  of  job  than  another,  the  reason  is  that  the  former  does  (or  did  a  little 
while  ago)  require  a  longer  locking-np  of  capital;  or  a  greater  use  of  expensive 
appliances  (especially  such  as  are  liable  to  rapid  depreciation,  or  cannot  be  kept 
always  employed,  and  therefore  must  pay  their  way  on  a  comparatively  small 
number  of  jobs);  or  that  it  requires  more  difficult  or  disagreeable  work,  or  a 
greater  amount  of  attention  on  the  part  of  the  undertaker ;  or  that  it  has  some 
special  element  of  risk  for  which  insurance  has  to  be  made.  And  the  unreadi- 
ness of  experts  to  bring  to  light  these  justifications  of  custom,  which  are  lying 
almost  hidden  from  themselves  in  the  recesses  of  their  own  minds,  gives  ground 
for  the  belief  that  if  we  could  call  to  life  and  cross-examine  mediaeval  business 
men,  we  should  find  much  more  half-conscious  adjustment  of  the  rate  of  profit 
to  the  exigencies  of  particular  cases  than  has  been  suggested  by  historians. 
Many  of  them  fail  sometimes  to  make  it  clear  whether  the  customary  rate  of 
profits  of  which  they  are  speaking  is  a  certain  rate  on  the  turnover,  or  such 
a  rate  on  the  turnover  as  will  a£Ford  in  the  long  run  a  certain  rate  of  profits 
per  annum  on  the  capital.  Of  course  the  greater  uniformity  of  the  methods  of 
business  in  mediaeval  times,  would  enable  a  tolerably  uniform  rate  of  profits  on 
the  capital  per  annum  to  exist  without  causing  so  great  variations  in  the  rate  on 
the  turnover  as  are  inevitable  in  modem  business.  But  still  it  is  clear  that  if 
one  kind  of  rate  of  profits  were  nearly  uniform,  the  other  would  not  be ;  and  the 
value  of  much  that  has  been  written  on  mediaeval  economic  history  seems  to  be 
somewhat  impaired  by  the  absence  of  a  distinct  recognition  of  the  differences 
between  the  two  kinds,  and  between  the  ultimate  sanctions  on  which  customs 
relating  severally  to  them  must  depend. 
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action  of  the  law  of  substitution  it  seeks  constantly  every 
business  and  every  method  of  conducting  every  business  in 
which  it  can  render  services  that  are  so  highly  valued  by 
persons  who  are  able  to  pay  good  prices  for  the  satisfaction 
of  their  wants,  that  those  services  will  in  the  long  run  earn  a 
high  reward.  The  motive  force  is  the  competition  of  under- 
takers: each  one  tries  every  opening,  forecasting  probable 
future  events,  reducing  them  to  their  true  relative  propor- 
tions, and  considering  what  surplus  is  likely  to  be  afforded 
by  the  receipts  of  any  undertaking  over  the  outlay  required 
for  it.  All  his  prospective  gains  enter  into  the  profits  which 
draw  him  towards  the  undertaking ;  all  the  investments  of 
his  capital  and  energies  in  making  the  appliances  for  future 
production,  and  in  building  up  the  "  immaterial "  capital  of 
a  business  connection,  have  to  show  themselves  to  him  as 
likely  to  be  profitable,  before  he  will  enter  on  them:  the 
whole  of  the  profits  which  he  expects  firom  them  enter  into 
the  reward,  which  he  expects  in  the  long  run  for  his  venture. 
And  if  he  is  a  man  of  normal  ability  (normal  that  is  for 
that  class  of  work),  and  is  on  the  margin  of  doubt  whether 
to  make  the  venture  or  not,  they  may  be  taken  as  true 
representatives  of  the  (marginal)  normal  expenses  of  pro- 
duction of  the  services  in  question.  Thus  the  whole  of  the 
normal  profits  enter  into  true  or  long-period  supply  price. 

But  so  soon  as  his  skill,  his  material  capital,  and  his 
business  connection  are  to  any  extent  specialized  to  any  one 
branch  of  business ;  then  to  that  extent  incomes  earned  by 
these  factors  of  production  cease  to  exert  a  direct  influence 
on  the  value  of  the  products  due  to  them :  and  on  the  other 
hand  the  value  of  those  products  (in  conjunction  with  the 
other  circumstances  of  the  case)  determines  the  income 
which  can  be  derived  fi-om  these  factors ;  (i.e.  it  determines 
what  we  have  called  their  quasi-rents). 

The  reader  is  referred  to  the  application  of  this  doctrine 
to  the  earnings  of  industrial  skill,  which  is  given  in  the  fifth 
chapter  of  this  Book ;  for  the  argument  of  that  chapter  is 
valid  generally  with  regard  to  the  earnings  of  business  power. 
There  are,  however,  some  differences  between  the  two  cases, 
which  call  for  our  study. 
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§  6.     The  motives  which  induce  a  man  and  his  father  to    book  vi. 

invest  capital  and  labour  in  preparing  him  for  his  work  as  an      _! " 

artisan,  as  a  professional  man,  or  as  a  business  man,  are  similar  ^^j^**^^ 

to  those  which  lead  to  the  investment  of  capital  and  labour  in  govern  the 

.       .  normal 

building  up  the  material  plant  and  the  organization  of  a  levels  of 

business.    In  each  case  the  investment  (so  far  as  man's  action  the  various 

is  governed  by  deliberate  motive  at  all)  is  carried  up  to  that  *i*™^'g^ 

margin  at  which  any  further  investment  appears  to  ofifer  no  resemble 

.  .  .  ,  .  .  oil©  Ml- 

balance  of  gain,  no  excess  or  surplus  of  utility  over  "dis-utility;"  other 
and  the  price,  that  is  expected  as  a  reward  for  all  this  invest- 
ment, is  therefore  a  part  of  the  normal  expenses  of  production 
of  the  services  rendered  by  it. 

A  long  period  of  time  is  however  needed  in  order  to  get 
the  full  operation  of  all  these  causes,  so  that  exceptional 
success  may  be  balanced  against  exceptional  failure.  On  the 
one  hand  are  those  who  succeed  abundantly  because  they 
turn  out  to  have  rare  ability  or  rare  good  fortune  either  in 
the  particular  incidents  of  their  speculative  enterprises,  or  in 
meeting  with  a  favourable  opportunity  for  the  general  de- 
velopment of  their  business.  And  on  the  other  are  those 
who  are  mentally  or  morally  incapable  of  making  good  use  of 
their  training  and  their  favourable  start  in  life,  who  have  no 
special  aptitude  for  their  calling,  whose  speculations  are  un- 
fortunate, or  whose  businesses  are  cramped  by  the  encroach- 
ment of  rivals,  or  left  stranded  by  the  tide  of  demand  receding 
from  them  and  flowing  in  some  other  direction. 

But  though  these  disturbing  causes  may  thus  be  neg-  more 
lected  in  problems  relating  to  normal  earnings  and  normal  ^^  those 
value,  they  assume  the  first  rank ;  and  exert  a  predominating  ^*"«'' 
influence,  with  regard  to  the  incomes  earned  by  particular  floctna- 

.,..,,  .      ,  .  .      ,      •  if.  ,  .        tionsin 

mdividuals  at  particular  times.  And,  since  these  disturbmg  their 
causes  affect  profits  and  the  earnings  of  management  in  very  ^^  "*^' 
different  ways  from  those  in  which  they  affect  ordinary 
earnings,  there  is  a  scientific  necessity  for  treating  differently 
profits  and  ordinary  earnings  when  we  are  discussing  tem- 
porary fluctuations  and  individual  incidents.  Questions 
relatiug  to  market  fluctuations  cannot  indeed  be  properly 
handled  till  the  theories  of  money,  credit  and  foreign  trade 
have  been  discussed:  but  even  at  this  stage  we  may  note  the 
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BooKTi.    following  contrasts  between  the  ways  in  which  disturbing 
_! ■    causes  such  as  we  have  just  described  affect  profits  and  ordi- 
nary earnings. 
First  dif-  §  7.     In  the  first  place  the  undertaker's  profits  bear  the 

pj^^'      first  brunt  of  any  change  in  the  price  of  those  things  which 
finctaate     gxe  the  product  of  his  capital  (including  his  business  organi- 
andineven  zation),  of  his  labour  and  of  the  labour  of  his  employees;  and 
ratio:        as  a  result  fluctuations  of  his  profits  generally  precede  fluctu- 
ations of  their  wages,  and  are  much  more  extensive.     For, 
other  things  being  equal,  a  comparatively  small  rise  in  the 
price  for  which  he  can  sell  his  product  is  not  unlikely  to 
increase  his  profit  manyfold,  or  perhaps  to  substitute  a  profit 
for  a  loss.    That  rise  will  make  him  eager  to  reap  the  harvest 
of  good  prices  while  he  can ;  and  he  will  be  in  fear  that  his 
employees  will  leave  him  or  refiise  to  work.     He  will  there- 
fore be  more  able  and  more  willing  to  pay  the  high  wages ; 
Tmt  the       and  wages  will  tend  upwards.     But  experience  shows  that 
^pioyees  (whether  they  are  governed  by  sliding  scales  or  not)  they 
Mid  todr^'  seldom  rise  as  much  in  proportion  as  prices ;  and  therefore 
fluctna-      they  do  not  rise  nearly  as  much  in  proportion  as  profits, 
less.  Another  aspect  of  the  same  fact  is  that  when  trade  is 

bad,  the  employee  at  worst  is  earning  nothing  towards  the 
support  of  himself  and  his  family;  but  the  employer's  out- 
goings are  likely  to  exceed  his  incomings,  particularly  if  he 
is  using  much  borrowed  capital.     In  that  case  even  his  gross 
earnings  of  management  are  a  negative  quantity ;  that  is,  he 
is  losing  his  capital'.     In  very  bad  times  this  happens  to  a 
great  number,  perhaps  the  majority  of  undertakers ;  and  it 
happens  almost  constantly  to  those  who  are  less  fortunate,  or 
less  able,  or  less  well  fitted  for  their  special  trade  than  others. 
Second  dif-        §  8.     To  pass  to  another  point,  the  number  of  those  who 
The  profits  succeed  in  business  is  but  a  small  per-centage  of  the  whole ; 
viduSs       ^^^  ^^  their  hands  are  concentrated  the  fortunes  of  others 

differ  more  several  times  as  numerous  as  themselves,  who  have  made 

widely 

than  savings  of  their  own,  or  who  have   inherited  the  savings 

earnings     of  others  and  lost  them  all,  together  with  the  fi:uits  of  their 

tteir^ver-  '^''"^  efforts,  in  unsuccessful  business.     In  order  therefore  to 

age  value    find  the  average  profits  of  a  trade  we  must  not  divide  the 
IS  over-  °     '■ 

'  In  this  connection  compare  the  Note  at  the  end  of  the  Chapter  before  last. 
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aggregate  profits  made  in  it  by  the  number  of  those  who  are    book  ti. 

reaping  them,  nor  even  by  that  number  added  to  the  number     J ' 

who  have  failed :  but  from  the  aggregate  profits  of  the  sue-  ^^^^' 
cessful  we  must  subtract  the  aggregate  losses  of  those  who  those  who 
have  failed,  and  perhaps  disappeared  from  the  trade ;  and  we  their  oapi- 
must  then  divide  the  remainder  by  the  sum  of  the  numbers  pear  traai 
of  those  who  have  succeeded  and  those  who  have  failed.     It  ^'^'''■ 
is  probable  that  the  true  gross  earnings  of  management, 
that  is,  the  excess  of  profits  over  interest,  is  not  on  the 
average  more  than  a  half,  and  in  some  risky,  trades  not  more 
than  a  tenth  part,  of  what  it  appears  to  be  to  persons  who 
form  their  estimate  of  the  profitableness  of  a  trade  by  obser- 
vation only  of  those  who  have  secured  its  prizes.     There  are 
however,  as  we  shall  presently  see,  reasons  for  thinking  that 
the  risks  of  trade  are  on  the  whole  diminishing  rather  than 
increasing*. 

1  A  century  ago  many  Englishmen  retnmed  from  the  Indies  with  large  for- 
tunes, and  the  belief  spread  that  the  average  rate  of  profits  to  be  made  there  was 
enormoos.  But,  as  Sir  W.  Hunter  points  out  {Annals  of  Sural  Bengal,  Ch.  n.), 
the  failures  were  numerous,  but  only  "those  who  drew  prizes  in  the  great  lottery 
retnmed  to  tell  the  tale."  And  at  the  very  time  when  this  was  happening,  it  used 
commonly  to  be  said  in  England  that  the  families  of  a  rich  man  and  his  coach- 
man would  probably  change  places  within  three  generations.  -  It  is  true  that  this 
was  partly  due  to  the  wild  extravagance  common  among  yonng  leirs  at  that 
time,  and  partly  to  the  difficulty  of  finding  secure  investments  for  their  capital. 
The  stability  of  the  wealthy  classes  of  England  has  been  promoted  almost  as  much 
by  the  spread  of  sobriety  and  education  as  by  the  growth  of  methods  of  invest- 
ment, which  enable  the  heirs  of  a  rich  man  to  draw  a  secure  and  lasting  income 
from  his  wealth  though  they  do  not  inherit  the  business  ability  by  which  he 
acquired  it.  There  are  however  even  now  districts  in  England,  in  which  the 
majority  of  manufacturers  are  workmen  or  the  sons  of  workmen.  And  in 
America,  thongh  foolish  prodigality  is  perhaps  less  common  than  in  England, 
yet  the  greater  changefnlness  of  conditions,  and  the  greater  difficulty  of  keeping 
a  business  abreast  of  the  age,  have  caused  it  commonly  to  be  said  that  a 
family  passes  "from  shirt  sleeves  to  shirt  sleeves"  in  three  generations.  Mr 
Wells  says  {Recent  Economic  Changes,  p.  351),  "There  has  long  been  a  sub- 
stantial agreement  among  those  competent  to  form  an  opinion,  that  ninety  per 
cent,  of  all  the  men  who  try  to  do  business  on  their  own  aecoont  fail  of  success." 
And  Mr  J.  H.  Walker  gives  {Quarterly  Journal  of  Economics,  Vol.  n.  p.  448) 
some  detailed  statistics  with  regard  to  the  origin  and  careers  of  the  manufacturers 
in  the  leading  industries  of  Worcester  in  Massachusetts  between  1840  and  1888. 
More  than  nine-tenths  of  them  began  life  as  journeymen ;  and  less  than  ten  per 
cent,  of  the  sons  of  those  who  were  on  the  list  of  manufacturers  in  1840,  1850 
and  1860,  had  any  property  in  1888,  or  had  died  leaving  any.  And  as  to  France, 
M.  Leroy  Beaulien  says  {Repartition  des  Richesses,  Ch.  xi.)  that  out  of  every 
hundred  new  businesses  that  are  started  twenty  disappear  almost  at  once,  fifty  or 
sixty  vegetate  neither  rising  nor  falling,  and  only  ten  or  fifteen  are  successful. 
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BOOK  VI.  §  9.     We  may  pass  to  another  difference  between  the 

J '  fluctuations  of  profits  and  ordinary  earnings.     We  have  seen 

f^nce^  that,  when  the  artisan  or  professional  man  has  once  obtained 

The  true  the  skill  required  for  his  work,  a  part  of  his  earnings  are  for 

of  efEort  the  future  really  a  quasi-rent  of  the  capital  and  labour  in- 

rtwa:^'^  vested  in  fitting  him  for  his  work,  in  obtaining  his  start  in 

abfe^pS  ^^^®'  ^^  business  connections,  and  generally  his  opportunity 

of  the  in-  for  turning  his  faculties  to  good  account ;  and  only  the  re- 
come  of  the  °  ,  .      .  .  .  «.      JV    _L        -D    i    iV 

artisan  mamder  of  his  mcome  is  true  earnings  oi  ettort.     rJut  tnis 

fession^  remainder  is  generally  a  large  part  of  the  whole.     And  here 

nmnj^bnt  jj^g  ^j^g  contrast.     For  when  a  similar  analysis  is  made  of 

thebnsi-  tj^e  profits  of  the  undertaker  of  business,  the  proportions 

ness  under-  ^  ,  .  . 

taker.        are  found  to  be  different:   m  his  case  nearly  all  is  quasi- 
rent. 
For  flue-  The  quasi-rent  which  the  undertaker  of  business  on  a 

the  activity  large  scale  gets  from  the  capital,  material  and  immaterial, 
nL^do^t  invested  in  his  business  is  so  great,  and  liable  to  such 
cause  pro-   violent  fluctuations  from  a  considerable  negative  to  a  large 

portionate  i-i  ti        i»i_- 

flnctua-       positive  quantity,  that  he  often  thinks  very  little  of  his  own 
ownexer-    labour  in  the  matter.     If  profitable  business  opens  out  to 
tions.         j^j^^  j^g  regards  the  harvest  accruing  from  it  as  almost  pure 
gain;  thore  is  so  little  difference  between  the  trouble  of 
having  his  business  on  his  hands  only  partially  active,  and 
that  of  working  it  to  its  full  capacity,  that  as  a  rule  it  scarcely 
occurs  to  him  to  set  off  his  own  extra  labour  as  a  deduction 
from  those  gains :  they  do  not  present  themselves  to  his 
mind  as  to  any  considerable  extent  earnings  purchased  by 
extra  fatigue,  in  the  same  way  as  the  extra  earnings  got  by 
working  overtime  do  to  the  artisan.     This  fact  is  the  chief 
cause,  and  to  some  extent  the  justification,  of  the  imperfect 
recognition  by  the  general  public,  and  even  by  some  econo- 
mists, of  the  fundamental  unity  underlying  the  causes  that 
determine  normal  profits  and  normal  wages. 
Fourth  dif-        §  10.    Closely  allied  to  the  preceding  difference  is  another. 
Although    When  an  artisan  or  a  professional  man  has  exceptional  natural 
ti^*in™y  abilities,  which  are  not  made  by  human  effort,  and  are  not  the 
occupation  result  of  sacrifices  undergone  for  a  future  gain,  they  enable 

command  .  ~  ct        ^  »/ 

an  income  him  to  obtain  a  surplus  income  over  what  ordinary  persons 
the  nature  could  expect  from   similar  exertions   following  on  similar 
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investments  of  capital  and  labour  in  their  education  and  start   book  vi. 

in  life ;  a  surplus  which  is  of  the  nature  of  rent.  _! —  ' 

But,  to  revert  to  a  point  mentioned  at  the  end  of  last  j^at^o  °^' 

chapter,  the  class  of  business  undertakers  contains  a  dispro-  long  as  we 

•  1       1  p  •  1      1  •    1  1  consider 

portionately  large  number  of  persons  with  high  natural  the  indi- 
ability ;  since,  in  addition  to  the  able  men  born  within  its  only,  yet 
ranks  it  includes  also  a  large  share  of  the  best  natural  men*u" 
abilities  bom   in  the  lower  ranks  of  industry.     And  thus  specially 

.  .  prominent 

while  profits  on  capital  invested  in  education  is  a  specially  in  profits, 
important  element  in  the  incomes  of  professional  men  taken 
as  a  class,  the  rent  of  rare  natural  abilities  may  be  regarded 
as  a  specially  important  element  in  the  incomes  of  business 
men,  so  long  as  we  consider  them  as  individuals.  (In  relation 
to  normal  value  the  earnings  even  of  rare  abilities  are,  as  we 
have  seen,  to  be  regarded  rather  as  a  quasi-rent  than  as  a 
rent  proper.) 

But  there  are  exceptions  to  this  rule.  The  humdrum  Exceptions 
business  man,  who  has  inherited  a  good  business  and  has  just 
sufiBcient  force  to  keep  it  together,  may  reap  an  income  of 
many  thousands  a  year,  which  contains  very  little  rent  of 
rare  natural  qualities.  And,  on  the  other  hand,  the  greater 
part  of  incomes  earned  by  exceptionally  successful  barristers, 
and  writers,  and  painters,  and  singers,  and  jockeys  may  be 
classed  as  the  rent  of  rare  natural  abilities — so  long  at 
least  as  we  regard  them  as  individuals,  and  are  not  con- 
sidering the  dependence  of  the  normal  supply  of  labour  in 
their  several  occupations  on  the  prospects  of  brilliant  success 
which  they  hold  out  to  aspiring  youth. 

The  quasi-rent  of  a   particular   business   is  often  very  Changes 
much  affected  by  changes  in  its  industrial  environment  and  indnstrial 
opportunity  or  conjuncture.     But  similar  influences   affect  m^'^ect 
the  quasi-rent  of  the  skill  of  many  classes  of  workers.     The  *^®  profits 
discovery  of  rich  copper-mines  in  America  and  Australia  Tidnai  bn- 

sillCSB€fl 

lowered  the  quasi-rent  of  the  skill  of  Cornish  miners,  so  long  more  than 
as  they  stayed  at  home :   and  every  new  discovery  of  rich  orSia?y 
mines  in  the  new  districts  raised  the  quasi-rent  of  the  skill  earnings, 
of  those  miners  who  had  already  gone  there.     And  again, 
the  growth  of  a  taste  for  theatrical  amusements  while  raising 
the  normal  earnings  of  actors,  and  inducing  an  increased 
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BOOK  VI.  supply  of  their  skill,  raises  the  quasi-rent  of  the  skill  of 
those  already  in  the  profession,  a  great  part  of  which  is,  from 
the  point  of  view  of  the  individual,  a  rent  of  rare  natural 
qualities.  Not  nearly  all  these  changes  in  the  industrial 
environment  are  local  in  their  action:  hut  the  chief  of  them 
are.  And  this  brings  us  to  consider  again  situation  rent  in 
connection  with  the  general  problem  of  demand  and  supply 
in  relation  to  land'. 

'  General  Walker's  excellent  services  with  regard  to  the  causes  that  determine 
wages  on  the  one  hand  and  earnings  of  management  on  the  other,  make  it  all 
the  more  to  be  regretted  that  instead  of  developing  the  old  tradition  that  all 
earnings  of  rare  natural  abilities  have  in  them,  from  the  point  of  view  of  the 
individual,  something  of  the  natnre  of  rent,  he  has  worked  out  only  that  side  of 
the  tradition  which  relates  to  earnings  of  management.  And  his  treatment  of  that 
side  does  not  appear  altogether  satisfactory.  He  maintains  (PoUticdt  Economy, 
§  311)  that  profits  do  not  form  a  part  of  the  price  of  mannfaotored  products ;  and 
.  he  does  not  limit  that  doctrine  to  short  periods,  for  which,  as  we  have  seen,  the 
income  derived  from  aU  skill  whether  exceptional  or  not,  whether  that  of  an 
employer  or  a  workman,  may  be  regarded  as  a  qnasi-rent.  And  he  uses  the 
word  "profits"  in  an  artificial  sense;  for,  having  excluded  interest  altogether 
from  profits,  he  assumes  that  the  "No-profits  employer"  earns  "on  the  whole 
or  in  the  long  run  the  amount  which  he  could  have  expected  to  receive  as  wages 
if  employed  by  others"  (First  Lessons,  1889,  §  190):  that  is  to  say,  the  "No- 
profits  employer"  obtains,  in  addition  to  interest  on  bis  capital,  what  we  have 
called  the  normal  net  earnings  of  management,  not  indeed  of  men  of  extraordinary 
ability,  but  of  men  of  such  ability  as  his  is.  Thns  profits  in  General  Walker's 
sense  probably  exclude  at  least  four-fifths  of  what  are  ordinarily  classed  as  profits 
in  England  (the  proportion  would  be  rather  less  in  America,  and  rather  more  on 
the  Continent  than  in  England).  So  that  his  doctrine  would  appear  to  mean  only 
that  that  part  of  the  employer's  income,  which  is  due  to  exceptional  abiUties  or 
good  fortune,  does  not  enter  into  price.  But,  as  we  have  seen,  the  prizes  as  well 
as  the  blanks  of  every  occupation,  whether  it  be  that  of  an  employer  or  not,  take 
their  part  in  determining  the  number  of  persons  who  seek  that  occupation  and 
the  energy  with  which  they  give  themselves  to  their  work:  and  therefore  do 
enter  into  normal  supply  price.  General  Walker  appears  to  rest  his  argument 
mainly  on  the  important  fact,  which  he  has  done  much  to  make  prominent,  that 
the  ablest  employers,  who  in  the  long  run  get  the  highest  profits,  are  as  a  rule 
those  who  pay  the  highest  wages  to  the  workman  and  sell  at  the  lowest  price  to 
the  consumer.  But  it  is  an  equally  true  and  an  even  more  important  fact  that 
those  workmen  who  get  the  highest  wages  are  as  a  rule  those  who  turn  their 
employers'  plant  and  material  to  best  account  (see  Book  vi.  Ch.  m.  §  2),  and  thus 
enable  him  both  to  get  high  profits  for  himself  and  to  charge  low  prices  to  the 
consumer.  And  therefore  the  argnment,  in  so  far  as  it  is  valid  at  all,  applies  to 
the  "rare  ability"  part  of  the  earnings  of  all  kinds  of  labour,  as  much  as  of 
earnings  of  management.  But  for  the  reasons  given  in  the  last  paragraph  of  the 
fifth  Chapter  of  this  Book,  the  analogy  between  the  rent  of  land  and  the  earnings 
of  rare  natural  abihties  cannot  safely  be  pressed  far. 


CHAPTER  IX. 

demand  and  sttpplt  in  relation  to  land, 
produceb's  surplus. 

§  1.     We  have  seen  that  the  rent  of  land  is  no  unique   bookvl 

fact,  but  simply  the  chief  species  of  a  large  genus  of  eco-      

nomic  phenomena ;  and  that  the  theory  of  the  rent  of  land  jana  is  a 

is  no  isolated  economic  doctrine,  but 'merely-one  of  the  chief  |^™  °' 

applications  of  a  particular  corollary^om  the  general  theory  genus.  We 

^^  ^  •'  °  •'  suppose 

of  demand  and   supply ;    and   that   there   is   a   continuous  land  to  be 

gradation  from  the  true  Rent  of  those  free  gifts  which  have  by  its 
been  appropriated  by  man,  through  the  income  derived  from  J^|"d 
permanent  improvements  of  the  soil,  to  those  yielded  by  farm  '2??J^°'^ 
and  factory  buildings,  steam-engines  and  less  durable  goods',  its  tenure. 
In  the  present  Chapter  we  have  to  study  those  incidents  of 
the  rent  of  land  which  differentiate  it  from  other  species 
belonging  to  the  same  genus :  but  many  of  them  are  con- 
nected with  special  forms  of  land  tenure ;  and  in  order  that 
our  reasoning  at  this  stage  may  apply  to  all  forms  of  tenure, 
we  will  suppose  that  the  cultivation  of  the  land  is  under- 
taken by  its  owner. 

We  may  call  to  mind  that  the  land  has  an  "  inherent "  The  in- 
income  of  heat  and  light  atnd  air  and  rain,  which  man  cannot  tribnted' 
appreciably  affect;   and  advantages   of  situation,   many  of^**jjj 
which  are  beyond  man's  control,  while  but  few  of  the  re-  properties 
mainder  are  the  direct  result  of  the  investment  of  capital 
and  effort  in  the  land  by  its  individual  owners.     These  are 
the   chief  of    its   properties,   the   supply   of   which   is   not 
dependent  on  human  effort,  and  which  would  therefore  not 

1  See  Book  v.  especially  Ch.  via, — x. 
M.  45 
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BOOK VI.    be  increased  by  extra  rewards  to  that  effort:  and  a  tax  on 

"         which  would  always  Ml  exclusively  on  the  owners'. 
The  in-  On  the  other  hand  those  chemical  or  mechanical  properties 

rived  from  of  the  Soil,  on  which  its  fertility  largely  depends,  can  be 
mrapovfr"*  iJiodified,  and  in  extreme  cases  entirely  changed  by  man's 
mentB.        action.     But  a  tax  on  the  income  derived  from  improvements 
which,  though  capable  of  genera.1  application  are  yet  slowly 
made  and  slowly  exhausted,  would  not  appreciably  affect  the 
supply  of  them   during  a  short  period,  nor  therefore  the 
supply  of  produce  due  to  them.     It  would  consequently  fall 
in  the  main  on  the  owner ;  a  leaseholder  being  regarded  for 
the  time  as  owner,  subject  to  a  mortgage.     In  a  long  period, 
however,  it  would  diminish  the  supply  of  them,  would  raise 
the  normal  supply  price  of  produce  and  fall  on  the  consumer'. 
R^snm^  §  2.     Now   let  US  revert  to  our  study  of  the  Law  of 

Mtion'of     Dimioishing  Return  in  agriculture  in  the  fourth  Book ;  still 
ti^eiw-       supposing  that  \he  owner  of  the  land  undertakes  its  culti- 
Book  TT.     vation,  so  that  our  reasoning  may  be  general,  and  independent 
action  of     of  the  incidents  of  particular  forms  of  land  tenure. 
Diminish-  We  saw  how  the  return  to  successive  doses  of  capital  and 

^^'  labour,  though  it  may  increase  for  the  first  few  doses,  will 
begin  to  diminish,  when  the  land  is  already  well  cultivated. 
The  cultivator  continues  to  apply  additional  capital  and 
labour,  till  he  reaches  a  point  at  which  the  return  is  only 
just  sufficient  to  repay  his  outlay  and  reward  him  for  his 
own  work.  That  will  be  the  dose  on  the  margin  of  cultiva- 
tion, whether  it  happens  to  be  applied  to  rich  or  to  poor 
land ;  an  amount  equal  to  the  return  to  it  will  be  required, 
and  will  be  sufficient  to  repay  him  for  each  of  his  previous 
doses.  The  excess  of  the  gross  produce  over  this  amount  is 
his  producer's  surplus'. 

1  This  is  a  special  case  of  the  general  principles  discussed  in  Book  v.  Ch.  vm. 
§  2.  Bat  compare  Book  v.  Ch.  x.,  especially  §  3,  for  exceptions  to  the  role  as  to 
Situation  Bent. 

'  This  argument  is  equally  applicable  to  nrban  land;  boildings  being  of  the 
character  of  improvements  which  are  slowly  made  and  slowly  exhausted. 

B  As  Mr  Hollander  says  {QtMrterly  Journal  ofBconomiet,  Jan.  1895), "  marginal 
expenditure  occurs  both  in  extensive  and  intensive  cultivation,  and  the  marginal 
product  is  derived  in  part  from  no-rent  land  and  in  part  from  no-rent  uses  of 
land." 
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He  looks  forward  as  far  as  he  can:  but  it  is  seldom    bookti. 

possible  to  look  forward  very  far.     And  at  any  given  time      ' 

he  takes  for  granted  all  that  richness  of  the  soil  which  results 
from  permanent  improvements;  and  the  income  (or  quasi- 
rent)  derived  from  those  improvements,  together  with  that 
due  to  the  original  qualities  of  the  soil,  constitutes  his  pro- 
ducer's surplus  or  rent.  Henceforth  it  is  only  the  income 
derived  from  new  investments  that  appears  as  earnings  and 
profits:  he  carries  these  new  investments  up  to  the  margin 
of  profitableness ;  and  his  producer's  surplus  or  rent  is  the 
excess  of  the  gross  income  from  the  improved  land  over  what 
is  required  to  remunerate  him  for  the  fresh  doses  of  capital 
and  labour  he  annually  applies. 

This  surplus  depends  on,  firstly,  the  richness  of  the  landi 
and  secondly,  the  relative  values  of  those  things  which  he 
has  to  sell  and  of  those  things  which  he  needs  to  buy.  The 
richness  or  fertility  of  the  land,  we  have  seen,  cannot  be 
measured  absolutely,  for  it  varies  with  the  nature  of  the 
crops  raised,  and  with  the  methods  and  intensity  of  culti- 
vation. Two  pieces  of  land  cultivated  always  by  the  same 
man  with  equal  expenditures  of  capital  and  labour,  are 
likely,  if  they  yield  equal  crops  of  barley,  to  give  unequal 
crops  of  wheat;  if  they  return  equal  crops  of  wheat  when 
cultivated  slightly  or  in  a  primitive  fashion,  they  are  likely  to 
yield  unequal  crops  when  cultivated  intensively,  or  on  modern 
methods.  Further,  the  prices  at  which  the  various  requisites 
of  the  farm  can  be  bought,  and  its  various  products  sold,  depend 
on  the  industrial  environment ;  and  changes  in  that  are  con- 
tinually changing  the  relative  values  of  different  crops  and 
therefore  the  relative  values  of  land  in  different  situations. 

Lastly,  we  suppose  the  cultivator  to  be  of  normal  ability  The  cniti- 
relatively  to  the  task  he  has  undertaken,  and  the  circum-  mnst  be 
stances  of  time  and  place.    If  he  is  of  less  ability  his  actual  ^^rf^ 
gross  produce  will  be  less  than  that  which  normally  should  °?^S^    . 
come  from  the  land :  it  will  be  yielding  to  him  less  than  its  enterprise, 
true  producer's  surplus.     If,  on  the  contrary,  he  is  of  more 
than  normal  ability,  he  will  be  getting  in  addition  to  the 
producer's  surplus  due  to  the  land,  some  producer's  surplus 
due  to  rare  ability. 

45—2 
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BooKTi.  §  3.     We  have  already  traced  in  some  detail  the  way  in 

_; ■     which  a  rise  in  the  value  of  agricultural  produce  increases 

^e^red^     the  producer's  surplus  measured  in  terms  of  produce  from 

value  of     ^11  lands,   but    especially  from    those    where    the    law    of 

generally    diminishing  retxim    acta    but    feebly';    and    we    saw  that 

p«SaM^*  .generally  speaking  it  raises  the  value  of  poor  lands  relatively 

^"snr-      ^  ™^  •  °^  ^^  other  words,  that  if  a  person  anticipates  a  rise 

plus,  in  the  value  of  produce,  he  may  expect  a  larger  future  income 

from  investing  a  given  sum  of  money  in  poor  land  at  present 

prices  than  from  investing  it  in  rich  land". 

and  its  real        Next,  the  producer's  surplus,  that  is,  measured  in  terms 

more.         of  general  purchasing  power,  will  rise  relatively  to  its  produce 

value,  in  the  same  ratio  as  the  value  of  produce  measured  in 

;the  same  way  has  risen :  that  is  to  say,  a  rise  in  the  value  of 

produce   causes  a  double  rise  in  the  value   of  producer's 

surplus. 

Necessity  The  term  the  "  real  value  "  of  produce  is  indeed  ambigu- 

?aishing     ous.     Historically  it  has  most  often  been  used  to  mean  the 

^^^  in  real  value  from  the  point  of  view  of  the  consumer.     This  use 

'^n^rf"  is  rather  dangerous:  for  there  are  some  purposes  for  which 

produce,     to  consider  real  value  from  the  point  of  view  of  the  producer. 

and  in  its  ,  ^       ,  .  .  ,  i   i  i       « 

general  But  With  this  caution  we  may  use  the  term  "  labour- value 
pni^^^asmg  ^^  express  the  amount  of  labour  of  a  given  kind  that  the 
produce  will  purchase ;  and  "real  value"  to  mean  the  amount 
of  necessaries,  comforts,  and  luxuries  of  life  that  a  given 
amount  of  produce  will  purchase.  A  rise  in  the  labour- 
value  of  raw  produce  may  imply  an  increasing  pressure  of 
population  on  the  means  of  subsistence;  and  a  rise  of  the 
producer's  surplus  from  land  due  to  that  cause  goes  together 

1  Book  IT.  Ch.  m.  §  3.  Thus  we  see  that  if  the  value  of  produce  rises  from 
OS'  to  OH  (figs.  12, 13, 14),  so  that  while  an  amount  of  produce  OH  was  required 
to  remunerate  a  dose  of  capital  and  labour  before  the  rise,  an  amount  OH'  would 
suffice  after  the  rise,  then  the  producer's  surplus  will  be  racreased  a  little  in  the 
case  of  lands  of  the  class  represented  in  fig.  12,  with  regard  to  which  the  law  of 
diminishing  return  acts  quickly;  much  more  with  regard  to  the  second  class  of 
lands  (fig.  13),  and  most  of  all  with  regard  to  the  third  class  (fig.  14). 

3  Ib^  §  4.  Comparing  two  pieces  of  land  (figs.  16  and  17)  with  regard  to  which 
the  law  of  diminishing  return  acts  in  a  similar  way,  but  of  which  the  first  is  rich 
and  the  second  poor,  we  found  that  the  rise  of  producer's  surplus  from  AHC  to 
AH'O',  caused  by  a  rise  in  the  price  of  produce  in  the  ratio  OS  to  OH',  was  much 
larger  in  proportion  in  the  second  case. 
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with,  and  is  a  sort  of  measure  of,  the  degradation  of  the    bookvi. 

people.     But  if,  on  the  other  hand,  the  rise  in  the  real  value      _! 

of  raw  produce  has  been  caused  by  an  improvement  of  the 
arts  of  production,  other  than  agricultural,  it  will  probably 
be  accompanied  by  a  rise  in  the  purchasing  power  of 
wages. 

§  4     In  all  this  it  has  been  clear  that  the  producer's  Ricfdo's 
1        «  .  .  doctrine 

surplus  from  land  is  an  evidence  not  of  the  greatness  of  the  with  re- 
bounty  of  nature,  as  was  held  by  the  Physiocrats  and  in  a  ^cts  of  * 
more  modified  form  by  Adam  Smith,  but  of  the  inequality  ^^'ts^on 
of  that  bounty.    But  it  must  be  remembered  that  inequalities  f^*^"^"^'' 
of  situation  relatively  to  the  best  markets  are  just  as  powerful  though  ' 
causes  of  (Real)  producer's  surplus,  as  are  inequalities  of  stated 
absolute  productiveness'.  was^*^°'^' 

This  truth  and  its  chief  consequences,  many  of  which  thought 
seem  now  so  obvious,  were  first  made  manifest  by  Ricardo.  fully. 
He  delighted  to  argue  that  no  surplus  can  be  reaped  from 
the  ownership  of  those  of  nature's  gifts  the  supply  of  which 
is  everywhere  practically  unlimited:  and  in  particular  that 
there  would  be  no  surplus  from  land  if  there  were  an  un- 
limited supply  of  it  all  equally  fertile  and  all  equally  accessible. 
He  carried  this  argument  further,  and  showed  that  an  im- 
provement in  the  arts  of  cultivation,  equally  applicable  to 

1  England  is  so  small  and  so  thickly  peopled,  that  even  milk  and  vegetahles 
which  require  to  be  marketed  quickly,  and  even  hay  in  spite  of  its  bulk,  can  be 
sent  across  the  coontry  at  no  inordinate  expense :  while  for  the  staple  prodncts, 
com  and  live  stock,  the  coltivator  can  get  nearly  the  same  net  price  in  whaterer 
part  of  England  he  is.  For  this  reason  English  economists  haTe  ascribed  to 
fertility  the  first  rank  among  the  causes  which  determine  the  value  of  agri- 
cultural land ;  and  have  treated  situation  as  of  secondary  importance.  They  have 
often  regarded  the  producer's  surplus  of  land  as  the  excess  of  the  produce  which 
it  yields,  over  what  is  returned  to  equal  capital  and  labour  (applied  with  equal 
skill)  to  land  that  is  so  barren  as  to  be  on  the  margin  of  cultivation;  without 
taking  the  trouble  to  state  explicitly  either  that  the  two  pieces  of  land  must  be  in 
the  same  neighbourhood,  or  that  separate  allowance  must  be  made  for  differences 
in  the  expense  of  marketing.  But  this  method  of  speaking  does  not  come 
naturally  to  economists  in  new  countries,  where  the  richest  land  may  lie  un- 
cultivated, because  it  has  not  good  access  to  markets.  To  them  situation  appears 
at  least  coordinate  with  fertility  as  a  cause  determining  the  value  of  land.  They 
think  of  land  on  the  margin  of  cultivation,  asland  far  from  markets;  and  the 
producer's  surplus  presents  itself  as  the  excess  value  of  the  produce  from  well- 
situated  land  over  that  which  equal  labour,  capital  (and  skill),  would  get  on 
the  worst  situated  land;  allowance  being  made  for  differences  of  fertility,  if 
necessary. 
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BooKTi.  all  soils  (which  is  equivalent  to  a  general  increase  in  the 
_1_"  natural  fertility  of  land),  will  be  nearly  sure  to  lower  the 
^gffTfigate  corn-surplus  and  quite  sure  to  lower  the  aggregate 
real  surplus  derived  from  the  land  that  supplies  a  given 
population  with  raw  produce.  He  also  pointed  out  that, 
if  the  improvements  aflfected  chiefly  those  lands  that  were 
already  the  richest,  it  might  raise  the  aggregate  surplus ;  but 
that,  if  it  affected  chiefly  the  poorer  class  of  lands,  it  would 
lower  that  aggregate  very  much. 

It  is  quite  consistent  with  this  proposition  to  admit  that 
an  improvement  in  the  arts  of  cultivation  of  the  land  of 
England  now  would  raise  the  aggregate  surplus  from  her 
land,  unless  it  were  accompanied  by  an  equal  improvement 
in  the  arts  of  production  in  those  countries  from  which  she 
imports  raw  produce ;  or,  which  comes  to  the  same  thing  for 
this  purpose,  by  an  improvement  in  the  means  of  communi- 
cation with  them.  And  as  Ricardo  himself  says,  improve- 
ments that  apply  equally  to  all  the  land  supplying  the  same 
market,  "  as  they  give  a  great  stimulus  to  population,  and  at 
the  same  time  enable  us  to  cultivate  poorer  lands  with  less 
labour,  are  ultimately  of  immense  advantage  to  the  land- 
lords V 
Theargn-  §  5.  The  argument  of  this  chapter  so  far  is  applicable 
ap^ca^i"  to  all  systems  of  land  tenure,  which  recognize  private  owner- 
aU^ystema  ^^V  °^  ^^^^  ^^  ^'^7  ^^rm ;  for  it  is  concerned  with  that 
of  land  producer's  surplus,  which  accrues  to  the  owner  if  he  culti- 
vates his  land  himself;  or,  if  he  does  not,  then  accrues  to  him 
and  his  tenants,  regarded  as  a  firm  engaged  in  the  business 
of  cultivation.  Thus  it  holds  true,  whatever  be  the  division 
which  custom  or  law  or  contract  may  have  arranged  between 
them  with  regard  to  their  several  shares  of  the  cost  of  culti- 
vation on  the  one  hand,  and  the  fruits  of  the  cultivation  on 
the  other.  The  greater  part  of  it  is  also  independent  of  the 
stage  of  economic  development  which  has  been  reached ;  and 
it  is  vaUd  if  little  or  no  produce  is  sent  to  market,  if  dues  are 
levied  ia  kind  and  so  on'. 

I  Foot-note  to  hia  third  Chapter. 

9  Petty's  memorable  atatement  of  the  law  of  rent  {Taxes  and  Contributions, 
IV.  13)  ia  ao  worded  as  to  apply  to  all  forma  of  tenure  and  to  all  stages  of 


BENT  IN  BELATION  TO  LAND  TENURE.  711 

At  the  present  day,  in  those  parts  of  England  where    bookti. 

custom  and  sentiment  count  for  least,  and  free  competition      _! ' 

and  enterprise  for  most  in  the  bargaining  for  the  use  of  land,  ^^'^3^1,^ 
it  is  commonly  understood  that  the  landlord  supplies,  and  in  f*  cii™ion 
some  measure  maintains,  those  improvements  which  are  slowly  the  land- 
made  and  slowly  worn  out.     That  being  done,  he  requires  of  gJd  the 
his  tenant  the  whole  producer's  surplus  which  the  land  thus  g^|f^ 
equipped  is  estimated  to  afiford  in  a  year  of  normal  harvests  aie  modem 
and  normal  prices,  after  deducting  enough  to  replace  the  system  is 
farmer's  capital  with  normal  profits,  the  farmer  standing  to  which  is 
lose  in  bad  years  and  gain  in  good  years.     In  this  estimate  it  ^rtttnTfor 
is  implicitly  assumed  that  the  farmer  is  a  man  of  normal  science, 
ability  and  enterprise  for  that  class  of  holding ;  and  therefore, 
if  he  rises  above  that  standard,  he   will  himself  reap  the 
benefit ;  and,  if  he  fells  below  it,  will  himself  bear  the  loss, 
and  perhaps  ultimately  leave  the  farm.     In  other  words,  the 
landlord  obtains  that  part  of  the  income  derived  from  the 
land  which  has  to  be  regarded  as  a  rent  or  a  quasi-rent;  that  is, 
as  governed,  for  all  periods  of  moderate  length,  mainly  by  the 
market  for  the  produce,  and  with  little  reference  to  the  cost 
of  providing  the  various  agents  employed  in  raising  it;  while 
the  tenant  retains  that  part  which  is  to  be  regarded,  even  for 
short  periods,  as  profits  entering  directly  into  the  normal 
price  of  the  produce,  because  the  produce  would  not  be  pro- 
duced unless  it  were  expected  to  yield  those  profits. 

The  more  fully  therefore  the  distinctively  English  features 
of  land  tenure  are  developed,  the  more  nearly  is  it  true  that 
the  line  of  division  between  the  tenant's  and  the  landlord's 
share  coincides  with  the  deepest  and  most  important  line  of 
cleavage  in  economic  theory ;  viz.,  that  between  the  quasi- 
rents  which  do  not,  and  the  profits;  which  do,  directly  enter 

civilization : — "  Suppose  a  man  conld  with  his  own  hands  plant  a  certain  scope  of 
Land  with  Com,  that  is,  conld  Digg,  or  Plongh;  Harrow,  Weed,  Beap,  Carry 
home.  Thresh,  and  Winnow  so  much  as  the  Hnshandiy  of  this  Land  requires ;  and 
had  withal  Seed  wherewith  to  sow  the  same.  I  say,  that  when  this  man  hath 
snbdacted  his  seed  oat  of  the  proceed  of  his  Harvest,  and  also  what  himself  hath 
both  eaten  and  given  to  others  in  exchange  for  Clothes,  and  other  Natural 
necessaries;  that  the  Bemainder  of  Com,  is  the  natural  and  true  Bent  of  the 
Land  for  that  year ;  and  the  medium  of  seven  years,  or  rather  of  so  many  years 
as  make  up  the  Cycle,  within  which  Dearths  and  Plenties  make  their  revolution, 
doth  give  the  ordinary  Bent  of  the  Land  in  Com." 
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BOOK  Ti.  into  the  normal  supply  prices  of  produce  for  periods  of  moder- 
_!_■  ate  length.  This  fact  perhaps  more  than  any  other  was  the 
cause  of  the  ascendancy  of  English  economic  theory  early 
in  this  century;  it  helped  English  economists  to  pioneer  the 
way  so  fex  ahead,  that  even  in  our  own  generation,  when  as 
much  intellectual  activity  has  been  devoted  to  economic 
studies  in  other  countries  aa  in  England,  nearly  all  the  new 
constructive  ideas  are  found  to  be  but  developments  of  others 
which  were  latent  in  the  older  English  work. 

The  fact  itself  appears  accidental:  but  perhaps  it  was 
not.  For  this  particular  line  of  cleavage  involves  less  friction, 
less  waste  of  time  and  trouble  in  checks  and  counter-checks 
than  any  other.  It  may  be  doubted  whether  the  so-called 
English  system  will  endure.  It  has  great  disadvantages,  and 
it  may  not  be  found  the  best  in  a  future  stage  of  civilization. 
But  when  we  come  to  compare  it  with  other  systems,  we 
shall  see  that  it  afforded  great  advantages  to  a  country,  which 
pioneered  the  way  for  the  world  in  the  development  of  free 
enterprise ;  and  which  therefore  was  impelled  early  to  adopt 
all  such  changes  as  give  freedom  and  vigour,  elasticity  and 
strength. 

§  6.     It  may  be  well  to  refer  once  again  to  the  relations 

between  land,  whether  agricultural  or  urban,  and  other  forms 

of  wealth  regarded  from  the  point  of  view  of  the  individual 

investor. 

The  Even  from  the  point  of  view  of  normal  value,  the  distinc- 

between°"  tion,  though  a  real  one,  is  slighter  than  is  often  supposed;  and, 

itter*"^     even  iu  an  old  country,  the  distinction  between  land  and  other 

forms  of     forms  of  wealth  has  very  little  bearing  on  the  detailed  trd,ns- 

d^it.  even  actions  of  ordinary  life.     Suppose  a  cultivator  with  spare 

Simt^,     capital  to  be  in  doubt  whether  to  buy  more  land,  or  to  get 

are^nor*     better  buildings  and  plant  for  what  he  already  has :  he  may 

lookmg       expect  that  in  either  case  he  would  obtain  the  same  increase 

far  ahead.  ... 

of  net  produce  (after  allowmg  for  depreciation  of  his  perish- 
able plant)  by  the  same  total  outlay;  and,  for  him  as  an 
individual,  the  question  whether  to  cultivate  a  large  piece  of 
land  lightly  or  a  smaller  piece  intensively,  is  to  be  decided  by 
business  calculations  of  just  the  same  character  as  those  that 
govern  other  applications  of  his  capital  and  energy. 
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On  the  other  hand  even  in  a  new  country  a  far-seeing  bookti. 
statesman  will  feel  a  greater  responsibility  to  future  genera-  J^ 
tions  when  legislating  as  to  land  than  as  to  other  forms  of 
wealth.  Thus  from  the  economic  and  from  the  ethical  point 
of  view,  land  must  everywhere  and  always  be  classed  as  a 
thing  by  itself  And  in  an  old  country  this  distinction  is 
vital  for  a  broad  survey  of  the  causes  that  govern  normal 
value.  For  the  net  income  derived  from  the  inherent  pro- 
perties of  land  is  a  true  surplus;  which  does  not  directly 
enter  even  in  the  long  run  into  the  normal  expenses  of 
production,  and  which  are  required  as  rewards  for  the  work 
and  inventive  energy  of  labourers  and  undertakers. '  It  thus 
differs  from  the  incomes  derived  from  buildings,  machinery, 
&c.,  which  are  in  the  long  run  needed  (in  the  present  state 
of  human  character  and  social  institutions),  to  sustain  the 
full  force  of  production,  invention,  and  accumulation.  The 
sudden  appropriation  by  the  State  either  of  rents,  or  of  these 
incomes  which  we  have  called  quasi-rents  would  indeed 
destroy  security  and  shake  the  foundations  of  society:  but 
if  from  the  first  the  State  had  retained  true  rents  in  its 
own  hands,  the  vigour  of  industry  and  accumulation  need 
not  have  been  impaired;  and  nothing  at  all  like  this  can 
be  said  of  quasi-rents.  The  same  is  true  of  urban  ground 
rent,  which,  as  we  have  seen,  is  governed  on  the  same 
principle  as  that  of  agricultural  rent'. 


1  This  matter  has  been  argued  rerj  fully  in  Book  v.  Ch.  Tin. — z.,  and  again 
in  Book  vi.  Ch.  n.  §§  4,  5.  But  a  nnmerical  illnstration  may  be  added  here, 
which  without  going  over  exactly  the  same  gronnd  as  those  arguments  will  help 
to  bring  some  of  them  clearly  to  mind.  Suppose  a  person  planning  a  hotel  or  a 
factory;  and  considering  how  much  land  to  take  for  the  purpose.  If  land  is 
cheap  he  will  take  much  of  it;  if  it  is  dear  he  will  take  less  and  build  high. 
Suppose  him  to  calculate  the  expenses  of  building  and  working  his  establishment 
with  frontages  of  100  and  110  feet  respectively,  in  ways  equally  convenient  on  the 
whole  to  himself,  his  customers  and  employes,  and  therefore  equally  profitable  to 
himself.  Let  him  find  that  the  difference  between  the  two  plans,  after  capitalizing 
future  expenditure,  shows  an  advantage  of  £500  in  favour  of  the  larger  area ;  he 
will  then  be  inclined  to  take  the  larger  if  the  land  is  to  be  got  at  less  than  £50  per 
foot  of  frontage,  but  not  otherwise ;  and  £50  will  be  the  marginal  value  of  land  to 
him.  He  might  have  reached  this  resnlt  by  calculating  the  increased  value  of  the 
business  that  could  be  done  with  the  same  outlay  in  other  respects  on  the  larger 
site  as  compared  with  the  smaller,  or  again  by  building  on  less  expensive  gronnd 
instead  of  in  a  less  favourable  situation.    But,  by  whatever  route  he  makes  his 


714!  DEMAND  AND  SUPPLY  IN  EELATION  TO  LAND. 


BOOK  VI.  §  7.     The  demand  for  exceptionally  valuable  urban  land 

_!_'     comes  from  traders  of  various  kinds,  wholesale  and  retail, 

h^hest      more  than  from  manufacturers :  and  it  may  be  worth  while 

gronnd-      to  sav  Something  here  as  to  the  features  of  demand  that  are 
rents  are  /  .    ° 

generally      special  tO  theU"  CaSB. 

trading  If   two   factories   in  the    same  branch    of  trade    have 

mOTits'^''     equal   outputs  they  are  sure  to   have  nearly  equal    floor 
Their         space.     But  there  is  no  close  relation  between  the  size  of 
forspace    trading  establishments  and  their  turn-overs.    Plenty  of  space 
Mid  does'    ^  ^°^  them  a  matter  of  convenience  and  a  source  of  extra 
not  bear  a  profit,  but  it  is  not  physically  indispensable.     The  larger 
tiontothe  their  space,  the  greater  the  stock  which  they  can  keep  on 
of  theh'      hand,  and  the  greater  the  advantage  to  which  they  can  dis- 
buBiness.    ^^a.^  specimens  of  it;  and   especially  is  this  the  case  in 
trades  that  are  subject  to  changes  of  taste  and  fashion.     In 
such  trades  the  dealers  exert  themselves  to  collect  within 
a  comparatively  small  space  representatives  of  all  the  best 
ideas  that  are  in  vogue,  and  still  more  of  those  that  are 
likely  soon  to  be  so;  and  the  higher  their  ground-rent  the 
more  prompt  they  must  be  in  getting  rid,  even  at  a  loss,  of 
such  things  as  are  a  little  behind  the  time  and  do  not  im- 
prove the  general  character  of  their  stocks.     If  the  locality 
is  one  in  which  customers  are  more  likely  to  be  tempted  by 
a  well-chosen  stock  than  by  low  prices,  the  traders  will 
charge  prices  that  give  a  high  rate  of  profit  on  a  compara- 
tively  small   turn-over;  but   if  not,  they  will   choose   low 
prices  and  try  to  force  a  large  business  in  proportion  to  their 
capital  and  the  size  of  their  premises,  just  as  in  some  neigh- 
bourhoods the  market-gardener  finds  it  best  to  gather  his 
peas  young  when  they  are  full  of  flavour,  and  in  others  to 
let  them  grow  till  they  weigh  heavily  in  the  scales.     Which- 
ever plan  the  traders  follow,  there  will  be  some  conveniences 
which  they  are  in  doubt  whether  it  is  worth  while  to  oifer  to 

calcnlation,  its  character  is  similar  to  that  by  which  he  decides  whether  it  ia  worth 
his  while  to  bny  business  plant  of  any  other  kind :  and  he  regards  the  net  income 
(allowance  being  made  for  depreciation)  which  he  expects  to  get  from  either 
investment  as  standing  in  the  same  general  relation  to  his  business ;  and  if  the 
advantages  of  the  sitnation  ore  snch,  that  all  the  land  available  can  find  employ- 
ments for  which  its  marginal  nse  is  represented  by  a  capital  value  of  £50  per  foot 
of  frontage,  then  that  will  be  the  cmrrent  value  of  the  land. 
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the  public ;  since  they  calculate  that  the  extra  sales  gained   book  ti. 

by  such  conveniences  are  only  just  remunerative,  and  do  not ' 

contribute  any  surplus  towards  rent.     The  goods  which  they  Bent  does 

11*  p  ,  1  •  '11    not  enter 

sell  m  consequence  oi  these  conveniences  are  marginal  goods  into  the 

into  whose  expenses  of  marketing  rent  does  not  enter  any  SnJf^f  the 

more  than  it  does  into  those  of  the  peas  which  the  market-  trader's 

^  services. 

gardener  only  just  finds  it  worth  his  while  to  produce. 

Prices  are  low  in  some  very  highly-rented  shops,  because 
their  doors  are  passed  by  great  numbers  of  people  who  can- 
not afford  to  pay  high  prices  for  the  gratification  of  their 
fancy ;  and  the  shopkeeper  knows  that  he  must  sell  cheaply, 
or  not  sell  at  all.  He  has  to  be  content  with  a  low  rate  of 
profit  each  time  he  turns  over  his  capital;  but,  as  he  can  turn 
over  his  capital  many  times  a  year,  his  annual  net  profits 
are  very  great,  and  he  is  willing  to  pay  a  very  high  rent  for 
the  situation  in  which  they  can  be  earned.  On  the  other  hand, 
prices  are  very  high  in  some  of  the  quiet  streets  in  the 
fashionable  parts  of  London  and  in  many  villages;  because 
in  the  one  case  customers  must  be  attracted  by  a  very  choice 
stock,  which  can  only  be  sold  slowly ;  and  in  the  other  the 
aggregate  turn-over  is  veiy  small  indeed.  In  neither  place 
can  the  trader  make  profits  that  will  enable  him  to  pay  as 
high  a  rent  as  those  of  some  cheap  but  bustling  shops  in  the 
East  end  of  London.  It  appears  then  that  rent  does  not 
enter  into  retail  price  any  more  than  it  enters  into  the  price 
charged  by  the  trader  or  the  manufacturer;  intensive  de- 
mands for  land  may  come  from  the  opportunities  it  offers 
either  for  moderate  sales  at  high  prices  or  for  very  large  sales 
at  lower  prices. 

It  is  however  true  that,  if  without  any  increase  in  traffic  Bnt  a  rise 
such  as  brings  extra  custom,  a  situation  becomes  more  valu-  JeS'may 
able  for  purposes  other  than  shopkeeping ;  then  only  those  ^^,^f^^ 
shopkeepers  will  be  able  to  pay  their  way  who  can  manage  scarci^of 
to  secure  a  large  custom  relatively  to  the  prices  which  they  -vriii  tend 
charge  and  the  class  of  business  which  they  do.     There  will  traders" 
therefore  be  a  smaller  supply  of  shopkeepers  in  all  trades  for  P""*^- 
which  the  demand  has  not  increased :  and  those  who  remain, 
will  be  able  to  charge  a  higher  price  than  before,  while  offer- 
ing equal  conveniences  and  attractions  to  their  customers.  The 
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BOOK  Ti.  rise  of  ground-rents  in  the  district  will  thus  be  an  indication 
_J_'  of  a  scarcity  of  space  which,  other  things  being  equal,  will 
raise  the  prices  of  retail  goods ;  just  in  the  same  way  as  the 
rise  of  agricultural  rents  in  any  district  will  indicate  a 
scarcity  of  land  which  mil  raise  the  marginal  expenses  of 
production,  and  therefore  the  price  of  any  particular  crop. 
The  capital  §  8.  In  conclusion  it  may  be  noticed  that  the  capital- 
J^  °'  ized  value  of  land  is  the  actuarial  "  discounted  "  value  of  all 
the  net  incomes  which  it  is  likely  to  aflford,  allowance  being 
made  on  the  one  hand  for  all  incidental  expenses,  including 
those  of  collecting  the  rents,  and  on  the  other  for  its  mineral 
wealth,  its  capabilities  of  development  for  any  kind  of  busi- 
ness, and  its  advantages,  material,  social  and  aesthetic,  for  the 
purposes  of  residence.  The  money  equivalent  of  those  direct 
gratifications  which  the  ownership  of  land  affords,  does  not 
appear  in  the  returns  of  the  money  income  derived  from  it, 
but  does  enter  into  its  capital  money  value'. 

Note  on  Ricardo's  Doctbinb  as  to  the  Incidence  op  Taxes' 
AND  THE  Influence  of  Improvements  in  Agbicdltdbe. 

Malthns  MucH  has  already  been  said  about  the  ezcelleoce  of  Bicardo's 

jnstly  com-  thought  and  the  imperfections  of  his  expression  of  it,  ahd  in  particular 
Bicardo's  notice  has  been  taken  of  the  causes  which  led  him  to  lay  down  the 
incon-  Law  of  Diminishing  Return  without  proper  qualifications.  Similar 
in  p^^g    remarks  apply  to  his  treatment  of  the  influence  of  improvements  and 

^  The  Talae  of  land  is  commonly  expressed  as  a  certain  number  of  times  the 
current  money  rental,  or  in  other  words  a  certain  "number  of  years'  purchase" 
of  that  rental:  and  other  things  being  equal  it  will  be  the  higher,  the  more 
important  these  direct  gratifications  are,  as  well  as  the  greater  the  chance 
that  they  and  the  money  income  afforded  by  the  land  will  rise.  The  number 
of  years'  purchase  would  be  increased  also  by  an  expected  fall  either  in  the 
future  normal  rate  of  interest  or  in  the  purchasing  power  of  money. 

It  may  be  mentioned  that  the  discounted  Talue  of  a  very  distant  rise 
in  the  value  of  land  is  much  less  than  is  commonly  supposed.  For  instance, 
if  we  take  interest  only  at  five  per  cent,  (and  of  course  a  much  higher  rate 
prevailed  during  the  Middle  Ages),  £1  invested  at  compound  interest  would 
amount  to  about  £130  in  100  years,  £17,000  in  200  years,  and  £40,000,000,000 
in  500  years:  and  therefore  an  expenditnre  by  the  State  of  £1  in  securing 
to  itself  the  reversion  of  a  rise  in  the  value  of  land  which  came  into  operas 
tion  now  for  the  first  time  would  have  been  a  bad  investment,  unless  the 
value  of  that  rise  now  exceeded  £130,  if  the  payment  was  made  100  years 
ago;  if  200  years  ago  the  gain  ought  now  to  amount  to  £17,000;  it  500  years 
ago  to  £40,000,000,000. 
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the  incidence  of  taxes  in  agriculture.    He  was  especially  careless  in    bookti. 
his  criticisms  of  Adam  Smith ;   and  as  Malthus  justly  said  (Sum-     "^  "• 
mary  of  Section  x.  of  his  Political  Economy),  "  Mr  Bicardo,  who  gener-  more  at- 
ally  looks  to  permanent  and  final  results,  has  always  pursued  an  tention  to 
opposite  policy  in  reference  to  the  rents  of  land.    It  is  only  by  looking  ^lan 
to  temporary  results,  that  he  could  object  to  Adam  Smith's  statement,  ultimate 
that  the  cultivation  of  rice  or  of  potatoes  would  yield  higher  rent  regards 
than  com."    And  Malthus  was  perhaps  not  far  wrong  when  he  added :  rent  and 
— "  Practically,  there  is  reason  to  believe  that,  as  a  change  from  com  ^nte^in 
to  rice  must  be  gradual,  not  even  a  temporary  fall  of  rent  would  take  agri- 
place."  <^*"«- 

Nevertheless,  in  Ricardo's  time  it  was  of  great  practical  importance 
to  insist,  and  it  is  of  much  scientific  intere.st  even  now  to  know,  that  in 
a  country  which  cannot  import  much  com,  it  is  very  easy  so  to  adjust 
taxes  on  cultivation  and  so  to  hinder  improvements  as  to  enrich  the 
landlords  for  a  time  and  to  impoverish  the  rest  of  the  peopla  No 
doubt  when  the  people  had  been  thinned  by  want,  the  landlords  would 
suffer  in  pocket :  but  that  fact  took  little  of  the  force  from  Bicardo's 
contention  that  the  enormous  rise  of  agricultural  prices  and  rents 
which  occurred  during  his  life  was  an  indication  of  an  injury  to  the 
nation  beyond  all  comparison  greater  than  the  benefits  received  by  the 
landlords.  But  let  us  now  pass  in  review  some  of  those  arguments  in 
which  Bicardo  delighted  to  start  from  sharply  defined  assumptions,  so 
as  to  get  clear  net  results,  which  would  strike  the  attention ;  and  which 
the  reader  might  combine  for  himself  so  as  to  make  them  applicable 
to  the  actual  facts  of  Ufe. 

Let  us  first  suppose  that  the  "com"  raised  in  a  country  is  abso-  But  let  ns 
lutely  necessary ;    i.e.  that  the  demand  for  it  has  no  elasticity,  and  !?P'"^ 
that  any  change  in  its  marginal  cost  of  production  would  affect  only  andassnme 
the  price  that  people  paid  for  it,  and  not  the  amount  of  it  consumed.  ^^  ^*- 
And  let  us  suppose  that  no  Com  is  imported.     Then  the  effect  of  a  Com  to  be 
tax  of  one-tenth  on  Com  would  be  to  cause  its  real  value  to  rise  till  ^ei ; 
nine-tenths  as  much  as  before  would  suffice  to  remunerate  the  marginal  tax  on  it 
dose,  and  therefore  every  dose.     The  gross  Com  svuplus  on  every  would  not 
piece  of  land  would  therefore  remain  the  same  as  before ;   but  one-  rents, 
tenth  being  taken  away  as  a  tax,  the  remainder  would  be  nine-tenths 
of  the  old  Com  surplus.     Since,  however,  each  part  of  it  would  have 
risen  in  real  value  in  the  ratio  of  ten  to  nine,  the  Beal  Surplus  would 
remain  unchanged. 

But  the  assumption  that  the  demand  for  produce  is  absolutely  Bnt  this 
inelastic  is  a  very  violent  one.  The  rise  in  price  would  in  fact  be  ?8a™"^o" 
sure  to  cause  an  immediate  falling-off  in  the  demand  for  some  kinds  of 
produce,  if  not  for  the  staple  cereals :  and  therefore  the  value  of  Com, 
i.e.  produce  in  general,  would  never  rise  in  full  proportion  to  the  tax,  and 
less  capital  and  labour  would  be  applied  in  the  cultivation  of  all  lands. 
There  would  thus  be  a  diminution  in  the  Com  surplus  from  all  lands, 
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but  not  in  the  same  proportion  from  all ;  and  since  a  tenth  of  the  Com 
surplus  would  be  taken  by  the  tax,  while  the  value  of  each  part  of  it 
would  have  risen  in  less  than  the  ratio  of  ten  to  nine,  there  would  be  a 
double  fall  in  the  Real  surplus.  (The  diagrams  in  Book  iv.  to  which  we 
have  just  referred  suggest  at  once  translations  of  those  reasonings  into 
the  language  of  geometry.) 

The  immediate  fall  would  be  very  great  under  modem  conditions 
in  which  free  importation  of  Com  prevents  its  real  value  from  being 
much  raised  by  the  tax ;  and  the  same  result  would  follow  gradually, 
even  in  the  absence  of  importation,  if  the  rise  in  its  real  value 
diminished  the  numbers  of  the  people;  or,  what  is  at  least  as  pro- 
bable, if  it  had  the  effect  of  lowering  the  standard  of  living,  and 
the  efficiency  of  the  working  population.  These  two  effects  would 
operate  very  much  in  the  same  way  on  the  producer's  surplus  ;  both 
would  make  labour  dear  to  the  employer,  while  the  latter  would  also 
make  real  time  wages  low  to  the  worker. 

Bicardo's  reasonings  on  all  these  questions  are  rather  difficult  to 
follow  because  he  often  gives  no  hint  when  he  passes  from  results 
which  are  "immediate"  and  relate  to  a  "short  period"  relatively  to 
the  growth  of  population,  and  those  which  are  "ultimate,"  and  relate 
to  a  "long  period"  in  which  the  labour  value  of  raw  produce  would  have 
time  materially  to  affect  the  numbers  of  the  people  and  therefore  the 
demand  for  raw  produce.  When  such  interpreting  clauses  are  supplied, 
very  few  of  his  reasonings  will  be  found  invalid. 


On  the 
same  aa- 
snmption 
improve- 
ments 
which  in- 
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by  equal 
amounts 
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a  double 
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rents. 


We  may  now  pass  to  his  argument  with  regard  to  the  influence  of 
improvements  in  the  arts  of  agriculture,  which  he  divides  into  two 
classes.  A  special  scientific  interest  attaches  to  his  treatment  of  the 
first,  which  consists  of  those  improvements  that  "I  can  obtain  the 
same  produce  with  less  capital,  and  without  disturbing  the  difference 
between  the  productive  powers  of  the  successive  portions  of  capitaU ;" 
of  course  neglecting  for  the  purpose  of  his  general  argument  the  fact 
that  any  given  improvement  may  be  of  greater  service  to  one  particular 
piece  of  land  than  another.  (See  above,  Book  rv.  Ch.  m.  §  4.)  As- 
suming as  befoj-e  that  the  demand  for  Com  has  no  elasticity,  he  proved 
that  capital  would  be  withdrawn  from  the  poorer  lands  (and  from  the 
more  intensive  cultivation  of  the  richer  lands),  and  therefore  the  siuplus 
measiu«d  in  Com,  the  Com  surplus — as  we  may  say — obtained  by 
applications  of  capital  under  the  most  favourable  circumstances,  will  be 
a  surplus  relatively  to  lands  not  so  poor  as  those  which  were  on  the 
margin  of  cultivation  before;  and  the  differential  productiveness  of  any 
two  applications  of  capital  remaining,  by  hypothesis,  unchanged,  the 


1  Ch.  n.  Collected  Works,  p.  42.  Comp.  Cannan's  Production  and  Distribution 
1776 — 1848,  pp.  325-6.  Bicardo's  distinction  between  his  two  classes  of  improve- 
ments is  not  altogether  happy,  and  need  not  be  considered  here. 
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Com  surplus  must  necessarily  fall,  and  of  course  the  real  value  and  the 
labour  value  of  the  surplus  will  fall  much  more  than  in  proportion. 

This  may  be  made  clear  by  the  adjoining  figure ;  in  which  curve  AC 
represents  the  return  which  the  laud  of  the  whole 
country,  regarded  as  one  farm,  makes  to  doses  of 
capital  and  labour  applied  to  it,  these  doses  being 
arranged  not  in  the  order  of  their  application,  but 
in  that  of  their  productiveness.  In  equilibrium 
OD  doses  are  applied,  the  price  of  the  Com  being 
such  that  a  return  Z)(7is  just  sufficient  to  remune- 
rate a  dose ;  the  whole  amount  of  Com  raised 
being  represented  by  the  area  AODC,  of  which 
AffC  represents  the  aggregate  Com  surplus.  [We  may  pause  to  notice 
that  the  only  change  in  the  interpretation  of  this  diagram  which  is 
required  by  our  making  it  refer  to  the  whole  country  instead  of  a 
single  farm,  arises  fix>m  our  not  being  able  now,  as  we  could  then,  to 
suppose  that  all  the  several  doses  of  capital  are  applied  in  the  same 
neighbourhood,  and  that  therefore  the  values  of  equal  portions  (of  the 
same  kind)  of  produce  are  equal.  We  may  however  get  over  this 
difficulty  by  reckoning  the  expenses  of  transporting  the  produce  to  a 
common  market  as  part  of  its  expenses  of  production ;  a  certain  part 
of  every  dose  of  capital  and  labour  being  assigned  to  the  expenses  of 
transport.] 

Now  an  improvement  of  Kicardo's  first  class  will  increase  the 
return  to  the  dose  applied  under  the  most  favourable  conditions  from 
OA  to  OA',  and  the  returns  to  other  doses,  not  in  like  proportion, 
but  by  equal  amounts.  The  result  is  that  the  new  produce  curve  A'C 
will  be  a  repetition  of  the  old  produce  curve  AC,  but  raised  higher 
than  it  by  the  distance  AA'.  If,  therefore,  there  were  an  unlimited 
demand  for  com,  so  that  the  old  number  of  doses,  OD,  could  be 
profitably  applied,  the  aggregate  Com  surplus  would  remain  the  same 
as  before  the  change.  But  in  fact  such  an  immediate  increase  of  pro- 
duction could  not  be  profitable;  and  therefore  an  improvement  of  this 
kind  must  necessarily  lessen  the  aggregate  Com  surplus.  And  on  the 
assumption  made  here  by  Bicardo  that  the  aggregate  produce  is  not  in- 
creased at  all,  only  Oiy  doses  will  be  applied,  01/  being  determined  by 
the  condition  that  A'OJi'C'  is  equal  to  AODC ;  and  the  aggregate  Com 
surplus  will  shrink  down  to  A'S'C.  This  result  is  independent  of 
the  shape  oi  AC;  and,  which  is  the  same  thing,  of  the  particular 
figures  selected  for  the  numerical  illustration  which  Ricardo  used  in 
proof  of  his  argument. 

And  here  we  may  take  the  occasion  to  remark  that  numerical 
instances  can  as  a  rule  be  safely  used  only  as  illustrations  and  not  as 
proofs  :  for  it  is  generally  more  difficult  to  know  whether  the  result 
has  been  implicitly  assumed  in  the  numbers  shown  for  the  special  case 
than  it  is  to  determine  independently  whether  the  result  is  true  or 
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not.  Ricardo  himself  had  no  mathematical  training.  £ut  his  instincts 
were  unique ;  and  very  few  trained  mathematicians  could  tread  as 
safely  as  he  oyer  the  most  perilous  courses  of  reasoning.  Even  the 
acute  logical  mind  of  Mill  was  unequal  to  the  task. 

Mill  characteristically  observed  that  it  is  much  more  probable  that 
an  improvement  would  increase  the  returns  to  capital  applied  to 
different  classy  of  land  in  equal  proportions  than  by  equal  amounts. 
(See  his  second  case,  Political  Economy,  Book  rv.  Ch.  ni.  §  4.)  He  did 
not  notice  that  by  so  doing  he  cut  away  the  basis  of  Ricardo's  sharply 
defined  argumei^t,  which  was  that  the  change  did  not  alter  the  differen- 
tifil  advantages  of  different  applications  of  capitaL  And  though  he 
arWved  at  the  same  result  as  Ricardo,  it  was  only  because  his  result  was 
implicitly  contained  in  the  figures  he  chose  for  his  numerical  illus- 
tration. 

The  adjoining  figure  tends  to  show  that  there  is  a  class  of  economic 
problems  which  cannot  be  safely  treated  by  any  one  of  less  genius 
than  Ricardo  without  the  aid  of  some  apparatus,  either  of  mathe- 
matics or  of  diagrams,  that  present  as  a  continuous  whole  the  schedules 
of  economic  forces,  whether  with  regard  to  the  Law  of  Diminishing 
Return  or  to  those  of  Demand  and  Supply.  The  curve  AG  has  the 
same  interpretation  in  this  figure  as  in  the  last ;  but  the  improvement 
h£i3  the  effect  of  increasing  the  return  to  each  dose  of  capital 
and  labour  by  one-third,  i.e.  in  an  equal  proportion  and  not  by 
an  equal  amount:  and  the  new  produce  durve  A'C  stands  much  higher 
above  AC  at  its  left  end  than  at  its  right.     Cultivation  is  restricted  to 

ODf  doses,  where  the  area  A'OiyC, 
representitag  .the  new  aggregate  pro- 
duct, is  as  before  equal  to  AODG; 
and  A'H'C  is  as  before  the  new 
aggregate  Com  surplus.  Now  it 
can  be  easily  plroved  that  A'H'C  is 
four-thirds  of  ARE,  and  whether 
this  is  greater  or  less  than  ASC 
depends  upon  the  particular  shape 
assigned  io  AC,  li AChoa, straight 
line  or  nearly  a  straight  line  (both 
Mill's  and  Ricardo's  numbers  repre- 
sented points  on  a  straight  Produce 
line)  A'H'C  would  be  less  than 
AHC;  but  with  the  shape  assigned  to  AC  in  our  figiure  A'H'C  is 
greater  than  AHC.  And  thus  MUl's  argument  is,  while  Ricardo's  is 
not,  dependent  for  its  conclusion  on  the  particular  shape  assumed  by 
them  for  the  gross  produce  curve. 

(Mill  assumes  that  the  cultivated  part  of  a  country  consists  of 
three  quantities  of  land,  yielding  at  an  equal  expense  60,  80,  and  100 
bushels ;   and  he  then  shows  that  an  improvement  which  increased 
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the  return  to  each  dose  of  capital  by  one-third,  would  lower  com  rents    book  tl 
in  the  ratio  of  60  to  26f.     But  if  he  had  taken  the  distribution  of     °"- "■ 
fertility  in  a  country  to  be  such  that  the  laud  consisted  of  three 
qualities  yielding  at  an  equal  expense  60,  65,  and  115  bushels,  as  is 
done  roughly  in  our  figure,  he  would  have  found  in  that  case  the 
improvement  would  raise  com  rents  in  the  ratio  60  to  66f.) 

Finally  it  may  be  noticed  that  Bicardo's  paradox  as  to  the  possible  Ricardo's 
effects  of  improvements  on  the  rent  of  land  is  applicable  to  urban  as  ^^^b^j 
well  as  agricultural  land.     For  instance,  the  American  plan  of  building  urban  land 
stores  sixteen  stories  high  with  steel  frames,  and  served  with  elevators,  *^' 
may  be  supposed  suddenly  to  become  very  efficient,  economical  and 
convenient  in  consequence  of  improvements  in  the  arts  of  building, 
lighting,  ventilation  and  the  making  of  elevators.     In  that  case  the 
trading  part  of  each  town  would  occupy  a  less  area  than  now ;  a  good 
deal  of  land  would  have  to  revert  to  leas  remunerative  uses  ;  and  the 
net  result  might  possibly  be  a  fall  in  the  aggregate  ground-rent  of  the 
town. 


M.  46 


CHAPTER  X. 

DEMAND  AND  SUPPLY  IN  RELATION  TO  LAND,  CONTINUED. 
LAND  TENURE. 

BOOK  VI.  §  1.     In  early  times,  and  in  some  backward  countries 

""•^"  even  in  our  own  age,  all  rights  to  property  depend  on  general 

Early  understandings  rather  than  on  precise  laws  and  documents. 

Land-  In  SO  far  as  these  understandings  can  be  reduced  to  definite 

h^Tgene-  terms  and  expressed  in  the  langfuage  of  modem  business, 

bMed^on"  ^^^V  ^^^  generally  to  the  following  effect: — The  ownership  of 

partner-  land  is  vested,  not  in  an  individual,  but  in  a  firm  of  which 

snips, 

controlled  one  member  or  group  of  members  is  the  sleeping  partner, 
tion  rather  while  another  member  or  group  of  members  (it  may  be  a 
^scwns    ■whole  family)  is  the  working  partner'. 

contract.  The  sleeping  partner  is  sometimes  the  ruler  of  the  State, 

so-called  Sometimes  he  is  an  individual  who  inherits  what  was  once 
gM^rSuy^  the  duty  of  collecting  the  payments  due  to  this  ruler  from 
<*«  .         the  cultivators  of  a  certain  part  of  the  soil:  but  what,  in 

sleepmg  ^  ' 

partner,  the  course  of  silent  time,  has  become  a  right  of  ownership, 
more  or  less  definite,  more  or  less  absolute.  If,  as  is  gene- 
rally the  case,  he  retains  the  duty  to  make  certain  payments 
to  the  ruler  of  the  State,  the  partnership  may  be  regarded 

^  The  sleeping  partner  may  be  a  village  commnnity ;  but  recent  investigations, 
especially  those  of  Mr  Seebohm,  have  given  cause  for  believing  that  the  cona- 
mtinities  were  not  often  "free"  and  nltimate  owners  of  the  land.  For  a  good 
smniuary  of  the  controversy  as  to  the  part  which  the  village  community  has 
played  in  the  history  of  England  the  reader  is  referred  to  the  first  chapter  of 
Prof.  Ashley's  Economic  Siatory.  Mention  has  already  been  made  of  the  ways 
in  which  primitive  forms  of  divided  ownership  of  the  land  hindered  progress 
(Book  I.  Ch.  n.  §  2). 
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as  containiDg  three  members,  of  whom  two  are   sleeping   bookti. 
partners^.  ^' 

The  sleeping  partner,  or  one  of  them,  is  generally  called  and  his 
the  proprietor,  or  landholder  or  landlord,  or  even  the  land-  the  pro- 
owner.     But  this  is  an  incorrect  way  of  speaking,  when  he  is  glrne^'ent. 
restrained  by  law,  or  by  custom  which  has  the  force  of  law, 
from  turning  the  cultivator  out  of  his  holding  either  by  an 
arbitrary  increase  of  the  payments  exacted  from  him  or  by 
any  other  means.    In  that  case  the  property  in  the  land  vests 
not  in  him  alone,  but  in  the  whole  of  the  firm  of  which  he  is 
only  the  sleeping  partner;  the  payment  made  by  the  working 
partner  is  not  a  rent  at  all,  but  is  that  fixed  sum,  or  that 
part  of  the  gross  proceeds,  as  the  case  may  be,  which  the 
constitution  of  the  firm  binds  him  to  pay ;  and,  in  so  far  as 
the  custom  or  law  which  regulates  these  payments  is  fixed 
and  unalterable,  the  theory  of  rent   has  but  little   direct 
application. 

§  2.     But  in  fact  the  payments  and  dues,  which  custom  But  custom 
is  supposed  to  stereotype,  nearly  always  contain  elements  more 
which  are  incapable  of  precise  definition ;  while  the  accounts  ^^''^t 
of  them  handed  down  by  tradition  are  embodied  in  loose  ^^^ 

...  appears, 

and  vague  unpressions,  or  at  best  are  expressed  in  words 
that  make  no  attempt  at  scientific  exactness'. 

We  can  watch  the  influence  of  this  vagueness  in  the  as  is  shown 
agreements  between  landlord  and   tenant  even  in  modem  ?^nt^ 
England ;  for  they  have  always  been  interpreted  by  the  aid  ^^^ 

1  The  firm  may  be  further  enlarged  by  the  introduction  of  an  intermediary 
who  collects  payments  from  a  number  of  cnltirators,  and  after  deducting  a  certain 
share,  hands  them  over  to  the  head  of  the  firm.  He  is  not  a  middleman  in  the 
sense  in  which  the  word  is  used  ordinarily  in  England;  that  is,  he  is  not  a  sub- 
contractor, liable  to  be  dismissed  at  the  end  of  a  definite  period  for  which  he  has 
contracted  to  collect  the  payments.  He  is  a  partner  in  the  firm,  having  rights  in 
the  land  as  real  as  those  of  the  head  partner,  though,  it  may  be,  of  inferior  value. 
Ihe  case  may  be  even  more  complex  than  this.  There  may  be  many  intermediate 
holders  between  the  actual  cultivators  and  the  person  who  holds  direct  from  the 
State.  The  actual  cultivators  also  vary  greatly  in  the  character  of  their  interests ; 
some  having  a  right  to  sit  at  fixed  rents  and  to  be  altogether  exempt  from 
enhancement,  some  to  sit  at  rents  which  are  enhanceable  only  under  certain 
prescribed  conditions,  some  being  mere  tenants  from  year  to  year. 

2  Prof.  Maitland  in  the  article  on  Court  SoUa  in  the  Dicticmary  of  Folitical 
Economy  observes  that  "we  shall  never  know  how  far  the  tenure  of  the  mediaeval 
tenant  was  precarious  until  these  documents  have  been  examined." 

46—2 
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BOOK  Ti.    of  customs,  which   have  ever  been   imperceptibly  growing 

"        and  dwindling  again,  to  meet  the  changing  exigencies  of 

successive  generations.    We  change  our  customs  more  quickly 

than  our  forefathers  did,  and  we  are  more  conscious  of  our 

changes  and  more  willing  to  convert  our  customs  into  legal 

enactments,  and  to  make  them  uniform'. 

Even  now         _A.t  the  present  day,  in  spite  of  minute  legislation  and 

ment  of      CBxefuUy  drawn  agreements,  there  remains  a  wide  margin  of 

changes  in  Uncertainty  as  to  the-  amount  of  capital  which  the  landlord 

value  of°^  will  from  time  to  time  invest  in  maintaining  and  extending 

the  land     the  farm  buildings  and  other  improvements.     It  is  in  these 

18  partly  .  "  ... 

tacit  and  matters,  quite  as  much  as  in  his  direct  money  relations  with 
conscious,  the  tenant,  that  the  generous  and  liberal  landlord  shows 
himself;  and,  what  is  specially  important  for  the  general 
argument  of  this  chapter,  alterations  in  the  real  net  rent 
required  of  the  tenant  are  as  often  made  by  a  quiet  readjust- 
ment of  the  shares  of  the  expenses  of  working  the  farm 
that  are  borne  by  the  landlord  and  the  tenant  as  by  a  change 
in  the  money  rent.  Thus  corporate  bodies  and  many  large 
private  landowners  often  let  their  tenants  go  on  from  year 
to  year,  without  any  attempt  to  make  the  money  rents 
follow  the  changes  in  the  real  letting  value  of  the  land ;  and 
there  are  many  farms  which  are  not  let  on  lease  and  yet  the 
rent  of  which  has  nominally  remained  unchanged  during  the 
agricultural  inflation  which  culminated  in  1874,  and  during 
the  depression  which  followed.  But  in  the  earlier  period 
the  farmer,  who  knew  he  was  under-rented,  could  not  put 
pressure  on  his  landlord  to  lay  out  capital  in  drainage  or 
new  buildings  or  even  in  repairs,  and  had  to  humour  him  as 

1  Thus  Mr  Pusey's  Committee  of  the  House  of  Commons  in  1818  reported, 
"  That  different  usages  have  long  prevailed  in  different  counties  and  districts  of 
the  country,  conferring  a  claim  on  an  outgoing  tenant  for  various  operations  of 
husbandry.... That  these  local  usages  are  imported  into  leases  or  agreements, ...nn- 
less  the  terms  of  the  agreement  expressly,  or  by  implication,  negative  such  a  pre- 
sumption. That  in  certain  parts  of  the  country  a  modem  usage  has  sprung  up, 
which  confers  a  right  on  the  outgoing  tenant  to  be  reimbursed  certain  expenses... 
other  than  those  above  referred  to.... That  this  usage  appears  to  have  grown  out  of 
improved  and  spirited  systems  of  farming,  involving  a  large  outlay  of  capital.... 
That  these  [new]  usages  have  gradually  grown  into  general  acceptance  in  certain 
districts,  until  they  have  ultimately  become  recognized  there  as  the  custom  of 
the  country."    Many  of  them  are  now  enforced  by  law.    See  below,  §  10. 
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regards  the  game  and  in  other  matters ;  while  just  now  the    book  vi. 
landlord,  who  has  a  steady  tenant,  will  do  many  things,  that         " 
are  not  stipulated  for  in  the  agreement,  in  order  to  retain 
him.     Thus,  while  the  money  rent  has  remained  stationary, 
the  real  rent  has  changed. 

This  fact  is  an  important  illustration  of  the  general  pro-  Thus 
position,  that  the  economic  theory  of  rent,  the  Bicardian  needed 
theory  as  it  is  sometimes  called,  does  not  apply  to  modem  J^^i^g 
English  land  tenure  without  many  corrections  and  limitations  B-tarfian 
both  as  regards  substance  and   form ;    and  that  a  further  analyBis  to 
extension  of  these  corrections  and  limitations  will  make  the  English 
theory  applicable  to  all  forms  of  Mediaeval  and  Oriental  land  bUmB™ 
tenure,  in  which  any  sort  of  private  ownership  is  recognized. 
The  difference  is  only  one  of  degree. 

§  3.  But  the  difference  of  degree  is  very  great.  This  as  well  as 
is  partly  because  in  primitive  times  and  backward  countries  systems, 
the  sway  of  custom  is  more  undisputed;  partly  because,  in 
the  absence  of  scientific  history,  shortlived  man  has  little 
better  means  of  ascertaining  whether  custom  is  quietly 
changing,  than  the  fly,  bom  to-day  and  dead  to-morrow,  has 
of  watching  the  growth  of  the  plant  on  which  it  rests.  But 
the  chief  reason  is  that  the  conditions  of  partnership  were 
expressed  in  terms  which  were  seldom  capable  of  exact  defi- 
nition and  measurement. 

For  the  share  of  the  senior  partner  in  the  firm,  or  the  for  the 
landlord  as  we  may  for  shortness  call  him,  generally  included  partner- 
(either  with  or  without  a  right  to  a  certain  share  of  the  ^^^ere 
produce)   the    right    to   claim   certain   labour  services   and  ™gne, 
dues,  tolls  and  presents  ;  and  the  amount  which  he  obtained  capable  of 
under  each  of  those  heads  varied  from  time  to  time,  from  ons  moai&- 
place  to  place,  and  from  one  landlord  to  another.     When-  ^]^^  *" 
ever  payments   of  all   kinds   made   by   the   cultivator  left  ""y^- 
him  a  margin  beyond  the  necessaries  of  life  for  him  and 
his  family,  together  with  those  comforts  and  luxuries  which 
were  established  by  custom,  the  landlord  was  likely  to  use 
his  superior  strength  to  raise  the  payments  in  some  form  or 
other.     If  the  chief  payments  were  a  certain  share  of  the 
produce,  he  might  increase  that  share  :  but,  as  that  could 
seldom  be  done  without  an  appearance  of  violence,  he  would 
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BooiTi.  be  more  likely  to  increase  the  number  and  weight  of  his 
minor  imposts,  or  to  insist  that  the  land  be  more  inten- 
sively cultivated,  and  a  larger  part  of  it  be  given  to  crops 
that  cost  much  labour  and  are  of  great  value.  Thus  changes 
went  on,  smoothly  for  the  most  part,  silently  and  almost 
imperceptibly,  like  the  hour-hand  of  a  clock ;  but  in  the  long 
run  they  were  very  thorough^. 
The  pro-  The  protection  which  custom  afforded  to  the  tenant  was 

force  of  not  indeed  unimportant  even  as  regards  these  dues.  For  he 
always  knew  pretty  well  what  demands  he  would  have  to 
meet  at  any  particular  time.  The  moral  sense  of  all  around 
him,  high  and  low,  protested  against  any  attempt  on  the 
part  of  his  landlord  to  make  a  sudden  and  violent  increase 
in  the  payments  and  dues,  the  tolls  and  fines  which  were 
recognized  as  usual ;  and  thus  custom  rounded  off  the  edges 
of  change. 

It  is  moreover  true  that  these  vague  and  variable  elements 
of  rent  were  generally  but  a  small  part  of  the  whole;  and 
that  in  those  not  very  rare  cases  in  which  the  money  rent 
remained  fixed  for  very  long  periods  together,  the  tenant 
had  a  kind  of  partnership  in  the  soil,  which  he  owed  partly 
to  the  forbearance  of  his  landlord  if  it  happened  that  the 
true  net  value  of  the  land  had  risen,  but  partly  also  to  the 
constraining  force  of  custom  and  public  opinion.  This  force 
in  some  measure  resembled   the   force  which   holds  rain- 

1  Thns  the  valne  of  a  service  of  a  certain  number  of  days'  work  wonld  depend 
partly  on  the  promptness  with  which  the  labourer  left  his  own  hayfield  when 
called  to  that  of  bis  landlord,  and  on  the  energy  he  put  into  hia  work.  His  own 
rights,  sach  as  that  of  cutting  wood  or  tnrf ,  were  elastic ;  and  so  were  those  of  his 
landlord  which  bound  him  to  allow  flocks  of  pigeons  to  devour  his  crops  nnmolested, 
to  grind  his  com  in  the  lord's  null,  and  to  pay  tolls  levied  on  the  lord's  bridges  and 
in  his  markets.  Next,  the  fines  or  presents,  or  "  abwabs  "  as  they  are  called  in 
India,  which  the  tenant  might  be  called  on  to  pay,  were  more  or  less  elastic,  not 
only  in  their  amounts  bat  in  the  occasions  on  which  they  were  levied.  Under 
the  Moguls  the  tenants  in  chief  had  often  to  pay  a  vast  number  of  such  imposts 
in  addition  to  their  nominally  fixed  share  of  the  produce:  and  they  passed  these 
on,  increased  In  weight  and  with  additions  of  their  own,  to  the  inferior  tenants. 
The  British  Government  has  not  levied  them  itself;  but  it  has  not  been  able,  in 
spite  of  many  efforts,  to  protect  the  inferior  tenants  from  them.  For  instance,  in 
some  parts  of  Orissa,  Sir  W.  W.  Hunter  found  that  the  tenants  had  to  pay,  besides 
their  customary  rent,  33  different  cesses.  They  paid  whenever  one  of  their  children 
married,  they  paid  for  leave  to  erect  embankments,  to  grow  sugar-cane,  to  attend 
the  festival  of  Juggernaut,  &o.    (Oriasa,  i.  65 — 9.) 
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drops  on  the  lower  edge  of  a  window  frame :  the  repose  is   book  ti. 
complete  till  the  window  is  violently  shaken,  and  then  they 
fall  altogether;  and  in  like  way  the  legal  rights  of  the  landlord 
which  had  long  lain  latent  were  sometimes  brought  suddenly 
into  action  in  a  period  of  great  economic  change'. 

1  In  India  at  the  present  time  we  see  very  varions  forma  of  tennre  existing 
side  by  side,  sometimes  under  the  same  name  and  sometimes  nnder  different 
names.  There  are  places  in  which  the  raiyats  and  the  snperior  holders  own 
between  them  the  property  in  the  land  subject  to  definite  daes  to  Government, 
and  where  the  raiyat  is  safe  not  only  from  being  ejected,  bnt  also  from  being 
compelled  by  fear  of  violence  to  pay  over  to  his  snperior  holder  more  than  that 
share  of  the  Producer's  Surplus  which  custom  strictly  prescribes.  In  that  case 
the  payment  which  he  makes  is,  as  has  already  been  said,  simply  the  hanging  over 
to  the  other  partner  in  the  firm  of  that  share  of  the  receipts  of  the  firm  which 
under  the  unwritten  deed  of  partnership  belongs  to  him. .  It  is  not  a  rent  at  all. 
This  form  of  tenure,  however,  exists  only  in  those  parts  of  Bengal  in  which  there 
have  been  no  great  recent  dislocations  of  the  people,  and  in  which  the  police  are 
sufficiently  active  and  upright  to  prevent  the  superior  holders  from  tyrannizing 
over  the  inferior. 

In  the  greater  part  of  India  the  cultivator  holds  directly  from  the  Government 
under  a  lease  the  terms  of  which  can  be  revised  at  intervals.  And  the  principle 
on  which  those  leases  are  arranged,  especially  in  the  North- West  and  North-East, 
where  new  land  is  being  settled,  is  to  adjust  the  annual  payments  due  for  it  to  the 
probable  Surplus  Produce  of  the  land,  after  deducting  the  coltivator's  necessaries 
and  his  little  luxuries,  according  to  the  customary  standard  of  the  place,  and  on 
the  supposition  that  he  cultivates  with  the  energy  and  skiU  that  are  normal  in  that 
place.  Thus  as  between  man  and  man  in  the  same  place  the  charge  is  of  the  natnre 
of  economic  rent.  But,  since  unequal  charges  will  be  levied  m  two  districts  of 
equal  fertility,  of  which  one  is  cultivated  by  a  vigorous  and  the  other  by  a  feeble 
population,  its  method  of  adjustment  as  between  different  districts  is  rather  that 
of  a  tax,  than  a  rent.  For  taxes  are  sapposed  to  be  apportioned  to  the  net 
income  which  actually  is  earned,  and  rents  to  that  which  would  be  earned  by  an 
individual  of  normal  ability :  a  successful  trader  wiU  pay  on  ten  times  as  large 
an  actual  income  ten  times  as  large  a  tax  as  his  neighbour  who  lives  in  equally 
advantageous  premises  and  pays  equal  rents. 

The  whole  history  of  India  records  little  of  that  quiet  stability  which  has  come 
over  the  rural  parts  of  England  since  war,  famine,  and  plague  have  ceased  to  visit 
us.  Extensive  movements  seem  to  have  been  nearly  always  in  progress,  partly 
in  consequence  of  the  recurrence  of  famines  (for,  as  the  Statistical  Atlas  of  India 
shows,  there  are  very  few  districts  which  have  not  been  visited  at  least  once  by  a 
severe  famine  during  this  century);  partly  of  the  devastating  wars  which  one  set 
of  conquerors  after  another  has  inflicted  on  the  patient  people ;  and  partly  of  the 
rapidity  with  which  the  richest  land  reverts  to  a  thick  jungle.  The  land  which 
has  supported  the  largest  population  is  that  which,  when  deprived  of  its  hnman 
inhabitants,  most  quickly  provides  shady  harbours  for  wild  beasts,  for  venomous 
snakes,  and  for  malaria;  these  prevent  the  return  of  the  refugees  to  their  old 
homes,  and  canse  them  often  to  wander  far  before  they  settle.  When  land  has 
been  depopulated,  those  who  have  the  control  over  it,  whether  the  Government 
or  private  persons,  offer  very  favourable  terms  in  order  to  attract  cultivators 
from  elsewhere ;  this  competition  for  tenants  very  much  influences  the  relations  of 
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BOOK  Ti.         §  4.     The  question  whether  the  payments  made  by  the 
°°'^'     cultivator  for  the  use  of  his  land  should   be  reckoned  in 
M**"y^®    money  or  in  produce  is  of  growing  interest  with  reference 
by  shares    to  both  India  and  England.     But  we  may  pass  it  by  for 
the  present  and  consider  the  more  fundamental  distinction 
between  the  "  English "  system  of  rental  and  that  of  hold- 
ing land  on  "shares,"  as  it  is  called  in  the  New  World,  or 
the  "Metayer*"  system  as  it  is  called  in  the  Old. 
has  many         In  a  great  part  of  Latin  Europe  the  land  is  divided  into 
EmSieana  holdings,  which  the  tenant  cultivates  by  the  labour  of  him- 
America.     ggjf  ^^^  Yas  family,  and  sometimes,  though  rarely,  that  of  a 
few  hired  labourers,  and   for  which   the  landlord  supplies 
buildings,  cattle  and,  sometimes  even,  farm  implements.     In 
America  there  are  few  agricultural  tenancies  of  any  kind,  but 

cultivators  and  superior  holders  for  a  long  distance  around  them ;  and  therefore, 
in  addition  to  the  changes  of  customary  tenure,  which,  though  impalpable  at  any 
time,  have  been  always  going  on,  there  have  been  in  almost  every  place  many 
epochs  in  which  the  continuity  even  of  the  former  custom  has  been  broken  and 
keen  competition  has  reigned  supreme. 

These  disturbing  forces  of  war,  famine,  and  plague  were  frequent  in  medieeval 
England,  but  their  violence  was  less.  And  further,  the  rate  of  movement  of 
nearly  all  changes  in  India  has  been  greater  than  it  would  have  been  if  the 
average  period  of  a  generation  were  as  long  as  in  the  colder  climate  of  England. 
Peace  and  prosperity  therefore  enable  Indian  populations  to  recover  from  their 
calamities  more  quickly;  and  the  traditions  which  each  generation  holds  of 
the  doings  of  its  fathers  and  grandfathers  run  back  for  a  shorter  time,  so  that 
usages  of  comparatively  recent  growth  are  more  easily  believed  to  have  the 
sanction  of  antiquity.  Change  can  move  faster  without  being  recognized  as 
change. 

Modem  analysis  may  be  applied  to  the  contemporary  conditions  of  land  tenure 
in  India  and  other  Oriental  countries,  the  evidence  as  to  which  we  can  examine  and 
cross-examine,  in  such  a  way  as  to  throw  light  on  the  obscure  and  fragmentary 
records  of  medieval  land  tenures,  which  may  indeed  be  examined,  but  cannot  be 
cross-examined.  There  is  of  course  great  danger  in  applying  modem  methods  to 
primitive  conditions :  it  is  easier  to  misapply  them  than  to  apply  them  rightly. 
Bht  the  assertion,  which  has  been  sometimes  made,  that  they  cannot  be  usefully 
appUed  at  all  appears  to  be  based  on  a  conception  of  the  aims,  methods  and  results 
of  analysis,  which  has  little  in  common  with  that  presented  in  this,  and  other 
modem  treatises.    See  A  Reply  in  the  Economic  Journal,  Sep.  1892. 

'  The  term  Metayer  applies  properly  only  to  cases  in  which  the  landlord's 
share  of  the  produce  is  one-half;  but  it  is  usually  applied  to  all  arrangements 
of  this  kind  whatever  the  landlord's  share  be.  It  must  be  distinguished  from 
the  Stock  lease  system  in  which  the  landlord  provided  part  at  least  of  the 
stock,  but  the  tenant  managed  the  farm  entirely  at  Iiis  own  risk  subject  to 
a  fixed  annual  payment  to  the  landlord  for  land  and  stock.  In  medieeval  England 
this  system  was  much  used,  and  the  Metayer  system  appears  not  to  have  been 
unknown.    (See  Professor  Bogers,  Six  Centuries  of  Work  and  Wages,  Ch.  x.) 
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two-thii-ds  of  those  few  are  small  holdings  let  out  to  white   book  ti. 
men  of  the  poorer  class,  or  to  freed  negroes,  on  some  plan  by        ' 
which  labour  and  capital  share  in  the  produced 

This  plan  enables  a  man  who  has  next  to  no  capital  of  it  offers  to 
his  own  to  obtain  the  use  of  it  at  a  lower  charge  than  he  without 
could  in  any  other  way,  and  to  have   more   freedom   and  ^^g  „{ 
responsibility  than  he  would  as  a  hired  labourer ;  and  thus  **«  advant- 
the  plan  has  many  of  the  advantages  of  the  three  modern  operatiTe 

•  /•.!-  1  i-L     production. 

systems  of  co-operation,  pront  sharing,  and  payment   by  But  it 
piece-work".     But  though  the  metayer  has  more  freedom  ^n°i,^*^ 
than  the  hired  labourer  he  has  less  than  the  English  farmer,  fricti™- 
His  landlord  has  to  spend  much  time  and  trouble,  either 
of  his  own  or  of  a  paid  agent,  in  keeping  the  tenant  to  his 
work ;  and  he  must  charge  for  these  a  large  sum,  which,  though 
going  by  another  name,  is  really  earnings  of  management. 
For,  when  the  cultivator  has  to  give  to  his  landlord  half  of  the  If  the  con- 
returns  to  each  dose  of  capital  and  labour  that  he  applies  to  landlord  is 
the  land,  it  will  not  be  to  his  interest  to  apply  any  doses  ei^yvatton 
the  total  return  to  which  is  less  than  twice  enough  to  reward  ispo<M^; 
him.     If,  then,  he  is  free  to  cultivate  as  he  chooses,  he  will 
cultivate  far  less  intensively  than  on  the  English  plan ;  he 
will  apply  only  so  much  capital  and  labour  as  will  give  him 
returns  more  than  twice  enough  to  repay  himself:  so  that 
his  landlord  will  get  a  smaller  share  even  of  those  returns 
than  he  would  have  on  the  plan  of  a  fixed  payment'. 

1  In  1880  74  per  cent,  of  the  farms  of  the  United  States  were  cultivated 
by  their  owners,  18  per  cent.,  or  more  than  two-thirds  of  the  remainder,  were 
rented  for  a  share  of  the  produce,  and  only  8  per  cent,  were  held  on  the 
English  system.  The  largest  proportion  of  farms  that  were  cultivated  by  per- 
sons other  than  their  owners  were  in  the  Southern  States.  In  some  cases  the 
landowner — the  farmer  as  he  is  called  there — supplies  not  only  horses  and 
mules,  but  their  feed;  and  in  that  case  the  cultivator — who  in  France  would 
be  called  not  a  Metayer  but  a  Mattre  Yalet — is  almost  in  the  position  of  a  hired 
labourer  paid  by  a  share  of  what  he  gets,  as  is  for  instance  a  hired  fisher- 
man whose  pay  is  the  value  of  a  part  of  the  catch.  The  tenant's  share  varies 
from  one-third,  where  the  land  is  rich  and  the  crops  such  as  to  require  little 
labour,  to  four-fifths,  where  there  is  much  labour  and  the  landlord  supplies 
little  capital.  There  is  much  to  be  gained  from  a  study  of  the  many  various 
plans  on  which  the  share  contract  is  based. 

^  The  relations  between  publisher  and  author  on  the  "half -profits"  system 
resemble  in  many  ways  those  between  landlord  and  metayer. 

°  This  can  be  most  clearly  seen  by  aid  of  diagrams  of  the  same  kind  as 
those  used  in  Book  xv.  Gh.  in.    A  tenant*s-share  cttt've  would  be  drawn  standing 
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BOOK  VI.  This  is  the  case  in  many  parts  of  Europe,  in  which  the 

tenant  has  practical  fixity  of  tenure ;  and  then  it  is  only  by 

constant  interference  that   the   landlord  can  keep  up  the 

amount  of  labour  he  puts  on  his  farm,  and  keep  down  the 

use  he  makes  of  the  farm  cattle  for  outside  work,  the  fruits 

of  which  he  does  not  share  with  his  landlord. 

but  if  it  is         But  even  in  the  most  stationary  districts  the  amount 
effective  .  .  •  i       i      ji     j 

the  resniis  and  quality  of  the  stock  which  custom  requires  the  landlord 

very  dif-     to  provide  are  being  constantly,  though  imperceptibly,  modi- 
tSwe^on"™  fi®*i  *°  ^^'*  '^^  changing  relations  of  demand  and  supply, 
the^ngiish  And  if  the  tenant  has  no  fixity  of  tenure,  the  landlord  can 
deliberately  and  freely  arrange  the  amount  of  capital  and 
labour  supplied  by  the  tenant  and  the  amount  of  capital  sup- 
plied by  himself  to  suit  the  exigencies  of  each  special  case*. 

oue-haU  (or  one-third  or  two- thirds)  as  high  above  OJ)  ta  AC  does;  the  area 
below  that  curve  would  represent  the  tenant's  share,  that  above  the  laud- 
lord's.  OH  being,  as  before,  the  return  required  to  remunerate  the  tenant 
for  one  dose;  he  will,  if  left  to  his  own  devices,  not  carry  cultivation  beyond 
the  point  at  which  the  tenant's-share  curve  cuts  HC:  and  the  landlord's  will 
therefore  be  a  less  proportion  of  the  returns  to  a  slighter  cultivation  than  under 
the  English  plan.  Diagrams  of  this  kind  may  be  used  to  illustrate  the 
way  in  which  Bicardo's  analysis  of  the  causes  that  govern  the  Producer's 
Surplus  from  land,  apply  to  systems  of  tenure  other  than  the  English.  A 
little  further  change  will  adapt  them  to  such  customs  as  those  found  in  Persia, 
where  land  itself  is  of  small  value ;  and  "  the  harvest  is  divided  into  five 
parts,  which  are  apportioned  as  follows,  one  part  to  each:  1,  land;  2,  water 
for  irrigation,  &c. ;  3,  seed ;  4,  labour ;  5,  bullocks.  The  landlord  generally 
owns  two,  so  he  gets  two-fifths  of  the  harvest." 

1  This  is  already  done  in  America,  and  in  many  parts  of  France ;  and  some 
good  judges  think  that  the  practice  may  be  extended  largely,  and  infuse  new  life 
into  what  a  Uttle  while  ago  was  regarded  as  the  decaying  system  of  Metayage. 
If  worked  out  thoroughly,  it  will  result  in  the  cultivation  being  carried  just  about 
as  far  and  affording  the  landlord  the  same  income  as  he  would  have  on  the 
English  plan  for  equally  fertile  and  well-situated  land  equipped  with  the  same 
capital,  and  in  a  place  in  which  the  normal  ability  aind  enterprise  of  candidates 
for  farms  is  the  same. 

On  the  elasticity  of  Metayage  in  France  see  an  interesting  article  by  Mr  Higgs 
in  the  Economic  Journal,  Jan.  1894.  See  also  an  article  on  Bural  France  in 
the  Bdinbwrgh  Review  for  Oct.  1887 ;  and  M.  Leroy-Beaulieu,  Ripartition  des 
Rieheases,  Ch.  rv.,  especially  p.  151. 

Starting  as  in  the  last  note,  let  the  Circulating  capital  supplied  by  the 
landlord  be  represented  by  a  distance  OK  marked  off  along  OD.  Then,  if 
the  landlord  controls  the  amount  OK  freely  and  in  his  own  interest,  and  can 
bargain  with  his  tenant  as  to  the  amount  of  labour  he  applies,  it  can  be 
proved  geometrically  that  he  will  so  adjust  it  as  to  force  the  tenant  to  col- 
tivate  the  land  just  as  iatensively  as  he  would  under  the  English  tenure; 
and  his  share  will  then  be  the  same  as  tmder  it.    If  he  cannot  modify  the 
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It  is  obvious  then  that  the  advantages  of  the  metayer   bookvi. 

system  are  considerable  when  the  holdings  are  very  small,      

the  tenants  poor,  and  the  landlords  not  averse  to  taking 
much  trouble  about  small  things:  but  that  it  is  not  suit- 
able for  holdings  large  enough  to  give  scope  to  the  enter- 
prise of  an  able  and  responsible  tenant.  It  is  commonly 
associated  with  the  system  of  peasant  proprietorship;  and 
we  may  consider  that  next. 

§  5.     The  position  of  a   peasant   proprietor   has   great  The  pea- 
attractions.     He  is  free  to   do  what  he   likes,  he   is  not  prietor 
worried  by  the  interference  of  a  landlord,  and  the  anxiety  -nxtnea 
lest  another  should  reap  the  fruits  of  his  work  and  self-  ^n,^^^ 
denial.     His  feeling  of  ownership  gives  him  self-respect,  and  l^ppmess; 
stability  of  character,  and  makes  him  provident  and  tem- 
perate in  his  habits.     He  is  scarcely  ever  idle,  and  seldom 
regards  his  work  as  mere  drudgery;   it  is  all  for  the  land 
that  he  loves  so  well. 

"  The   magic   of  property   turns   sand    into   gold,"   said  bit  he  is 
Arthur  Young.     It  undoubtedly  has  done  so  m  many  cases  pennrious, 
in  which   the   proprietors   have   been    men   of  exceptional  Sat^rfous 
energy.     But  such  men  might  perhaps  have  done  as  well  or  g^'^j^^j 
better  if  their  horizon  had  not  been  limited  to  the  narrow  worker, 
hopes  of  a  peasant  proprietor.     For  indeed  there  is  another 
side  to  the  picture.    "  Laud,"  we  are  told,  "is  the  best  savings- 
bank   for  the  working  man."     Sometimes  it  is  the  second 
best.     But  the  very  best  is  the  energy  of  himself  and  his 
children ;  and  the  peasant  proprietors'  thoughts  are  so  full 
of  the  one  that  they  often  starve  the  other.     Many  even  of 
the  richest  of  them  stint  the  food  of  themselves  and  their 
families :  they  pride  themselves  on  the  respectability  of  their 
houses  and  fumitui-e;  but  they  live  in  their  kitchens  for 
economy,  and  are  practically  worse  housed  and  far  worse  fed 
than  the  better  class  of  English  cottagers.     And  the  poorest 
of  them  work  hard  during  very  long  hours,  but  do  not  really 
get  through  much  work,  because  they  feed  themselves  worse 

amoant  OK,  bnt  can  still  control  the  arnonnt  of  the  tenant's  labonr,  then  with 
certain  shapes  of  the  prodace  curve,  the  cultiTation  will  be  more  intensive  than 
it  wonld  be  on  the  English  plan ;  bat  the  landlord's  share  will  be  somewhat  less. 
This  paradoxical  resolt  has  some  scientific  interest,  bnt  little  practical  importance. 
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There  are 
some 
well-to-do 
French  and 
Oerman 
peasants, 
but  against 
them  mnst 
be  set  the 
many  rich 
men  in  the 
Old  World 
and  the 
New  who 
are  de- 
scended 
from 
English 
labonrers. 


The 

American 

farmer. 


than  the  poorest  English  labourers.  They  do  not  understand 
that  wealth  is  useful  only  as  the  means  towards  a  real 
income  of  happiness ;  they  sacrifice  the  end  to  the  means*. 

And  it  must  be  recollected  that  the  English  labourers 
represent  the  failure  rather  than  the  success  of  the  English 
system.  They  are  the  descendants  of  those  who  for  many 
successive  generations  have  not  availed  themselves  of  the 
opportunities  by  which  their  abler  and  more  adventurous 
neighbours  were  rising  to  leading  posts  at  home,  and,  what 
is  far  more  important,  were  acquiring  the  fee  simple  of  a 
great  part  of  the  surface  of  the  globe.  Of  the  causes  which 
have  contributed  to  make  the  English  race  the  chief  owners 
of  the  New  World,  the  most  important  is  that  bold  enter- 
prise which  has  made  a  man,  who  is  rich  enough  to  be  a 
peasant  proprietor,  generally  refuse  to  be  content  with  the 
humdrum  life  and  the  narrow  income  of  a  peasant.  And 
among  the  causes  which  have  fostered  this  enterprise,  none 
is  more  important  than  the  absence  of  the  temptations  to 
wait  about  for  a  petty  inheritance,  and  to  marry  for  the  sake 
of  property  rather  than  in  the  free  exercise  of  individual 
choice — temptations  which  have  often  dulled  the  energy  of 
youth  in  places  in  which  peasant  properties  have  predomi- 
nated. 

It  is  partly  in  consequence  of  the  absence  of  these  temp- 
tations that  the  "  farmers  "  of  America,  though  they  are  men 
of  the  working  class  cultivating  their  own  land  with  their 
own  hands,  do  not  resemble  "peasant  proprietors."  They 
invest  their  income  freely  and  wisely  in  developing  the  ener- 
gies of  themselves  and  their  children;  and  these  energies 
constitute  the  chief  part  of  their  capital,  for  their  land  gener- 
ally is  as  yet  of  but  little  value.  Their  minds  are  always 
active,  and  though  many  of  them  have  little  technical  know- 

1  The  term  "peasant  proprietor"  is  a  very  vague  one:  it  includes  many  who 
by  thrifty  marriages  have  collected  into  one  hand  the  results  of  several  genera- 
tions of  hard  work  and  patient  saving ;  and  in  France  some  of  these  were  able  to 
lend  freely  to  the  Government  after  the  great  war  with  Germany.  Bat  the  savings 
of  the  ordinary  peasant  are  on  a  very  small  scale ;  and  in  three  cases  oat  of  four 
his  land  is  starved  for  want  of  capital :  he  may  have  a  little  money  hoarded  or  in- 
vested, bat  no  good  gronnds  have  been  shown  for  believing  that  he  often  has  mnch. 

On  the  waatefolness  of  consuming  less  than  the  necessaries  for  efficiency 
compare  Book  n.  Ch.  m.  §  5,  and  Book  vi,  Ch.  rv.  §  2. 
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ledge  of  agriculture,  their  acuteness  and  versatility  enable    bookvi. 
them  to  find  out  almost  unerringly  the  best  solution  of  the      _!_' 
problem  immediately  before  them. 

That  problem  is  generally  to  obtain  a  produce  large  in  American 
proportion  to  the  labour  spent  on  it,  though  small  in  pro-  coitiva- 
portion  to  the  abundant  land  at  their  disposal.     In  some  *'°"" 
parts  of  America  however,  in  which  land  is  beg^inning  to  get 
a  scarcity  value,  and  in  which  the  immediate  neighbourhood 
of  good  markets  is  making  an  intensive  cultivation  profitable, 
the  methods  of  farming  and  of  tenure  are  rearranging  them- 
selves on  the  English  model.     And  within  the  last  few  years 
there  have  been  signs  of  a  tendency  on  the  part  of  native 
Americans  to  hand  over  to  persons  of  recent  European  origin 
the  farms  of  the  West,  as  they  have  already  done  the  farms 
of  the  East,  and  as  they  did  long  ago  the  textile  industries. 

§  6.     Let  us  then  turn  to  that  English  system  of  tenure.  The 
It  is  faulty  and  harsh  in  many  respects ;  but  it  stimulated  g^lem 
and  economized  the  enterprise  and  energy,  which,  aided  by  *^^i,at 
England's  geographical  advantages  and   freedom   from   de-l'*™''g>'^®8 
vastating  wars,  gave  her  the  leadership  of  the  world  in  the  power, 
arts  of  manufacture  and  colonization  and,  though  in  a  less 
marked  degree,  in  agriculture.     England  has  learnt  lessons 
in    agriculture    from    many    countries    and    especially    the 
Netherlands ;    but  on  the  whole  she  has  taught  far  more 
than  she  has  learnt.     And  there  is  now  no  country  except 
the  Netherlands,  which  can  compare  with  her  in  the  amount 
of  produce  per  acre  of  fertile  land ;  and  no  country  in  Europe 
which  obtains  nearly  so  high  returns  in  proportion  to  the 
labour  expended  in  getting  them". 

^  It  wonld  seem  that  England  gets  more  prodnce  per  acre  of  fertile  land 
than  even  the  Netherlands,  though  there  is  some  donbt  abont  it.  The  Netherlands 
have  led  the  way  for  England  in  more  paths  of  indnstrial  enterprise  than  any 
other  country  has;  and  this  enterprise  has  diffused  itself  from  their  thickly 
scattered  towns  over  the  whole  land.  Bat  there  is  error  in  the  common  opinion 
that  they  snpport  as  dense  a  population  as  England  does,  and  yet  export  on  the 
balance  a  great  deal  of  agricultural  produce.  For  Belgium  imports  a  great  part  of 
her  food ;  and  even  Holland  imports  as  much  food  as  she  exports,  though  her  non- 
agricultural  population  is  small.  In  France,  farm  crops  and  even  potatoes  are 
on  the  average  only  abont  half  as  heavy  as  in  England  proper;  and  France 
has  only  about  half  the  weight  of  cattle  and  sheep  in  proportion  to  her  area. 
On   the  other  hand,  the  small   cultivators    of   France  excel    in   poultry  and 
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BOOK  VI.  The  chief  merit  of  the  system  is  that  it  enables  the  land- 

°°'^'     lord  to  keep  in  his  own  hands  the  responsibility  for  that  part 

^'"^*'   ,^   and  only  that  part  of  the  property  which  he  can  look  after 
enables  the  •'  '^  ii^ii-i  •  i.- 

landlord  to  with  but  little  trouble  to  himself,  and  httle  vexation  to  his 

p^of  the  tenant ;  and  the  investment  of  which,  though  requiring  both 

wSchhr  enterprise  and  judgment,  does  not  demand  constant  super- 

eMu'^and   vision  of  minor  details.     His  part  consists  of  land,  buildings 

effectively   and  permanent  improvements,  and  averages  in  England  five 

responra-     ^^^^^  ^^^^  which  the  farmer  has  to  supply  himself;  and  he 

is  willing  to  supply  his  part  in  the  enterprise  with  this 

great  capital  at  a  net  rent  which  seldom  gives  interest  at 

as  much  as  three  per  cent,  on  its  cost.     There  is  no  other 

business  in  which  a  man  can  borrow  what  capital  he  wants 

at  so  low  a  rate,  or  can  often  borrow  so  large  a  part  of  his 

capital  at  any  rate  at  all.     The  metayer  indeed  may  be  said 

to  borrow  an  even  larger  share,  but  at  a  much  higher  rate*. 

and  it  gives        The  second  merit  of  the  English  system,  which  partly 

consider-  .       °  i       i       ji      j  -j 

able  free-  foUows  from  the  first,  IS  that  it  gives  the  landlord  consider- 
forcesot  able  freedom  in  the  selection  of  an  able  and  responsible 
selection.  ^gjja^jj|.  g^  f^p  g^  the  management  of  land,  as  opposed  to 
its  ownership,  goes,  the  accident  of  birth  counts  for  less  in 
England  than  in  any  other  country  of  Europe.  But  we  have 
already  seen  that  even  in  modem  England  the  accident  of 
birth  counts  for  a  good  deal  in  the  access  to  posts  of  com- 
mand in  all  kinds  of  business,  to  the  learned  professions  and 
even  to  skilled  manual  trades.  And  it  counts  for  somewhat 
more  in  English  agriculture.  For  the  good  and  bad  qualities 
of  landlords  combine  to  prevent  their  selecting  tenants  on 
strictly  commercial  principles.  They  seldom  go  far  afield 
for  a  new  tenant :  and  until  quite  recently,  they  have  seldom 
given  facilities  for  an  able  working  man,  similar  in  character 
to  the  American  farmer,  to  make  a  start  on  a  small  farm 
which  he  can  cultivate  with  his  own  hands  and  those  of  his 
family  and  a  few  hired  men. 

fruit  and  other  light  branches  of  production  for  which  her  snperb  climate  is 
well  suited. 

1  For  long  periods  the  landlord  may  be  regarded  as  an  active  i>artner  and  the 
predominant  partner  in  the  bosiness :  for  short  periods  his  place  is  rather  that  of 
the  sleeping  partner.  On  the  part  played  by  his  enterprise  compare  the  Dnke  of 
Argyle's  Utueen  Fowndationa  of  Society,  especially  p.  374. 
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§  7.     The  number  of  people  who  have  the  opportunity    bookvi. 
of  making  a  step  forward  in  the  arts  of  agricurlture  is  very        " 
great.     And  since  the  different  branches  of  agriculture  differ  ^JJ^|^' 
from  one  another  in  general  character  less  than  do  those  of  agneoitnre 
manufacture,  it  might  have  been  expected  that  new  ideas  in  slowly, 
it  would  have  followed  one  another  quickly  and  have  been 
speedily  diffused.    But  on  the  contrary  progress  has  been  slow. 
For  the  most  enterprising  agriculturists  drift  towards  the 
town ;  those  who  stay  behind  live  more  or  less  isolated  lives ; 
and,  as  a  result  of  natural  selection  and  education,  their 
minds  have  always  been  more  staid  than  those  of  townsmen, 
and  less  ready  to  suggest  or  even  to  follow  new  paths.     And 
further,  though  a  manufacturer  is  nearly  always  safe  in  copying 
a  plan  that  has  worked  well  with  his  neighbour  in  the  same 
trade,  a  farmer  is  not :  for  every  farm  has  slight  peculiarities 
of  its  own,  so  that  the  blind  adoption  of  a  plan,  that  has 
worked  well  close  by,  is  likely  to  fail ;  and  its  failure  encour- 
ages others  in  the  belief  that  old  and  tried  ways  are  the  best. 

Again,  the  variety  in  agricultural  detail  makes  the  proper  The  diffi- 
keeping  of  farming  accounts  very  diflScult.    There  are  so  many  kee^g 
joint  products  and  so  many  bye  products,  so  many  complex  f""^ 
and  shifting  relations  of  debtor  and  creditor  between  the  accounts, 
several  crops  and  methods  of  feeding,  that  an  ordinary  farmer, 
even  if  he  were  as  fond  of  accounts  as  he  is  in  fact  averse  to 
them,  would  have  great  diflBculty  in  ascertaining,  otherwise 
than  by  a  semi-instinctive  guess,  what  is  the  price  that  will 
just  pay  him  to  raise  a  certain  amount  of  extra  produce.    He 
may  know  its  prime  cost  with  fair  certainty,  but  he  seldom 
knows  its  true  total  cost ;  and  this  increases  the  difficulty  of 
reading  quickly  the  teachings  of  experience  and  making  pro- 
gress by  their  aid^. 

1  The  difficnltj  is  even  greater  in  small  holdings.  For  the  capitalist  fanner 
does  at  all  events  measure  the  prime  cost  in  terms  of  money.  Bnt  the  colti- 
vator  working  with  his  own  hands  often  puts  into  his  land  as  mnch  work  as 
he  feels  able  to  do,  without  estimating  carefully  its  money  value  in  relation 
to  its  product. 

Although  peasant  proprietors  resemble  the  heads  of  other  small  businesses  in 
their  willingness  to  work  harder  than  those  whom  they  hire  and  for  less  reward ; 
yet  they  differ  from  the  small  masters  in  manufacture  in  this,  that  they  often  do 
not  hire  extra  laboor  even  when  it  would  pay  them  well  to  do  so.  If  all  that  they 
and  their  family  can  do  for  their  land  is  less  than  enough  for  it,  it  is  generally 
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BooKTi.  And  there  is  another  difference  between  the  mode  of 

"  action  of  competition  in  agriculture  and  in  manufactui'e.  If 
i!bmtT"on  °'^®  manufacturer  is  unenterprising,  others  may  be  able  to 
the  part  of  step  into  the  opening  which  he  leaves  vacant :  but  when  one 
taker  is  not  landowner  does  not  develop  the  resources  of  his  land  in  the 
sat^by  bsst  way,  others  cannot  make  up  for  the  deficiency  without 
abmty  on  calling  into  play  the  law  of  diminishing  return ;  so  that  his 
the  part  of  want  of  wisdom  and  enterprise  makes  the  marginal  supply 

others,  as  .  ,.,,.,  •,  •  iiiTi-iI 

it  is  in       price  a  little  higher  than  it  otherwise  would  be.     it  is  now- 
fac^es.     ever  true  that  the  difference  between  the  two  cases  is  only 
one  of  degree ;  since  the  growth  of  any  branch  of  manufac- 
tures may  be  retarded  perceptibly  by  any  falling-off  in  the 
ability  and  enterprise  of  the  leading  firms  engaged  in  it. 
The  chief  agricultural  improvements  have  been  made  by 
landlords  who  have  themselves  been  townsmen  or  at  least 
have  associated  a  good  deal  with  townsmen,  and  by  manu- 
facturers in  trades  subsidiary  to  agriculture  ^ 
Man's  part        §  8.     Though  nature  yields  generally  a  less  than  propor- 
OTltSe       tionate  return  to  an  increased  amount  of  labour  of  a  given 
totti"™'    efficiency;  man's  part  conforms  generally  to  the  law  of  in- 
law of        creasing  return,  (i.e.,  it  increases  in  aggregate  efficiency  more 

increasing      ,  .  .  ,  ,  -  is-  •      ij 

return.  than  m  proportion  to  the  number  of  workers),  in  agriculture 
as  well  as  in  manufacture*.  But  yet  the  economies  of 
production  on  a  large  scale  are  not  quite  similar  in  the 
two  cases. 

Agricuitnre        Firstly,  agriculture  must  be  spread  over  the  broad  land : 

cannot  be  j  '     o  r 

a  localized  raw  material  can  be  brought  to  the  manufacturer  for  him 
highly  to  work  on ;  but  the  agriculturist  must  seek  his  work, 
mtastry;    -A-gain,  the  workers  on  the  land  must  adapt  their  work  to 

nnder-cnltivated:  if  more,  it  is  often  cnltiTated  beyond  the  remnneratiTe  limit. 
It  is  a  common  role  that  those  who  give  the  time  which  is  free  from  their 
main  occupation  to  some  other  industry,  often  regard  their  earnings  in  this  last, 
however  low,  as  an  extra  gain ;  and  they  sometimes  even  work  below  what  would 
be  a  starvation  wage  to  those  who  depend  on  that  industry  for  support.  This  is 
especially  true  when  the  side-industry  is  that  of  cnltivating,  partly  for  the  pleasure 
of  doing  it,  a  small  plot  of  land  with  imperfect  appliances. 

1  Mr  E.  Frothero  {English  Farming,  Ch.  vi.)  gives  some  instances  of  pro- 
longed resistance  to  changes,  and  adds  that  an  Act  had  to  be  passed  in  England 
as  late  as  1634  "agaynst  plowynge  by  the  taile." 

'  See  Book  iv.  Ch.  xm.  especially  p.  397 ;  also  Book  iv.  Ch.  m.  §§  6,  6 ;  also 
the  last  paragraph  of  the  note  on  p.  604. 
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the  seasons,  and  can  seldom  confine  themselves  entirely  to    bookvi. 
one  class  of  work;  and   in  consequence  agriculture,  even      — i— 
under  the  English  system,  cannot  move  fast  in  the  direction 
of  the  methods  of  manufacture. 

But  yet  there  are  considerable  forces  tending  to  push  it  bnt  there 
in  that  direction.     The  progress  of  invention  is  constantly  tending  to 
increasing  the  number  of  serviceable,  but  expensive  machines,  ™a7|g'jjj^' 
for  most  of  which  a  small  farmer  can  find  employment  during  methods 

*      •'  ^^  of  mana- 

only  a  very  short  time.   He  may  hire  some  of  them;  but  there  factnre. 
are  many  the  use  of  which  he  can  get  only  by  co-operation 
with  his  neighbours ;  and  the  uncertainties  of  the  weather 
prevent  this  plan  from  working  very  smoothly  in  practice  \ 

Again,  the  farmer  must  go  beyond  the  results  of  his  own  it  reqnires 
and  his  father's  experience  in  order  to  keep  abreast  of  the  HtaSiUy 
changes  of  the  day.     He  should  be  able  to  follow  the  move-  ^^^^^^ 
ments  of  agricultural  science  and  practice  closely  enough  to  »"*  tJ^ 

.  ,  ...  <f  a  increases 

see  their  chief  practical  applications  to  his  own  farm.     To  do  the  econo- 
all  this  properly  requires  a  trained  and  versatile  mind;  and  a  got  by 
farmer  who  has  these  qualities  could  find  time  to  direct  the  ™^^ed 
general  course  of  the  management  of  several  hundred,  or  methods  of 

*^  "  ^  manage' 

even  of  several  thousand  acres ;  and  the  mere  superintendence  ment. 
of  his  men's  work  in  matters  of  detail  is  not  a  task  fitting  for 
him.  The  work  which  he  ought  to  do  is  as  difficult  as  that  of 
a  large  manufacturer;  and  he  would  never  dream  of  spending 
his  own  strength  on  minute  supervision  which  he  can  easily 
hire  subordinates  to  do.  A  farmer  who  can  do  this  higher 
work,  must  be  wasting  his  strength  on  work  that  is  beneath 
him,  unless  he  employs  many  gangs  of  workmen  each  of  them 
under  a  responsible  foreman.  But  there  are  not  many  farms 
which  give  scope  for  this,  and  there  is  therefore  very  little 
inducement  for  really  able  men  to  enter  the  business  of 
farming ;  the  best  enterprise  and  ability  of  the  country  gene- 
rally avoid  agriculture  and  go  to  trades  in  which  there  is 

1  Horse-power  is  dearer  relatively  to  both  steam-power  and  hand-power 
in  England  than  in  most  other  conntries.  England  has  taken  the  lead  in  the 
improvement  of  field  steam  machinery,  and  America  in  that  of  horse  machinery 
and  hand  implements.  The  cheapness  of  horse-power  tells  generally  on  the  side 
of  moderate  sized  farms  verms  very  small  ones ;  bnt  the  cheapness  of  steam-power 
tells  on  the  side  of  very  large  farms,  except  in  so  far  as  the  nse  of  field  steam 
machinery  can  be  hired  economically  and  at  convenient  times. 

M.  47 
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BOOK  71.   room  for  a  man  of  first-rate  ability  to  do  nothing  but  high 

— 1-'     class  work,  to  do  a  great  deal  of  it,  and  therefore  to  get  high 

earnings  of  management^. 

Another  If  it  be  assumed,  as  is  the  modern  fashion,  that  the 

^to'is"'    farmer  is   not  to  work  habitually  with   his   men  and    to 

^^g°*       encourage  them   by  his  presence,   it  seems  best    for  the 

f^'^^  .       economy  of  production  that   fai-ms  should  be  as  large  as 

the  work  of  is  practicable  imder  the  existing  condition  of  land  tenure ; 

farmer  and  SO  Bs  to  give  room  for  the  use  of  highly  specialized  ma- 

teke'l'ome  chines  and  for  the  exercise  of  great  ability  on   the  part 

^'""*-        of  the  farmer.     But  if  a  farm  is  not  very  large,  and  if,  as 

is  often  the  case,  the  farmer  has  no  greater  ability  and 

activity  of  mind  than  is  commonly  to  be  found  among  the 

better  class  of  working  foremen  in  manufactures,  then  it 

would  be  best  for  others,  and  in  the  long  run  for  himself,  that 

he  should  return  to  the  old  plan  of  working  among  his  men. 

Perhaps  also  his  wife  might  return  to  some  of  those  lighter 

tasks  in  and  near  the  farmhouse  which  tradition  ascribes  to 

her.     They  require  discretion  and  judgment,  they  are  not 

inconsistent  with  education  and  culture ;  and  combined  with 

it  they  would  raise  and  not  lower  the  tone  of  her  life,  and 

her  real  claims  to  a  good  social  position.     There  is  some 

reason  for  thinking  that  the  stem  action  of  the  principle 

of  natural  selection  is  now  displacing  those  farmers,  who  have 

not  the  faculty  to  do  difficult  head-work,  and  yet  decline  to 

do  hand-work.    Their  places  are  being  taken  by  men  of  more 

I  The  experiment  of  working  farms  on  a  very  large  scale  is  difficnlt  and 
expensive,  because  it  reqoires  farm  bnildings  and  means  of  commmiication 
specially  adapted  to  it ;  and  it  may  have  to  overcome  a  good  deal  of  resistance 
from  custom  and  sentiment  not  altogether  of  an  unhealthy  kind.  The  risk 
also  would  be  great;  for  in  such  cases  those  who  pioneer  often  fail,  though  their 
route  when  well  trodden  may  be  found  to  be  the  easiest  and  best. 

Our  knowledge  on  many  disputed  points  would  be  much  increased  and  valuable 
guidance  gained  for  the  future  if  some  private  persons,  or  joint-stock  companies, 
or  co-operative  associations,  would  make  a  few  careful  experiments  of  what  have 
been  called  "Factory  farms."  On  this  plan  there  would  be  a  central  set  of 
bnildings  (there  might  be  more  than  one)  from  which  roads  and  even  light 
tramways  extended  in  all  directions.  In  these  buildings  the  recognized  principles 
of  factory  management  would  be  applied,  machineiy  would  be  specialized  and 
economized,  waste  of  material  would  be  avoided,  bye  products  would  be  utilized, 
and  above  all  the  best  skill  and  managing  power  would  be  employed,  but  only  for 
its  proper  work. 
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than  average  natural  ability  who,  with  the  help  of  modem    bookvi. 
education,   are  rising  from  the  ranks  of  labourers;    who        ' 
are  quite  able  to  manage  the  ordinary  routine  work  of  a 
model  farm ;  and  who  are  giving  to  it  a  new  life  and  spirit 
by  calling  their  men  to  come  and  work,  instead  of  telling 
them  to  go  and  work.     Very  large  farms  being  left  out  of 
view,  it  is  with  rather  small  farms  worked  on  these  principles 
that  the  immediate  future  of  English  agriculture  seems  to 
lie.     Very  small   holdings  however  have  great  advantages  Verj;  small 
wherever  so  much  care  has  to  be  given  to  individual  plants,    °     ^' 
that  machinery  is  out  of  place ;  and  there  is  reason  for  hoping 
that  they  will  continue  to  hold  their  own  in  raising  vegeta- 
bles, flowers  and  fruit. 

§  9.     We  may  next  consider  how  far  landlords  will  in  The  gross 
their  own  interest  adjust  the  size  of  holdings  to  the  real  small 
needs  of  the  people.     Small  holdings  often  require  more  ex-  ^^^ 
pensive   buildings,   roads   and   fences,   and   involve   greater  ^}s^  ^f^- 
trouble  and  incidental  expenses  of  management  to  the  land-  their  acre- 
lord  in  proportion  to  their  acreage  than  do  large  holdings ;  °  *' 
and   while   a    large   farmer   who   has   some   rich    land   can 
turn   poor  soils   to  good  account,  small   holdings  will   not 
flourish  generally  except  on  good  soil'.     Their  gross  rental 
per  acre  must  therefore  always  be  at  a  higher  rate  than  that 
of  large  farms.     But  it  is  contended  that,  especially  when 
land  is  heavily  burdened  by  settlements,  landlords  are  un- 
willing to  incur  the  expense  of  subdividing  farms,  unless 
they  see  their  way  to  rents  for  small  holdings  that  will  give 
them,  in  addition  to  high   profits  on  their  outlay,  a  heavy  But  it  is 
insurance  fund  against  the  chance  of  having  to  throw  the  at  a 
holdings  together  again ;  and  that  the  rental  for  small  hold-  ^^"'^ 
ings,  and  especially  for  those  of  only  a  few  acres,  is  extrava- 
gantly high  in  many  parts  of  the  country.     Sometimes  the 
prejudices  of  the  landlord   and   his   desire  for  undisputed 

1  The  interpretation  of  this  term  varies  with  local  conditions  and  individoal 
wants.  On  permanent  pasture  land  near  a  town  or  an  indastrial  district  the 
advantages  of  small  holdings  are  perhaps  at  their  maximmn,  and  the  disad- 
vantages at  their  minimmn.  If  the  land  is  arable,  it  mnst  not  be  light,  bnt 
strong,  and  the  richer  the  better ;  and  this  is  especially  the  case  with  holdings 
80  small  as  to  make  much  nse  of  the  spade.  If  the  land  is  hilly  and  broken 
the  small  cultivator  loses  bnt  little  from  his  want  of  command  of  machinery. 

47—2 
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BOOK  VI.    authority  make  him  positively  refuse  to  sell  or  let  land  to 
"        persons  who  are  not  in  harmony  with  him  on  social,  political 
or  religious  questions ;  but  it  seems  certain  that  evils  of  this 
kind  have  always  been  confined  to  a  few  districts,  and  that 
they  are  rapidly  diminishing, 
and  that  is        But  they  rightly  attract  much  attention.     For  there  is  a 
the  pSc°  public  need  in  every  district  for  small  holdings,  as  well  as 
interest,     large;  for  allotments  and  large  gardens;  and  generally  for 
holdings  so  small  that  they  can  be  worked  by  people  who 
have  some  other  occupation'. 
There  And  lastly  though  peasant  proprietorahip,  as  a  system,  is 

i^°MUi^ai  unsuited  to  the  economic  conditions  of  England,  to  her  soil, 
hindrances  j^gj.  climate,  and  the  temper  of  her  people,  yet  there  are  a 
ants'  pro-  few  peasant  proprietors  in  England  who  are  perfectly  happy 
in  this  condition ;  and  there  are  a  few  others  who  would  buy 
small  plots  of  land  and  would  live  happily  on  them,  if  they 
could  get  just  what  they  wanted  where  they  wanted  it. 
Their  temper  is  such  that  they  do  not  mind  working  hard 
and  Uving  sparely,  provided  they  need  call  no  one  master; 
they  love  quiet  and  dislike  excitement ;  and  they  have  a 
great  capacity  for  growing  fond  of  land.  Reasonable  oppor- 
tunity should  be  given  to  such  people  to  invest  their  savings 
in  small  plots  of  land,  on  which  they  may  raise  suitable 
crops  with  their  own  hands;  and  at  the  very  least  the 
present  grievous  legal  charges  on  the  transfer  of  small  plots 
should  be  diminished'. 
Co-opera-  Co-operation  might  seem  likely  to  flourish  in  agriculture 

1  They  increase  the  nnmber  of  people  who  are  working  in  the  open  air  with 
their  heads  and  their  hands :  they  give  to  the  agricoltoral  labonrer  a  stepping-stone 
upwards,  prevent  him  from  being  compelled  to  leave  agricnltnre  to  find  some 
scope  for  his  ambition,  and  thus  check  the  great  evil  of  the  continued  flow  of  the 
ablest  and  bravest  farm  lads  to  the  towns.  They  break  the  monotony  of  existence, 
they  give  a  healthy  change  from  indoor  life,  they  offer  scope  for  variety  of 
character  and  for  the  play  of  fancy  and  imagination  in  the  arrangement  of 
individual  life;  they  afford  a  connter  attraction  to  the  grosser  and  baser 
pleasures ;  they  often  enable  a  family  to  hold  together  that  would  otherwise  have 
to  separate ;  under  favourable  conditions  they  improve  considerably  the  material 
condition  of  the  worker ;  and  they  diminish  the  fretting  as  weU  as  the  positive 
loss  caused  by  the  inevitable  interruptions  of  their  ordinary  work. 

'  In  1885  the  nnmber  of  the  holdings  between  one  and  five  acres  in  England 
was  a  quarter  of  the  whole  number  of  holdings :  and  since  then  they  have  rapidly 
increased. 
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and  to  combine  the  economies  of  production  on  a  large  scale    book  vi. 
with  many  of  the  joys  and  the  social  gains  of  small  pro-        " 
perties.     But  it  requires  habits  of  mutual  trust  and  con-  ^„°5ieg 
fidence ;  and  unfortunately  the  bravest  and  the  boldest,  and  on*  also 
therefore  the  most  trustful,  of  the  countrymen  have  always  cnities  in 
moved  to  the  towns,  and  agriculturists  are  a  suspicious  race.  ^^ 
Co-operative  movements  in  agriculture  therefore  must  needs 
be  very  cautious,  until  the  way  has  been  well  prepared  for 
them  by  the  less  ambitious  but  safer  system  of  profit-sharing. 

As  co-operation  might  combine  more  of  the  advantages 
of  all  systems  of  tenure,  so  the  cottier  system  of  Ireland  often 
combined  the  disadvantages  of  all ;  but  its  worst  evils  and 
their  causes  are  rapidly  disappearing,  and  the  economic 
elements  of  the  problem  are  just  now  overshadowed  by  the 
political.     We  must  therefore  pass  it  by\ 

§  10.     The  failures  of  the  English  system  of  land  tenure  The 
in  Ireland  have  brought  into  clear  relief  diflBculties  which  sy^em  of 
are  inherent  in  it,  but  which  have  been  kept  in  the  back-  tennre  w 
ground  in  England  by  the  conformity  of  the  system  to  the  ti^e,  but 
business  habits  and  the  character  of  the  people.     The  chief  tion  does 
of  these  difiBculties  arise  from  the  fact  that  while  the  system  Msi^in 
is  competitive  in  its  essence,  the  conditions  of  agriculture  ^*^'^" 
even  in  England  offer  a  strong  resistance  to  the  full  action 
of  free  competition.     To  begin  with,  there  are  special  dif- 
ficulties in  ascertaining  the  facts  on  which  that  action  must 
be  based.     We  have  just  noticed  the  difficulty  of  keeping  DifficuKy 
exact   farming  accounts :   to  this   must    be  added   that  a  what^are  ^ 

1  The  Bicardian  theory  of  rent  onght  not  to  bear  the  greater  part  of  the 
blame  that  has  been  commonly  thrown  on  it,  for  those  mistakes  which  Bnglish 
legislators  made  during  the  first  half  of  this  century  in  trying  to  force  the 
English  system  of  land  tenure  on  India  and  Ireland.  The  theory  concerns 
itself  with  the  causes  that  determine  the  amount  of  the  Producer's  surplus 
from  land  at  any  time;  and  no  great  harm  was  done  when  this  surplus  was 
regarded  as  the  landlord's  share,  in  a  treatise  written  for  the  use  of  English- 
men in  England.  It  was  an  error  in  jurisprudence  and  not  in  economics  that 
caused  our  legislators  to  ofFer  to  the  Bengal  tax-collector  and  Irish  landlord 
facilities  for  taking  to  themselves  the  whole  property  of  a  cultivating  firm, 
which  consisted  of  tenant  and  landlord  in  the  case  of  Ireland,  and  in  the  case 
of  Bengal,  of  the  Government  and  tenants  of  various  grades;  for  the  tax-collector 
was  in  most  cases  not  a  true  member  of  the  firm,  but  only  one  of  its  servants. 
But  wiser  and  juster  notions  are  prevailing  now  in  the  Government  of  India  as 
well  as  of  Ireland. 
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BooKTi.    farmer's  calculations  as  to  the  rent  which  it  is  worth  his 
"        while  to  undertake  to  pay,  are  further  hampered  by  the  diffi- 
pricesand  ^ulty  of  deciding  what  is  a.  normal  harvest  and  a  normal  level 
harrests.    of  prices.     For  good  and  bad  seasons  come  so  much  in  cycles 
that  many  years  are  required  to  aflford  a  trustworthy  average 
of  them':  and  in  those  many  years  the  industrial  environ- 
ment is  likely  to  have  changed  much ;  the  local  demand,  the 
facilities  for  selling  his  own  produce  in  distant  markets  and 
those  which  assist  competitors  from  a  distance  to  sell  their 
produce  in  his  local  markets  may  all  have  changed. 
Difficnity  The  landlord  in  determining  what  rent  to  accept  is  met 

from°iooai  by  this  difficulty  and  also  by  another,  arising  out  of  variations 
^the'°°^  in  the  standards  of  ability  among  farmers  in  different  parts 
no'S^^"^  of  the  country.  The  Producer's  Surplus,  or  English  rent,  of 
farming      a  farm  is  that  excess  which  its  produce  yields  over  its  ex- 

skill  and 

enterprise,  penses  of  cultivation,  including  normal  profits  to  the  farmer ; 
it  being  assumed  that  that  farmer's  ability  and  enterprise 
are  such  as  are  normal  for  farms  of  that  class  in  that  place. 
The  difficulty  in  view  is  to  decide  whether  these  last  words 
are  to  be  interpreted  broadly  or  narrowly. 
Ethicaiand        It   is  clear   that  if  a  farmer  falls  below  the  standard 
elements     of  abiHty  of  his  own  district,  if  his  only  forte  is  in  driving 
cfosei"*     hard  bargains,  if  his  gross  produce  is  small   and   his  net 
mtogied      produce   even   smaller   in  proportion;   in  such   a  case   the 
landlord   acts   in   the  interest  of  all  when  he   hands  over 
the  farm  to  a  more  competent  tenant,  who  will  pay  better 
wages,  obtain  a  much  higher  net  produce  and  pay  a  some- 
what higher  rent.      On  the   other  hand,  when   the   local 
standard  of  normal  ability  and  enterprise  is  low,  it  is  not 
clearly  right  from  an  ethical  point  of  view,  nor  is  it  clearly 
in  the  business  interests  of  the  landlord  in  the  long  run,  that 
he  should  endeavour  to  take  to  himself  a  greater  rent  than 
can  be  paid  by  a  farmer  who  reaches  that  standard ;  even 
though  it  could  be  obtained  by  importing  a  farmer  from 
another  district  in  which  the  standard  is  higher''. 

1  Compare  Tooke  and  Newmarch,  Eiatory  of  Prices,  Vol.  vi.  App.  m. 

9  DifSculties  of  this  kind  are  practically  solved  by  compromises  which  experience 
has  justified,  and  which  are  in  accordance  with  the  scientific  interpretation 
of  the  term  "normal."    If  a  local  tenant  showed  extraordinary  ability,  the 
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Closely  related  to  this  question  is  one  as  to  the  freedom    book  vi. 

the  tenant  should  have  to  develop  the  natural  capabilities  of        ' 

his  land  at  his  own  risk,  with  the  understanding  that  if  he  is  ^^j-g 

successful  he  is  to  retain  something  more  than  mere  normal  freedom  to 

rn      <•  •  ■  make  and 

profits  on  ms  enterprise.     So  far  as  mmor  improvements  go,  reap  the 

this  diflSculty  is  in  a  great  measure  met  by  long  leases,  i^rove- 
These  have  done  much  for  Scotland :   but  they  have  dis-  ■"*"*'■ 
advantages  of  their  own'. 

Custom,  and,  within  recent  years,  legislation,  have  given 
the  English  tenant  claims  for  compensation  for  improve- 
ments made  by  him  which  do  not  alter  the  character  of  his 
holding,  and  the  fruits  of  which  come  in  quickly.  But  he 
cannot  claim  the  compensation  till  he  quits  his  tenancy: 
and  it  is  theoretically  possible  for  a  hard  landlord  to  exact 
more  than  a  fair  rent  from  an  improving  farmer  who  has  an 
affection  for  his  ancestral  home.    Such  cases  are  however  rare^. 

landlord  would  be  thooght  grasping  who,  by  threatening  to  import  a  stranger, 
tried  to  extort  a  higher  rent  than  the  normal  local  farmer  could  make  the 
land  pay.  On  the  other  hand,  a  farm  being  once  vacant,  the  landlord  would 
be  thought  to  act  reasonably  if  he  imported  a  stranger  who  would  set  a  good 
model  to  the  district,  and  who  shared  about  equally  with  the  landlord  the  extra 
net  surplus  due  to  his  ability  and  skill,  which,  though  not  strictly  speaking 
exceptional,  were  yet  above  the  local  standard.  Compare  the  action  of  Settlement 
Officers  in  India  with  regard  to  equally  good  land  cultivated  by  energetic  and 
unenergetic  races,  noticed  in  the  foot-note  on  p.  727. 

1  The  chief  of  these  is  that  a  great  change  in  the  Industrial  Environment  in  its 
broader  sense,  if  favourable  to  the  land,  may  enrich  the  leaseholder  without  any 
merit  of  his  own ;  and  if  unfavourable,  may  break  him  in  spite  of  his  best  efforts. 
The  opening  up  of  the  wheat  fields  of  the  North-West  of  America  struck  some 
Scotch  farmers  with  long  leases  almost  as  heavily  as  it  did  many  peasant 
proprietors  in  the  West  of  Europe.  As  Sir  James  Caurd  points  out  (Landed 
Interest,  Ch.  xi.)  the  Earl  of  Leicester's  plan  of  allowing  the  tenant  proper 
freedom  of  cropping,  till  the  last  four  years  of  his  lease,  would  remove  many  other 
evils  that  have  attached  to,  but  are  not  inherent  in  the  system. 

2  The  Agricultural  Holdings  Act  of  1881  enforces  customs  which  Mr  Pusey's 
committee  eulogized,  but  did  not  propose  to  enforce.  Many  improvements  are 
made  partly  at  the  expense  of  the  landlord  and  partly  at  that  of  the  tenant, 
the  former  supplying  the  materials,  and  the  latter  the  labour.  In  other  cases 
it  is  best  that  the  landlord  should  be  the  real  undertaker  of  the  improvements, 
bearing  the  whole  expense  and  risk,  and  realizing  the  whole  gain.  Partly  for  the 
sake  of  simplicity  in  working,  the  law  provides  that  compensation  for  permanent 
improvements  can  be  claimed  only  if  they  have  been  made  vrith  the  consent  of  the 
landlord.  But  Prof.  Nicholson  argues  with  great  force  (TVnorrf'sffainTiofioniKorrf'g 
Loss,  Ch.  X.)  that  the  tenant  should  be  allowed  to  claim  for  all  improvements 
necessary  for  good  husbandry,  after  giving  the  landlord  notice  and  time  to  make 
them  himself,  provided  only  they  do  not  alter  the  character  of  the  holding.  New 
light  on  all  these  questions  is  to  be  expected  from  the  Beport  of  the  Boyal 
Commission  on  Agriculture. 
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1-1_'  public  interests  with  regard  to  open  spaces  in  towns.  Wake- 
hehreen  ^®^^  ^^^  *^®  American  economists  have  taught  us  how  a 
public  tmd  sparsely  inhabited  new  district  is  enriched  by  the  advent 

private  in-      '^  •'  ,      •' 

terests  in  of  every  new  settler.  The  converse  truth  is  that  a  closely 
of  building  peopled  district  is  impoverished  by  every  one  who  adds  a 
^aces"  ^^^  building  or  raises  an  old  one  higher.  The  want  of  air 
and  light,  of  peaceful  repose  out-of-doors  for  all  ages  and  of 
healthy  play  for  children,  exhausts  the  energies  of  the  best 
blood  of  England  which  is  constantly  flowing  towards  our 
large  towns.  By  allowing  vacant  spaces  to  be  built  on 
recklessly  we  are  committing  a  great  blunder  from  a  busi- 
ness point  of  view,  since  for  the  sake  of  a  little  material 
wealth  we  are  wasting  those  energies  which  are  the  factors 
of  production  of  all  wealth ;  and  we  are  sacrificing  those 
ends  towards  which  material  wealth  is  only  a  means.  It  is 
a  difficult  question  to  decide  how  far  the  expense  of  clearing 
open  spaces  in  land  already  built  on  should  fall  on  the 
neighbouring  owners ;  but  it  seems  right  that  for  the  future 
every  new  building  erected,  save  in  the  open  country,  should 
be  required  to  contribute  in  money  or  in  kind  towards  the 
expenses  of  open  places  in  its  neighbourhoods 
and  in  We   are  however  trenching  on  those  general  relations 

matters,  between  collective  and  private  interests,  which  we  shall 
have  to  study  carefully  at  a  later  stage.  We  shall  then 
have  to  face  several  ethico-economic  problems  as  to  the 
limits  of  perpetual  private  rights  in  land  "  from  the  centre 
of  the  earth  to  the  sky  above  it;"  we  shall  have  to  enter  on 
such  questions  as  whether  the  interests  of  the  mine-owner 
make  him  sufficiently  carefal  of  Nature's  stored-up  treasures, 
especially  when  they  occur  in  poor  seams;  and  again 
whether  there  is  a  balance  of  public  advantage  in  allowing 
the  shopkeeper  in  a  town  who  has  given  a  special  value  to 
his  premises  by  the  ability  with  which  he  has  done  business 
in  them,  a  similar  claim  to  compensation  for  disturbance 
to  that  which  has  been  recognized  in  the  case  of  the  im- 
proving, agricultural  tenant. 

'  It  must  be  borne  in  mind  that  a  special  tax  on  new  building  land  would 
however  tend  to  give  something  of  a  monopoly  value  to  the  land  already  built  on, 
and  thus  raise  ground-rents  of  existing  buildings. 
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GENERAL   VIEW   OF   DISTRIBUTION. 


§  1.     In  the  Summary  at  the  end  of  Book  V.  we  traced  a   book  ti. 
continuous  thread  running  through  and  connecting  the  appli-    °°'"' 
cations  of  the  general  theory  of  equilibrium  of  demand  and  P** 
supply  to  different  periods  of  time ;  from  those  so  short  that  given  in 
cost  of  production  could  exercise  no  direct  inSuence  on  value,  ch.  xiv 
to  those  so  long  that  the  supply  of  the  appliances  of  produc- 
tion could  be  fairly  well  adjusted  to  the  indirect  demand  for 
them,  which  is  "derived"  from  the  direct  demand  for  the 
commodities  which  they  produce. 

In  the   present   Book   we   have    been   concerned    with  is  con- 
another  thread  of  continuity ;  which  lies  transversely  to  the  the  present 
thread  connecting  different  periods  of  time,  and  connects  the  one  ?^ch^ 
various  agents  and  appliances  for  production,  material  and  J^^"  j 
human.     It  thus  establishes  a  fundamental  unity  between  continuity 

.«*..  T  ft*  I*  1  transverse 

them,  in  spite  or  their  important  diflerences  of  outward  to  the 

feature.  earlierone. 

There  is  a  general  correspondence  between   the  causes 
that  govern  the  supply  prices  of  material  and  of  personal 
capital:    the  motives  which  induce  a  man   to  accumulate 
personal  capital  in  his  son's  education,  are  similar  to  those 
which  control  his  accumulation  of  material  capital  for  his 
son.      There  is  a  continuous  transition  from  the  father  who  The  caoses 
works  and  waits  in  order  that  he  may  bequeath  to  his  son  a  mine  the 
rich  and  firmly-established  manufacturing  or  trading  business,  ^^y 
to  one  who  works  and  waits  in  order  to  support  his  son  while  prices  of 

, .      ,        ,  .  material 

he  IS  slowly  acquiring  a  thorough  medical  education,  and  and  per- 
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BOOK  VI.    ultimately  to  buy  for  him  a  lucrative  practice.     Again  there 

is  the  same  continuous  transition  from  him  to  one  who  works 

capital  are  ^^'^  waits  in  order  that  his  son  may  stay  long  at  school ;  and 
^SLar  ■     ™*y  afterwards  work  for  some  time  almost  without  pay  while 
general      learning  a  skilled  trade,  instead  of  being  forced  to  support 
himself  early  in  an  unskilled  occupation,  such  as  that  of  an 
errand-boy.     For  such  occupations,  because  they  lead  the 
way  to  no  future  advance,  sometimes  offer  comparatively 
high  wages  to  young  lads, 
in  spite  of         It  is  indeed  true  that  the  only  persons,  who,  as  society  is 
differences,  now  constituted,  are  very  likely  to  invest  much  in  developing 
the  personal  capital  of  a  youth's  abilities  are  his  parents :  and 
that  many  first-rate  abilities  go  for  ever  uncultivated  because 
no  one,  who  can  develop  them,  has  had  any  special  interest 
in  doing  so.      This  fact  is  very  important  practically,  for  its 
effects  are  cumulative.     But  it  does  not  give  rise  to  a  funda- 
mental difference  between  material  and  human  agents  of 
production :  for  it  is  analogous  to  the  fact  that  much  good 
land  is  poorly  cultivated  because  those  who  would  cultivate 
it  well  have  not  access  to  it. 

Again,  since  human  beings  grow  up  slowly  and  are  slowly 
worn  out,  and  parents  in  choosing  an  occupation  for  their 
children  must  as  a  rule  look  forward  a  whole  generation, 
changes  in  demand  take  a  longer  time  to  work  out  their  full 
effects  on  supply  in  the  case  of  human  agents  than  of  most 
kinds  of  material  appliances  for  production ;  and  a  specially 
"  long "  period  is  required  in  the  case  of  labour  to  give  full 
play  to  the  economic  forces  which  tend  to  bring  about  a 
normal  adjustment  between  demand  and  supply'. 

§  2.     That  part  of  a  man's  income  which  he  owes  to  the 


The 
income 


1  Comp.  Book  IV.  Ch.  v.  vi.  vn.  and  xn.j  and  Book  vr.  Ch.  rv.  v.  and  vn. 
To  repeat  another  statement  of  nearly  the  same  thing :  when  we  are  considering 
periods  of  moderate  length — say  of  a  few  years — ^the  average  earnings  of  skill  or 
ability  of  any  kind,  have  to  be  regarded  more  as  a  qnasi-rent  determined  by  the 
demand  for  their  services,  and  less  as  normal  profits  on  the  labour  and  waiting 
needed  for  the  acquirement  of  that  skill  or  ability,  than  is  the  case  with  regard  to 
snch  material  appliances  for  prodnctiou  as  are  quickly  made  and  quickly  worn 
ont.  Bat,  on  the  other  hand,  a  great  part  of  the  earnings  of  a  worker  are  the 
payment  reqtiired  to  induce  him  to  undergo  a  certain  strain  or  fatigue.  And  this 
may  be  regarded  as  the  prime  cost  of  his  labour,  while  the  remainder  is  the 
supplementary  cost  required  to  make  up  in  the  long  run  its  total  supply  price. 
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possession  of  extraordinary  natural  abilities  may  be  regarded   book  vi. 
by  him  as  analogous  to  the  rent  of  other  free  gifts  of  nature,      _1_' 
such  as  the  "  inherent "  properties  of  land.     But  in  reference  ^^^re 
to  normal  prices,  it  is  to  be  classed  rather  with  the  profits  "^Jjjf"^ 
derived  by  free  settlers  from  the  cultivation  of  new  land,  is  a  rent 
or  again  with  the  find  of  the  pearl-fisher.     The  plot  of  one  point  of 
settler  turns  out  better  and  that  of  another  worse  than  was  Sai^aoS* 
expected ;  the  good  find  of  one  dive  of  the  pearl-fisher  com-  J""' ""'  *•"■ 
pensates  for  many  others  that  are  fruitless:   and  the  high  poses  of  the 
income  which  one  barrister,  or  engineer,  or  trader  earns  by  normal 
his  natural  genius  has  to  be  counted  with  the  comparative  ™  "*' 
failures  of  many  others ;  they  perhaps  appeared  of  no  less 
promise  when  young,  and  they  received  as  costly  an  educa- 
tion and  start  in  life,  but  their  services  to  production  were 
less  than  his  in  proportion  to  their  cost. 

The  ablest  business  men  are  generally  those  who  get  the 
highest  profits,  and  at  the  same  time  do  their  work  most 
cheaply ;  and  it  would  be  as  wasteful  if  society  were  to  give 
their  work  to  inferior  people  who  would  undertake  to  do  it 
more  cheaply,  as  it  would  be  to  give  a  valuable  diamond  to 
be  cut  by  a  low  waged  but  unskilled  cutter.  And,  just  as 
the  wages  of  skilled  cutters  enter  into  the  normal  supply 
price  of  cut  diamonds,  so  the  earnings  of  management  of 
able  business  men  enter  into  the  normal  supply  price  of  the 
goods  which  they  provide'. 

§  3.     The  marginal  eflBciency  of  human  agents  of  produc-  Easiness 
tion  on  the  one  hand,  and  that  of  material  agents  on  the  t^*/g'  ^re 
other,  are  weighed  against  one  another  and  compared  with  JJ**  agents 
their  marginal  costs ;  and  each  tends  to  be  applied  as  far  as  means  the 
it  is  more  efiicient  than  the  other  in  proportion  to  its  cost,  stitution 
A  chief  function  of  business  undertakers  is  to  facilitate  the  ^^^t  one 
free  action  of  this  great  law  of  substitution.     Generally  to  ^°*?'®'^'ll® 

,,.,«?  .  .  .  services  of 

the  public  benefit,  but  sometimes  in  opposition  to  it,  they  the  dif- 
are  constantly  comparing  the  services  of  machinery,  and  of  industrial 
labour,  and  again  of  unskilled  and  skilled  labour,  and  of'*^"*^- 
extra  foremen  and  managers ;  they  are  constantly  devising 
and  experimenting  with  new  arrangements  which  involve 

I  Compare  Boot  v.  Ch.  ix.  §§  2,  3 ;  Book  ti.  Ch.  v.  §  7,  and  Ch.  Tin.  §  9. 
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BOOK  VI.  the  use  of  different  factors  of  production,  and  selecting  those 
"         most  profitable  to  themselves*. 

The  eflBciency  as  compared  with  the  cost  of  almost  every 
class  of  labour,  is  thus  continually  being  weighed  in  the 
balance   in    one   or   more   branches   of  production  against 
some  other  classes  of  labour :   and  each  of  these  in  its  turn 
against  others.      This  competition  is  primarily  "vertical:" 
it  is  a  struggle  for  the  field  of  employment  between  groups 
of  labour  belonging  to  different  grades,  but  engaged  in  the 
same  branch  of  production,  and  inclosed,  as  it  were,  between 
the  same  vertical  walls.     But  meanwhile  "  horizontal "  com- 
petition is  always  at  work,  and  by  simpler  methods :    for, 
firstly,  there  is  great  freedom  of  movement  of  adults  from 
one  business  to  another  within  each  trade ;   and  secondly, 
parents  can  generally  introduce  their  children  into  almost 
any  other  trade  of  the  same  grade  with  their  own  in  their 
neighbourhood.     By  means  of  this  combined  vertical  and 
horizontal  competition  there  is  an  effective  and  closely  ad- 
justed balance  of  payments  to  services  as  between  labour  in 
different  grades ;  in  spite  of  the  feet  that  the  labour  in  any 
one  grade  is  mostly  recruited  even  now  from  the  children  of 
those  in  the  same  grade'. 
TJie  action         The  working  of  the  law  of  substitution  is  thus  chiefly 
thongh       indirect.     "When  two  tanks  containing  fluid  are  joined  by  a 
round-       pip©,  the  fluid,  which  is  near  the  pipe  in  the  tank  with  the 
aWit  13      higher  level,  will  flow  into  the  other,  even  though  it  be  rather 
thorongh    viscous :   and  thus  the  general  levels  of  the  tanks  will  tend 

in  the  long  '  ° 

mn.  to  be  brought  together,  though  no  fluid  may  flow  from  the 

further  end  of  the  one  to  the  further  end  of  the  other; 
and  if  several  tanks  are  connected  by  pipes,  the  fluid  in  all 
will  tend  to  the  same  level,  though  some  tanks  have  no 
direct  connection  with  others.  And  similarly  the  law  of 
substitution  is  constantly  tending  by  indirect  routes  to 
apportion  earnings  to  efficiency  between  trades,  and  even 
between  grades,  which  are  not  directly  in  contact  with  one 
another,  and  which  appear  at  first  sight  to  have  no  way 
of  competing  with  one  another. 

1  Compare  Book  v.  Oh.  in.  §  3 ;  and  Book  ti.  Ch.  i.  §  2,  and  Gb.  vn.  §  2. 
a  Compare  Book  iv.  Ch.  vi.  §  7;  Book  vi.  Ch.  v.  §  2. 
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§  4.     There  is  no  breach  of  continuity  as  we  ascend  from    book  vi. 
the  unskilled  labourer  to  the  skilled,  thence  to  the  foreman,        "    ' 
to  the  head  of  a  department,  to  the  general  manager  of  a  large  ^®  ^"" 
business  paid  partly  by  a  share  of  the  profits,  to  the  junior  business 
partner,  and  lastly  to  the  head  partner  of  a  large  private  takers 
business :  and  in  a  joint-stock  company  there  is  even  some- 
what of  an  anti-climax  when  we  pass  from  the  directors  to 
the  ordinary  shareholders,  who  imdertake  the  chief  ultimate 
risks  of  the  business.     Nevertheless  business  undertakers  are 
to  a  certain  extent  a  class  apart. 

For  while  it  is  through  their  conscious  agency  that  the  makes  the 
law  of  substitution  chiefly  works  in  balancing  one  factor  of  the  law  of 
production  against  another ;   with  regard  to  them  it  has  no  tS)n  wito 
other  agency  than  the  indirect  influence  of  their  own  com-  ^^"^° 
petition.     So  it  works  blindly,  or  rather  wastefuUy ;  it  forces  discrimi- 
many  to  succumb  who  might  have  done   excellent  work  if  wasteful; 
they  had  been  favoured  at  first :  and,  in  conjunction  with  the 
law  of  increasing  return,  it  strengthens  those  who  are  strong, 
and  hands  over  the  businesses  of  the  weak  to  those  who  have 
already  obtained  a  partial  monopoly. 

But  on  the  other  hand  there  is  also  a  constant  increase 
in  the  forces  which  tend  to  break  up  old  monopolies,  and 
to  offer  to  men,  who  have  but  little  capital  of  their  own, 
openings  both  for  starting  new  businesses  and  for  rising  into 
posts  of  command  in  large  public  and  private  concerns ;  and 
these  forces  tend  to  put  business  ability  in  command  of  the 
capital  required  to  give  it  scope. 

On  the  whole  the  work  of  business  management  is  done  their  work 
cheaply — ^not  indeed  as  cheaply  as  it  may  be  in  the  future  done  more 
when  men's  collective  instincts,  their  sense  of  duty  and  their  hereafter 
public  spirit  are  more  fully  developed;  when  society  exerts ^"J^^'^ 
itself  more  to  develop  the  latent  faculties  of  those  who  are  society 
bom  in  a  humble  station  of  life,  to  diminish  the  secrecy  of  more  than 
business ;  and  when  the  more  wasteful  forms  of  speculation '  ""* '' 
and  of  competition  are  held  in  check.     But  yet  it  is  done  so 
cheaply  as  to  contribute  to  production  more  than  the  equi- 
valent of  its  pay.     For  the  business  undertaker,  like  the 
skilled  artisan,  renders  services  which  society  needs,  and 
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BOOK  VI.    which  it  would  probably  have  to  get  done  at  a  higher  cost 

— — '    if  he  were  not  there  to  do  them^. 

Contrasts  The  similarity  between  the  causes  that  determine  the 

between  ,  . 

flnctua-      normal  rewards  of  ordinary  ability  on  the  one  hand,  and 

cnrrent  of  business  power  in  command  of  capital  on  the  other,  does 
waS^s^"^^  not  extend  to  the  fluctuations  of  their  current  earnings. 
For  the  undertaker  stands  as  a  buffer  between  the  buyer 
of  goods  and  all  the  various  classes  of  labour  by  which  they 
are  made.  He  receives  the  whole  price  of  the  one  and  pays 
the  whole  price  of  the  others.  The  fluctuations  of  his  profits 
go  with  fluctuations  of  the  prices  of  the  things  he  sells,  and 
are  more  extensive :  while  those  of  the  wages  of  his  em- 
ployees come  later  and  are  less  extensive.  The  earnings  at 
any  particular  time  (or  the  quasi-rent)  of  his  capital  and 
ability  are  sometimes  large,  but  sometimes  also  a  negative 
quantity :  whereas  those  of  the  ability  of  his  employees  are 
never  very  large,  and  are  never  a  negative  quantity.  The 
wage-receiver  is  likely  to  suffer  much  when  out  of  work ;  but 
that  is  because  he  has  no  reserve,  not  because  he  is  a 
wage-receiver^ 


The  §  5.     Returning  to  the  point  of  view  of  the  second  chapter 

agSi°ts°of    ^^  *^^^  Book,  we  may  call  to  mind  the  double  relation  in 
prodnction  which  the  various  agents  of  production  stand  to  one  another, 
sole  source  On  the  one  hand  they  are  often  rivals  for  employment ;  any 
menTfor^    One  that  is  more  efficient  than  another  in  proportion  to  its 
another      ^"^^^  tending  to  be  substituted  for  it,  and  thus  limiting  the 
demand  price  for  the  other.     And  on  the  other  hand  they  all 
constitute  the  field  of  employment  for  each  other :  there  is  no 
field  of  employment  for  any  one,  except  in  so  far  as  it  is  pro- 
vided by  the  others :  the  national  dividend  which  is  the  joint 
product  of  all,  and  which  increases  with  the  supply  of  each 
of  them,  is  also  the  sole  source  of  demand  for  each  of  them. 

'  We  postpone  a  criticism  of  the  contention  of  the  socialists  that  it  wonld  be 
better  for  the  State  to  take  the  work  into  its  own  hands  and  hire  bnsinesB  managers 
to  coudnct  it ;  and  we  postpone  a  study  of  those  forms  of  specnlation  and  commercial 
competition  which  are  not  beneficial  to  society,  and  perhaps  are  even  harmful. 

2  Compare  Book  v.  Ch.  ii.  §  8  and  Book  vi.  Ch.  ry.  §  6  and  Ch.  vra.  §§  7—9. 
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Thus  an  increase  of  material  capital  causes  it  to  push  its   book  ti. 

,      .  ,     .  .  .  CH.  XI. 

way  into  new  uses ;  and  though  in  so  doing  it  may  occasion-      

ally  diminish  the  field  of  employment  for  manual  labour  in  a  ^"re^  of 
few  trades,  yet  on  the  whole  it  will  very  much  increase  the  capjtji 

•'  •'  enriches 

demand  for  manual  labour  and  all  other  agents  of  production,  the  field 
For  it  will  much  increase  the  national  dividend,  which  is  the  employ- 
common  source  of  the  demand  for  all ;  and  since  by  its  in-  S^^°' 
creased  competition  for  employment  it  will  have  forced  down 
the  rate  of  interest,  therefore  the  joint  product  of  a  dose  of 
capital  and  labour  will  now  be  divided  more  in  favour  of 
labour  than  before. 

This  new  demand  for  labour  will  partly  take  the  form  of 
the  opening-out  of  new  undertakings  which  hitherto  could 
not  have  paid  their  way.  It  will,  for  instance,  lead  to  the 
making  of  railways  and  waterworks  in  districts  which  are  not 
very  rich,  and  which  would  have  continued  to  drag  their  goods 
along  rough  roads,  and  draw  up  their  water  from  wells,  if 
people  had  not  been  able  and  willing  to  support  labour  while 
making  railway  embankments  and  water  conduits,  and  to 
wait  for  the  fruits  of  their  investment  long  and  for  a  rela- 
tively low  reward. 

Another  part  of  this  new  demand  for  labour  will  come 
from  the  makers  of  new  and  more  expensive  machinery  in  all 
branches  of  production.  For  when  it  is  said  that  machinery 
is  substituted  for  labour,  this  means  that  one  class  of  labour 
combined  with  much  waiting  is  substituted  for  another  com- 
bined with  less  waiting :  and  for  this  reason  alone,  it  would 
be  impossible  to  substitute  capital  for  labour  in  general, 
except  indeed  locally  by  the  importation  of  capital  from  other 
places. 

It  remains  true  however  that  the  chief  benefit  which 
capital  confers  upon  labour  is  not  by  opening  out  to  it  new 
employments,  but  by  increasing  the  joint  product  of  land, 
labour  and  capital  (or  of  land,  labour  and  waiting),  and  by 
reducing  the  share  of  that  product  which  any  given  amount 
of  capital  (or  of  waiting)  can  claim  as  its  reward. 

§  6.     In  discussing  the  influence  which  a  change  in  the  An  in- 
supply  of  work  of  any  one  industrial  group  exerts  on  the  Simi^r"or 
field  of  employment  for  other  kinds  of  labour,  there  was  no  ^'jj^"'^ 
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need  to  raise  the  question  whether  the  increase  of  work  came 
from  an  increase  in  the  numbers  or  in  the  efficiency  of  those 
in  the  group :  for  that  question  is  of  no  direct  concern  to  the 
others.  In  either  case  there  is  the  same  addition  to  the 
national  dividend:  in  either  case  competition  will  compel 
them  to  force  themselves  to  the  same  extent  into  uses  in 
which  their  marginal  utility  is  lower ;  and  will  thus  lessen  to 
the  same  extent  the  share  of  the  joint  product  which  they 
are  able  to  claim  in  return  for  a  given  amount  of  work  of  a 
given  kind. 

But  the  question  is  of  vital  importance  to  the  members 
of  that  group.  For,  if  the  change  is  an  increase  of  one-tenth 
in  their  average  efficiency,  then  each  ten  of  them  will  have 
as  high  an  aggregate  income  as  each  eleven  of  them  would 
have  if  their  numbers  had  increased  by  one-tenth,  their 
efficiency  remaining  unchanged'. 

We  shall  have  to  look  at  some  other  aspects  of  this  ques- 
tion in  the  next  chapter  while  discussing  the  relative  merits 
of  increased  leisure  and  increased  material  production  as 
aims  of  progress. 

§  7.  But  meanwhile  we  must  stay  to  consider  in  relation 
to  one  another  the  interests  of  different  industrial  classes 
engaged  in  the  same  trade. 

This  solidarity  is  a  special  case  of  the  general  fact  that 
the  demand  for  the  several  factors  of  production  of  any  com- 
modity is  a  joint  demand,  and  we  may  refer  back  to  the 
illustration  of  this  general  fact  which  is  given  in  Book  v.  Ch. 
VI.  We  there  saw  how  a  change  in  the  supply  of  (say) 
plasterers'  labour  would  affect  the  interests  of  all  other 
branches  of  the  building  trades  in  the  same  way,  but  much 
more  intensely  than  it  would  the  general  public.  The  fe.ct 
is  that  the  incomes  derived  from  the  specialized  capital  and 
the  specialized  skill  belonging  to  all  the  various  industrial 

1  Suppose,  for  instance,  that  an  increase  in  the  supply  of  work  of  the  group  by 
one-tenth  forced  them  into  work  in  which  their  marginal  uses  were  lower,  and 
thus  lowered  by  a  thirtieth  their  wages  for  any  given  amount  of  work ;  then,  if  the 
change  came  from  an  increase  in  their  numbers,  their  average  wages  would  fall  by 
a  thirtieth.  But  if  it  came  from  an  increase  in  their  efSciency,  their  wages  would 
rise  by  about  a  fifteenth.  (More  exactly  they  would  be  i^x||^=l-j!^  of  what 
they  were  before.) 
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classes  engaged  in  producing  houses,  or  calico,  or  anything  book  vi. 
else,  depend  very  much  on  the  general  prosperity  of  the  —' 
trade.  And  in  so  far  as  this  is  the  case  they  may  be  regarded 
for  short  periods  as  shares  of  a  composite  or  joint  iacome 
of  the  whole  trade.  The  share  of  each  class  tends  to  rise 
when  this  aggregate  income  is  increased  by  an  increase  in 
their  own  eflSciency  or  by  any  external  cause.  But  when 
the  aggi-egate  income  is  stationary,  and  any  one  class  gets  a 
better  share  than  before,  it  must  be  at  the  expense  of  the 
others.  This  is  true  of  the  whole  body  of  those  eiigaged  in 
any  trade ;  and  will  be  found  to  be  true  in  a  special  sense  of 
those  who  have  spent  a  great  part  of  their  lives  in  working 
together  in  the  same  business  establishment. 

§  8.     The  earnings  of  a  successiul  business,  looked  at  from  The  gains 
the  point  of  view  of  the  undertaker  himself,  are  the  aggre-  bnsinesB 
gate  of  the  earnings,  firstly,  of  his  own  ability,  secondly,  of  |^"J^ 
his  plant  and  other  material  capital,  and  thirdly,  of  his  busi-  *^  *™" 
ness  organization  and  connection.    But  really  it  is  more  than  arise  from 
the  sum  of  these.     For  his  efficiency  depends  partly  on  his  different 
being  in  that  particular  business ;  and  if  he  were  to  sell  it  at 
a  fair  price,  and  then  engage  himself  in  another  business,  his 
income  would  probably  be  much  diminished. 

The  point  of  view  of  the  undertaker  however  does  not  But  there 
include  the  whole  gains  (or  quasi-rents)  of  the  business :  for  part  of  it 
there   is  another  part   which  attaches  to  his    employees,  ^taches 
Indeed,  in  some  cases  and  for  some  purposes,  nearly  the  whole  ^SLggg 
income  of  a  business  may  be  regarded  as  a  quasi-rent,  that  is  «"*  would 
an  income  determined  for  the  time  by  the  state  of  the  market  if  they 
for  its  wares,  with  but  little  reference  to  the  cost  of  prepar-  o^ot  em- 
ing  for  their  work  the  various  things  and  persons  engaged  pi^y™™*- 
in  it.     In  other  words  it  is  a  composite  quasi-rent^  divisible 
among  the  different  persons  in  the  business  by  bargaining, 
supplemented  by  custom  and  by  notions  of  fairness — results 
which  are  brought  about  by  causes,  that  bear  some  analogy 
to  those  that,  in  early  forms  of  civilization,  have  put  the  pro- 
ducer's surplus  from  the  land  almost  permanently  into  the 
hands  not  of  single  individuals,  but  of  cultivating  firms. 

I  Compare  Book  t.  Gh.  x.  §  4. 
M.  48 
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Thus  the  head  oKvrk  iu  iv  businosa  oHiimi  has  an  ivo(|uaiiil>- 
anoo  with  inon  and  things,  tho  use  of  whidi  ho  ooiild  hoII  al. 
a  high  price  to  rival  thiuH ;  bnt  on  tho  other  hand  it  may  Xw 
of  a  kind  to  be  of  no  vahio  bivvo  to  tho  buwnoHH  in  which 
ho  already  is ;  and  then  hia  departure  would  porhapa  iiyuro 
it  by  several  timos  tho  value  of  hia  8«\lary,  while  pn>bably 
he  could  not  got  half  that  wilary  elHowhoro.  And  whon  a 
firm  has  a  speciality  of  its  own,  nuxny  of  its  ordinary  workmou 
would  lose  a  great  part  of  thoir  wages  by  going  away,  and  at 
the  same  time  injuria  tho  (inn  seriously.  The  oliij-f  olork 
may  be  taken  into  partnership,  and  tho  whole  of  thf  «m- 
ployeos  may  be  paid  partly  by  a  ahixro  in  tbo  prolilH  of  tlio 
conoorn  ;  but  whothor  this  iH  <lono  or  not,  tlioir  oarniiigH  luo 
determined,  not  so  muoh  by  oonipotition  and  tho  diront  aotion 
of  tho  law  of  subHtitution.iiH  by  a  bargain  between  thoiii  and 
their  employers, tho  torniHof  which  are  thtiorotically  iiibitrary. 
In  practice  however  they  will  probably  bo  govornod  by  a 
desiro  to  "do  what  is  right,"  that  iH,  to  agroo  on  payiniuitH 
that  represent  the  normal  omningH  of  such  ability,  indtiHtiy 
and  special  training  iva  tho  ouiployooH  sovorally  pohhohh,  with 
something  added  if  Ihii  fortunoH  of  tho  linn  are  good,  and 
something  subtracted  if  they  are  bad. 

It  is  important  to  hoo  how  the  |>oHition  of  Nuoh  oni|>loyooM 
differs  from  that  of  othora,  whoso  aerviooH  would  bo  of  almost 
equal  value  to  any  businoss  in  a  largo  trade.  'I'lio  in<ion)o  of 
ono  of  these  in  any  wook  consistH,  im  wo  have  soon,  partly  of 
a  recompense  for  the  fatig\io  intMirrod  by  tho  work  of  tliat 
week,  and  partly  of  a  quosi-ront  of  his  Hpeciali/od  skill  and 
ability:  and,  oHSuming  oomputition  to  be  [iorfo(;tly  ollioioiit, 
this  quasi-rent  is  dotorminctd  by  tho  i)ri(i(!  whioli  oitlior  his 
present  employera,  or  any  other,  would  bo  willing  to  pay  for 
his  services  in  the  hUiIm  in  which  tho  market  for  thoir  wares 
is  during  that  week.  Tho  prioos  that  have  to  bo  paid  for 
given  work  of  a  given  kind  being  thus  determined  by  tho 
general  conditions  of  the  trade,  those  prices  enter  into  tho 
direct  outgoings  which  have  to  bo  deducted  from  itH  gross 
earnings  in  order  to  ascertain  tho  quasi-rent  of  this  ()artioul/ir 
firm  at  the  time.  But  in  the  rise  or  fall  of  that  ((iiiuii-ront 
the  employees  wouhl  have  no  share. 
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But  in  fact  competition  is  not  thus  perfectly  eflELcient.    bookvi. 

Even  where  the  same  price  is  paid  all  over  the  market  for  the      

same  work  with  the  same  machinery,  the  prosperity  of  a  firm 
increases  the  chance  of  advancement  for  each  of  its  employees, 
and  also  his  chance  of  continuous  employment  when  trade  is 
slack,  and  much-coveted  overtime  when  trade  is  good. 

Thus  there  is  de  facto  some  sort  of  profit-and-loss  Profit- 
sharing  between  almost  every  business  and  its  employees ;  ***™**'- 
and  perhaps  this  is  in  its  very  highest  form  when,  without 
being  embodied  in  a  definite  contract,  the  solidarity  of 
interests  between  those  who  work  together  in  the  same  busi- 
ness is  recognized  with  cordial  generosity  as  the  result  of 
true  brotherly  feeling.  But  such  cases  are  not  very  common ; 
and  as  a  rule  the  relations  between  employers  and  employed 
are  raised  to  a  higher  plane  both  economically  and  morally 
by  the  adoption  of  the  system  of  profit-sharing;  especially 
when  it  is  regarded  as  but  a  step  towards  the  still  higher  but 
much  more  difficult  level  of  true  co-operation. 

§  9.     If  the  employers  in  any  trade  act  together  and  so  when  em- 
do  the   employed,  the   solution   of  the  problem   of  wages  empk^e'd 
becomes  indeterminate.      The   trade  as  a  whole   may  be  ^yg^™' 
regarded  as  receiving  a  quasi-rent  consisting  of  the  excess  of  the  divi- 
the  aggregate  price  which  it  can  get  for  such  wares  as  it  pro-  whole 
duces  over  what  it  has  to  pay  to  other  trades  for  the  raw  Se*triiae 
materials  &c.  it  buys ' ;  and  there  is  nothing  but  bargaining  j^^J^"* 
to  decide  the  exact  shares  in  which  this  should  go  to  employers  arbitrary, 
and  employed.     No  lowering  of  wages  will  be  permanently 
in  the  interest  of  employers,  which  is  unnecessary  and  drives 
many  skilled  workers  to  other  markets,  or  even  to  other 
industries  in  which  they  abandon  the  quasi-rent  of  their 
special  skill ;  and  wages  must  be  high  enough  in  an  average 
year  to  attract  young  people  to  the  trade.     This  sets  lower 
limits  to  wages,  and  upper  limits  are  set  by  corresponding 
necessities  as  to  the  supply  of  capital  and  business  power. 
But  what  point  between  these  limits  should  be  taken  at  any 
time  can  be  decided  only  by  higgling  and  bargaining ;  which 

^  Begarding  the  whole  trade  aa  a  "nation,"  thisbeoomeB  the  national  dividend: 
and  this  analogy  is  of  service  when  the  pnre  theory  of  international  commerce  is 
applied  to  the  relations  between  different  trades  in  the  same  coontry. 

48—2 
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dential  considerations,  especially  if  there  be  a  good  Court  of 
conciliation  in  the  trade. 

The  case  is  in  practice  even  more  complex,  because  each 
group  of  employees  is  likely  to  have  its  own  union,  and  to 
fight  for  its  own  hand.  The  employers  act  as  buffers  :  but  a 
strike  for  higher  wages  on  the  part  of  one  group  may,  in 
effect,  strike  the  wages  of  some  other  group  almost  as  hard 
as  the  employers'  profits. 

We  must  postpone  the  consideration  of  the  causes  and 
effects  of  trade  combinations  and  of  alliances  and  covinter- 
alhances  among  employers  and  employed,  as  well  as  among 
traders  and  manufacturers.  They  present  a  succession  of 
picturesque  incidents  and  romantic  transformations,  which 
arrest  public  attention  and  seem  to  indicate  a  coming  change 
of  our  social  arrangements  now  in  one  direction  and  now  in 
another ;  and  their  importance  is  certainly  great  and  grows 
rapidly.  But  it  is  apt  to  be  exaggerated ;  for  indeed  many 
of  them  are  little  more  than  eddies,  such  as  have  always 
fluttered  over  the  surface  of  progress.  And  though  they  are 
on  a  larger  and  more  imposing  scale  in  this  modem  age 
than  before ;  yet  now,  as  ever,  the  main  body  of  movement 
depends  on  the  deep  silent  strong  stream  of  the  tendencies 
of  normal  distribution  and  exchange ;  which  "  are  not  seen," 
but  which  control  the  course  of  those  episodes  which  "  are 
seen."  For  even  in  conciliation  and  arbitration,  the  central 
scientific  diflBculty  is  to  discover  what  is  that  normal  level 
from  which  the  decisions  of  the  Court  must  not  depart  far 
under  penalty  of  destroying  their  own  authority*. 

1  See  Mr  L.  L.  Price's  Industrial  Peace  and  a  Preface  to  it  by  the  present 
writer. 
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THE  INFLUENCE  OF  PBOQBESS  ON  VALUE. 

§  1.     The  field  of  employment  which  any  place  offers    bookvl 

for  labour  and  capital  depends,  firstly,  on  its  natural  re-      J ' 

sources ;   secondly,  on  the  power  of  turning  them  to  good  ^®  *^* 
account,   derived  from   its   progress   of   knowledge   and   of  mentfor 
social  and  industrial  organization ;  and  thirdly,  on  the  access  laSoni 
that  it  has  to  markets  in  which  it  can  sell  those  things  of 
which  it  has  a  superfluity.     The  importance  of  this  last  con- 
dition is  often  underrated;  but  it  stands  out  prominently 
when  we  look  at  the  history  of  new  countries. 

It  is  commonly  said  that  wherever  there  is  abundance  of  is  not 
good  land  to  be  had  free  of  rent,  and  the  climate  is  not  un-  in™^"" 
healthy,  the  real   earnings  of  labour   and  the  interest  on  ^^^iSve 
capital  must  both  be  high.     But  this  is  only  partially  true.  ^°  8<»d 
The  early  colonists  of  America  lived  very  hardly.    Nature  gave  the  mar- 
them  wood  and  meat  almost  free :  but  they  had  very  few  of  the  Old 
the  comforts  and  luxuries  of  Ufa     And  even  now  there  are,  ^"''^ 
especially  in  South  America  and  Africa,  many  places  to  which 
Nature  has  been  abundantly  generous,  which  are  nevertheless 
shunned  by  labour  and  capital,  because  they  have  no  ready 
communications  with  the  rest  of  the  world.     On  the  other 
hand  high  rewards  may  be  offered  to  capital  and  labour  by  a 
nuning  district  in  the  midst  of  an  alkaline  desert,  when  once 
communications  have  been  opened  up  with  the  outer  world, 
or  again  by  a  trading  centre  on  a  barren  sea-coast ;  though, 
if  limited  to  their  own  resoxuxies,  they  could  support  but  a 
scanty  population,  and  that   in   abject  poverty.      And  the 
splendid  markets  which  the  Old  World  has  offered  to  the 
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ooontry, 


BOOK  VI.   products  of  the  New,  since  the  growth  of  steoin  communi- 

J ■    cation,   have  rendered   North  America  and   Australia   the 

richest  large  fields  for  the  employment  of  capital  and  labour 
that  there  have  evei"  been. 
Old  conn-  But  after  all  the  chief  cause  of  the  modera  prospeiity  of 

am»rket    new  Countries  lies  in  the  markets  that  the  old  world  offers, 
gageB'rf      "o*   ^^^  goods  delivered  on  the  spot,  but  for  promises  to 
tooomes"  deliver  goods  at  a  distant  date.     A   handful   of  colonists 
ol  a  new     having  assumed  rights  of  perpetual  property  in  vast  tracts  of 
rich  land,  are  anxious  to  reap  in  their  own  generation  its 
future  fruits ;  and  as  they  cannot  do  this  directly,  they  do  it 
indirectly,  by  selling  in  return  for  the  ready  goods  of  the  old 
world  promises  to  pay  much  larger  quantities  of  the  goods 
and  the      that  their  own  soil  will  produce  in  a  future  generation.     In 
^taot^  one  form  or  another  they  mortgage  their  new  property  to  the 
tafo'^e      ^^^  world  at  a  very  high  rate  of  interest.     Englishmen  and 
latter         others,  who  have  accumulated  the  moans  of  present  enjoy- 
ment, hasten  to  barter  them  for  larger  proiTiisn.s  in  the  future 
than  they  can  get  at  home :  a  vast  stream  of  capital  flows 
to  the  new  country,  and  its  arrival  there  raises  the  rate  of 
wages  very  high.     The  new  capital  filters  but  slowly  towards 
the  outlying  districts :  it  is  so  scarce  there,  and  thoro  aio  ho 
many  persons  eager  to  have  it,  that  it  often  conimands  Cor  a 
long  time  two  per  cent,  a  month,  from  which  it  falls  by 
gradual  stages  down  to  six,  or  perhaps  even  five  per  cent.,  a 
raieea dally  year.      For  the  settlers  being  full  of  enterprise,  and  seeing 
ver7*higb;  t^®""  ^^.y  to  acquiring  private  title-deeds  to  property  that 
will  shortly  be  of  great  value,  are  eager  to  become  independent 
undertakers,  and  if  possible  employers  of  others ;  so  wage- 
earners  have  to  be  attracted  by  high  wages,  which  arc  paid 
in  a  great  measure  out  of  the  commodities  borrowed  from 
the  old  world  on  mortgages,  or  in  other  ways, 
but  labour         It  ifl,  however,  difficult  to  estimate  exactly  the  real  rate  of 
beoanse  It'  wages  in  Outlying  parts  of  new  countries.     The  workers  are 
is  efficient,  picked  men  with  a  natural  bias  towards  adventure ;  hardy, 
resolute,  and  enterprising ;  men  in  the  prime  of  life,  who  do 
not  know  what  illness  is;  and  the  strain  of  one  kind  and 
another  which  they  go  through,  is  more  than  the  average 
English,  and  much  more  than  the  average  European  labourer 
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could  sustain.     There  are  no  poor  among  them,  because  there   book  vi. 

are  none  who  are  weak :  if  anyone  becomes  ailing,  he  ia  forced     _! 

to  retire  to  some  more  thickly-peopled  place  where  there  is 
less  to  be  earned,  but  where  also  a  quieter  and  less  straining 
life  is  possible.  Their  earnings  are  very  high  if  reckoned  in 
money;  but  they  have  to  buy  at  very  high  prices,  or 
altogether  dispense  with,  many  of  the  comforts  and  luxuries 
which  they  would  have  obtained  freely,  or  at  low  prices,  if 
they  had  lived  in  more  settled  places.  But  it  is  true  that 
many  of  these  things  are  of  but  little  real  utility,  and  can  be 
easily  foregone,  where  no  one  has  them  and  no  one  expects 
them. 

As  population  increases,  the  best  situations  being  already  Ab  time 
occupied,  nature  gives  generally  less  return  of  raw  produce  uJon^the 
to  the  marginal  efifort  of  the  cultivators ;  and  this  tends  a  ^,^^. 
little  to  lower  waeres.     But  even  in  agriculture  the  law  of  ™8'*'™' 

1-  •  1         1  mftynotbe 

mcreasmg  return  is  constantly  contending  with  that  ofactmgvery 
diminishing  return,  and  many  of  the  lands  which  were  neg-  ^^  ' 
lected  at  first,  give  a  generous  response  to  careful  cultivation^ ; 
and  meanwhile  the  development  of  roads  and  railroads,  and 
the  growth  of  varied  markets  and  varied  industries,  render 
possible  innumerable  economies  in  production.  Thus  the 
actions  of  the  laws  of  increasing  and  diminishing  return 
appear  pretty  well  balanced,  sometimes  the  one,  sometimes 
the  other  being  the  stronger. 

There  is  no  reason  so  far  why  there  should  be  any  fall  in 
the  rate  of  real  wages  for  labour  of  a  given  efficiency.  For  if, 
taking  one  thing  with  another,  the  law  of  production  is  that 
of  constant  return,  there  will  be  no  change  in  the  reward  to 
be  divided  between  a  dose  of  capital  and  labour ;  that  is,  be- 
tween capital  and  labour  working  together  in  the  same  pro- 
portions as  before.  And,  since  the  rate  of  interest  has  fallen, 
the  share  which  capital  takes  of  this  stationary  joint  reward 
is  less  thaa  before ;  and  therefore  the  amount  of  it  remaining 
for  labour  is  greater. 

Of  course  the  aggregate  share  of  capital  may  have  in- 
creased.   For  instance,  while  labour  has  doubled  capital  may 
have  quadrupled,  and  the  rate  of  interest  may  be  two-thirds 
1  Comp.  Book  IT.  Cb.  m.  §§  5,  6. 
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of  what  it  was ;  and  then,  though  each  dose  of  capital  gets  a 
lower  reward  by  one-third,  and  leaves  for  labour  a  larger  share 
of  the  joint  product  of  a  dose  of  capital  and  labour,  the  aggre- 
gate share  of  capital  will  have  risen  in  the  ratio  of  eight  to 
three\ 

But  whether  the  law  of  production  of  commodities  be  one 
of  constant  return  or  not,  that  of  the  production  of  new  title- 
deeds  to  land  is  one  of  rapidly  diminishing  return.  The 
influx  of  foreign  capital,  though  perhaps  as  great  as  ever, 
becomes  less  in  proportion  to  the  population ;  wages  are  no 
longer  paid  largely  with  commodities  borrowed  from  the  old 
world :  and  this  is  the  chief  reason  of  the  subsequent  fall  in 
the  necessaries,  comforts  and  luxuries  of  life  which  can  be 
earned  by  work  of  a  given  efficiency.  But  there  are  two 
other  causes  tending  to  lower  average  daily  wages  measured 
in  money.  The  first  is,  that  as  the  comforts  and  luxuries  of 
civilization  increase,  the  average  efficiency  of  labour  is  lowered 
by  the  influx  of  immigrants  of  a  less  sturdy  character  than 
the  earlier  settlers.  And  the  second  is,  that  many  of  these 
new  comforts  and  luxuries  do  not  enter  directly  into  money 
wage,  but  are  an  addition  to  it.  We  took  account  of  them 
when  arriving  at  the  conclusion  that  the  action  of  the  law  of 
increasing  return  would  on  the  whole  countervail  that  of 
diminishing  return  :  and  we  ought  to  count  them  in  at  their 
full  value  when  tracing  the  changes  in  real  wages.  Many 
historians  have  compared  wages  at  different  epochs  with  ex- 
clusive reference  to  those  things  which  have  always  been  in 
common  consumption.  But  from  the  nature  of  the  case,  it 
is  just  these  things  to  which  the  law  of  diminishing  return 
applies;  and  which  tend  to  become  scarce  as  population 
increases.  The  view  thus  got  is  one-sided  and  misleading  in 
its  general  effect. 

§  2.  The  influence  which  access  to  distant  markets  exerts 
on  the  growth  of  the  national  dividend  has  been  conspicuous 
in  the  history  of-  England  also.  Her  present  economic  con- 
dition is  the  direct  result  of  those  tendencies  to  production 
on  a  large  scale,  and  to  wholesale  dealings  in  labour  as  well 

1  Mnch  of  the  argument  of  Mr  Heniy  Oeorge's  Progress  and  Poverty  is  vitiated 
by  his  having  overlooked  this  distinction. 
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as  in  goods  which  had  long  been  slowly  growing ;  but  which   book  vi. 

in  the  eighteenth  century  received  a  twofold  impetus  from      _! ' 

mechanical  inventions,  and  the  growth  of  consumers  beyond 
the  seas,  who  imported  large  quantities  of  goods  of  the  same 
pattern  ^  Then  were  the  first  beginnings  of  that  system  of 
interchangeable  parts,  and  the  application  of  special  machinery 
to  make  the  special  machinery  by  which  nearly  everything 
in  common  use  is  made.  Then  first  was  seen  the  full  force 
which  the  law  of  increasing  return  gives  in  a  manufacturing 
country  with  localized  industries  and  large  capitals ;  particu- 
larly when  many  of  the  large  stocks  of  capital  are  combined 
together  either  into  Joint-stock  or  Regulated  companies,  or 
into  modem  Trusts.  And  then  began  that  careful  "  grading  " 
of  goods  for  sale  in  distant  markets,  which  has  already  led  to 
national  and  even  international  speculative  combinations  in 
produce  markets  and  stock-exchanges;  and  the  future  of 
which  no  less  than  that  of  more  lasting  combinations  among 
producers,  whether  undertakers  of  industry  or  working  men, 
is  the  source  of  some  of  the  gravest  practical  problems  with 
which  the  coming  generation  will  have  to  deal. . 

The  key-notes  of  the  modem  movement  are  the  reduction  The  key- 
of  a  great  number  of  tasks  to  one  pattern ;  the  diminution  of  the  modern 
friction  of  every  kind  which  might  hinder  powerful  agencies  ™°'*'"™'- 
from  combining  their  action  and  spreading  their  influence 
over  vast  areas;  and  the  development  of  transport  by  new 
methods  and  new  forces.     The  macadamized  roads  and  the 
improved  shipping  of  the  eighteenth  century  broke  up  local 
combinations  and  monopolies,  and  offered  facilities  for  the 
growth  of  others  extending  over  a  wider  area:   and  in  our 
own  age  the  same  double  tendency  is  resulting  from  every 
new  extension  and  cheapening  of  communication  by  land 
and  sea,  by  printing-press  and  telegraph. 

§  3.     But  though  in  the  eighteenth  century,  as  now,  the  in  the 
real  national  dividend  of  England  depended  much  on  the  CTntmy* 
action  of  the  law  of  increasing  return  with  regard  to  her'^^^ 
exports,  the  mode  of  dependence  has  very  much  changed.  ^^^  . 
Then  England  had  something  approaching  to  a  monopoly  of  part  of  the 
the  new  methods  of  manufacture  ;  and  each  bale  of  her  goods  dividend 

1  Comp.  Book  I.  Ch.  m.  §  4. 
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BooKTi.    would  be  sold — at  all  events  when  their  supply  was  arti- 
— — '    ficially  limited — in  return  for  a  vast  amount  of  the  produce 
BistSof"   °^  foreign  countries.     But,  partly  because  the  time  was  not 
comforts     yet  ripe  for  carrying  bulky  goods  great  distances,  her  imports 
riea.  from  the  far-east  and  the  far-west  consisted  chiefly  of  com- 

forts and  luxuries  for  the  well-to-do;  they  had  but  little 
direct  effect  in  lowering  the  labour-cost  of  necessaries  to 
the  English  workman.  Indirectly  indeed  her  new  trade 
lowered  the  cost  of  hardware,  clothing  and  such  other  English 
manufactures  as  he  consumed ;  because  the  production  on 
a  large  scale  of  these  things  for  consumers  beyond  the  sea 
cheapened  them  for  him.  But  it  had  very  little  effect  on 
the  cost  of  his  food ;  and  that  was  left  to  rise  under  the  law 
of  diminishing  return,  which  was  called  into  action  by  the 
rapid  increase  of  population,  caused  by  the  growth  of  new 
manufacturing  centres  where  there  were  not  the  customary 
restraints  of  a  narrow  village  life.  And  a  little  later  the 
great  French  war,  and  a  series  of  bad  harvests,  raised  that 
cost  to  much  the  highest  point  it  has  ever  reached  in 
Europe. 
Bnt  now  But  gradually  the  influence  of  foreign  trade  began  to  tell 

B^Sadan  on  the  cost  of  production  of  our  staple  food.  As  the  popula- 
^SmMid  *^°^  °^  America  spread  westward  from  the  Atlantic,  richer 
over  neces-  and  still  richer  wheat  soils  have  come  under  cultivation :  and 

BOries. 

the  economies  of  transport  have  increased  so  much,  especially 
in  recent  years,  that  the  total  cost  of  importing  a  quarter  of 
wheat  from  the  farms  on  the  outskirts  of  cultivation  has 
diminished  rapidly,  though  the  distance  of  that  margin  has 
been  increasing.  And  thus  England  has  been  saved  from 
the  need  of  more  and  more  intensive  cultivation.  The  bleak 
hill-sides,  up  which  the  wheat  fields  were  laboriously  climb- 
ing in  Ricardo's  time,  have  returned  to  pasture;  and  the 
ploughman  works  now  only  where  land  will  yield  plentiful 
returns  to  his  labour :  whereas  if  England  had  been  limited 
to  her  own  resources,  he  must  have  plodded  over  ever  poorer 
and  poorer  soils,  and  must  have  gone  on  continually  re- 
ploughing  land  that  had  already  been  well  ploughed,  in  the 
hope  of  adding  by  this  heavy  toil  an  extra  bushel  or  two  to 
the  produce  of  each  acre.     Perhaps  in  an  average  year  now. 
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the  ploughing  which  only  just  pays  its  expenses,  the  plough-   book  ti. 

ing  "  on  the  margin  of  cultivation "  gives  twice  as  much     -1 ' 

produce  as  it  gave  in  Eicardo's  time,  and  five  times  as  much 
or  more,  as  it  would  have  given  now  if  with  her  present 
population  England  had  been  compelled  to  raise  all  her  own 
food. 

§  4.     Every  improvement  in  the  manufacturing  arts  in-  England 
creases  England's  power  of  meeting  the  various  wants  ofiesg^i^ 
backward  countries;    so  that  it  answers  their  purpose  to*'^^ 
divert  their  energies  from  making  things  by  hand  for  their  from  the 
own  use,  to  growing  raw  material  with  which  to  buy  manu-  improve- 
factures  from  her.      In  this  way  the  progress  of  invention  ^,5^ 
opens  a  wider  field  for  the  sale  of  her  special  products,  and  *™®^' 
enables  her  more  and  more  to  confine  her  own  production  of 
food  to  conditions  under  which  the  law  of  diminishing  return 
does  not  make  itself  much  felt.     But  the  same  is  not  true  of 
our  trade  with  America,  who  quickly  follows  if  she  does  not 
anticipate,   England's  improvements.      The  Bessemer,  and 
other  new  processes,  have  enabled  England  to  make  steel 
that  will  push  its  way  further  than  it  could  before  in  India 
and  China,  but  not  in  America.    The  amount  of  food  and  other 
raw  material  which  can  be  bought  in  Illinois  with  a  ton  of 
steel  cannot  be  more  than  the  produce  of  as  much  capital 
and  labour  as  would  make  a  ton  of  steel  in  Illinois  by  the 
new  processes;   and  therefore  it  has  fallen  as  the  efficiency 
of  EngUsh  and  American  labour  in  making  steel  has  increased. 
It  is  for  this  reason,  as  well  as  because  of  the  heavy  tariffs 
levied   on   her  goods   by  many  countries,  that  in  spite  of 
England's  large  trade,  the  progress  of  invention  in  the  manu- 
facturing arts  has  added  less  than  might  have  been  otherwise 
expected  to  her  real  national  dividend. 

It  is  no  slight  gain  that  she  can  make  cheaply  clothes 
and  furniture  and  other  commodities  for  her  own  use:  but 
those  improvements  in  the  arts  of  manufacture  which  she 
has  shared  with  other  nations,  have  not  directly  increased 
the  amount  of  raw  produce  which  she  can  obtain  from  other 
countries  with  the  product  of  a  given  quantity  of  her  own 
capital  and  labour.  Probably  more  than  three-fourths  of  the 
whole  benefit  she  has  derived  from  the  progress  of  manu- 
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factures  during  the  present  century  has  been  through  its 
indirect  influences  in  lowering  the  cost  of  transport  of  men 
and  goods,  of  water  and  light,  of  electricity  and  news ;  for  the 
dominant  economic  fact  of  our  own  age  is  the  development 
not  of  the  manufacturing,  but  of  the  transport  industries. 
It  is  these  that  are  growing  most  rapidly  in  aggregate 
volume  and  in  indi\idual  power,  and  which  are  giving  rise 
to  the  most  anxious  questions  as  to  the  tendencies  of  large 
capitals  to  turn  the  forces  of  economic  freedom  to  the  de- 
struction of  that  freedom  :  but,  on  the  other  hand,  it  is  they 
also  which  have  done  by  far  the  most  towards  increasing 
England's  wealth. 

§  5.  Thus  the  new  economic  age  has  brought  with  it 
great  changes  in  the  relative  values  of  labour  and  the  chief 
requisites  of  life ;  and  many  of  these  changes  are  of  a  charac- 
ter which  could  not  have  been  anticipated  at  the  beginning 
of  this  century.  The  America  then  known  was  ill-suited  for 
growing  wheat ;  and  the  cost  of  carrying  it  great  distances 
by  land  was  prohibitive.  The  labour  value  of  wheat — that  is 
the  amount  of  labour  which  will  purchase  a  peck  of  wheat — 
was  then  at  its  highest  point,  and  now  is  at  its  lowest.  It 
would  appear  that  agricultural  wages  have  been  generally 
below  a  peck  of  wheat  a  day ;  but  that  in  the  first  half  of  the 
eighteenth  century  they  were  about  a  peck,  in  the  fifteenth  a 
peck  and  a-half  or  perhaps  a  little  more,  while  now  they  are 
two  or  three  pecks.  Prof  Rogers's  estimates  for  the  middle 
ages  are  higher:  but  he  seems  to  have  taken  the  wages  of 
the  more  favoured  part  of  the  population  as  representative  of 
the  whole.  In  the  middle  ages,  even  after  a  fairly  good  har- 
vest, the  wheat  was  of  a  lower  quality  than  the  ordinary  wheat 
of  to-day ;  while  after  a  bad  harvest  much  of  it  was  so  musty 
that  now-a-days  it  would  not  be  eaten  at  all ;  and  the  wheat 
seldom  became  bread  without  paying  a  high  monopoly  charge 
to  the  mill  belonging  to  the  lord  of  the  manor. 

It  is  true  that,  where  population  is  very  sparse,  nature 
supplies  grass  and  therefore  animal  food  almost  gratis ;  and 
in  South  America  beggars  pursue  their  calling  on  horseback. 
During  the  middle  ages  however  the  population  of  England 
was  always  dense  enough  to  give  a  considerable  labour  value 
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to  meat,  though  it  was  of  poor  quality.  For  cattle,  though  book  vi. 
only  about  a  fifth  as  heavy  as  now,  had  very  large  frames:  -i — " 
their  flesh  was  chiefly  in  those  parts  from  which  the  coarsest 
joints  come ;  and  since  they  were  nearly  starved  in  the  winter 
and  fed  up  quickly  on  the  summer  grass,  the  meat  contained 
a  large  percentage  of  water,  and  lost  a  great  part  of  its  weight 
in  cooking.  At  the  end  of  the  summer  they  were  slaugh- 
tered and  salted:  and  salt  was  dear.  Even  the  well-to-do 
scarcely  tasted  fresh  meat  during  the  winter'.  A  century 
ago  very  little  meat  was  eaten  by  the  working  classes ;  while 
now,  though  its  price  is  a  little  higher  than  it  was  then,  they 
probably  consume  more  of  it,  on  the  average,  than  at  any 
other  time  in  EngHsh  history. 

Turning  next  to  the  rent  of  house  room,  we  find  that  honse 
ground-rents  in  towns  have  risen,  both  extensively  and  in- 
tensively. For  an  increasing  part  of  the  population  is  living 
in  houses  on  which  ground-rents  at  an  urban  scale  have  to  be 
paid,  and  that  scale  is  rising.  But  house  rent  proper,  that  is 
what  remains  of  the  total  rent  after  deducting  the  full  rental 
value  of  the  ground,  is  probably  little,  if  at  all,  higher  than 
at  any  previous  time  for  similar  accommodation ;  for  the 
rate  of  profits  on  the  turnover  which  is  earned  by  capital 
engaged  in  building  is  now  low,  and  the  labour  cost  of  build- 
ing materials  has  not  much  altered.  And  it  must  be  re- 
membered that  those  who  pay  the  high  town  rents  get  in 
return  the  amusements  and  other  advantages  of  modern  town 
life,  which  many  of  them  would  not  be  willing  to  forego  for 
the  sake  of  a  much  greater  gain  than  their  total  rent. 

The  labour  value  of  wood,  though  lower  than  at  the 
beginning  of  the  century,  is  higher  than  in  the  middle  ages  : 
but  that  of  mud,  brick  or  stone  walls  has  not  much  changed ; 
while  that  of  iron — to  say  nothing  of  glass — has  fallen  much. 

And  indeed  the  popular  belief  that  house  rent  proper  has 
risen,  appears  to  be  due  to  an  imperfect  acquaintance  with 
the  way  in  which  our  forefathers  were  really  housed.     The 

1  It  is  a  significant  fact  that  rabbits,  which  were  probably  neither  better  nor 
worse  than  in  onr  own  time,  were  then  ten  times  as  dear  relatively  to  an  ox  as 
now.  Their  fnrs  were  highly  prized,  bnt  only  counted  for  a  quarter  of  their  whole 
valne.    (Bogers's  Hiatory,  Vol.  i.  p.  583.) 
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BOOK  VI.  modem  suburban  artisan's  cottage  contains  sleeping  accom- 
— — '  modation  far  superior  to  that  of  the  gentry  in  the  middle 
ages ;  and  the  working  classes  had  then  no  other  beds  than 
loose  straw,  reeking  with  vermin,  and  resting  on  damp  mud 
floors.  But  even  these  were  probably  less  unwholesome, 
when  bare  and  shared  between  human  beings  and  live  stock, 
than  when  an  attempt  at  respectability  covered  them  with 
rushes,  which  were  nearly  always  vile  with  long  accumulated 
refuse.  It  is  undeniable  that  the  housing  of  the  very  poorest 
classes  in  our  towns  now  is  destructive  both  of  body  and 
soul :  and  that  with  our  present  knowledge  and  resources  we 
have  neither  cause  nor  excuse  for  allowing  it  to  continue. 
And  it  is  true  that  in  earlier  times  bad  housing  was  in  so  far 
a  less  evil  than  now,  as  those  who  were  badly  housed  by  night 
had  abundant  fresh  air  by  day.  But  a  long  series  of  records, 
ending  mth  the  evidence  of  Lord  Shaftesbury  and  others 
before  the  recent  Commission  on  the  housing  of  the  poor, 
establishes  the  fact  that  all  the  horrors  of  the  worst  dens  of 
modem  London  had  their  counterpart  in  worse  horrors  of  the 
lairs  of  the  lowest  stratum  of  society  in  every  previous  age. 

fuel,  Fuel,  like  grass,  is  often  a  free  gift  of  nature  to  a  sparse 

population ;  and  during  the  middle  ages  the  cottagers  could 
generally,  though  not  always,  get  the  little  brushwood  fire 
needed  to  keep  them  warm  as  they  huddled  together  round 
it  in  huts  which  had  no  chimney  through  which  the  heat 
could  go  to  waste.  But  as  population  increased  the  scarcity 
of  fuel  pressed  heavily  on  the  working  classes,  and  would 
have  arrested  England's  progress  altogether,  had  not  coal 
been  ready  to  take  the  place  of  wood  as  fuel  for  domestic 
purposes,  as  well  as  for  smelting  iron.  It  is  now  so  cheap 
that  even  the  comparatively  poor  can  keep  themselves  warm 
indoors  without  living  in  an  unwholesome  and  stupefying 
atmosphere. 

clothing,  This  is  one  of  the  great  services  that  coal  has  wrought 

for  modern  civilization.  Another  is  to  provide  cheap  under- 
clothing, without  which  cleanliness  is  impossible  for  the 
masses  of  the  people  in  a  cold  climate :  and  that  is  perhaps 
the  chief  of  the  benefits  that  England  has  gained  from  the 
direct  application  of  machinery  to  making  commodities  for 
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her  own  use.    Another,  and  not  less  important  service,  is  to   boob  -n. 
provide  abundant  water,  even  in  large  towns';  and  another  to      — — 
supply,  mth  the  aid  of  mineral  oil,  that  cheap  and  artificial  ^''^^' 
light  which  is  needed  not  only  for  some  of  man's  work,  but,  Ught, 
what  is  of  higher  moment,  for  the  good  use  of  his  evening 
leisure.     To   this  group  of  requisites  for  a  civilized  life, 
derived  from  coal  on  the  one  hand,  and  modern  means  of 
transport  on  the  other,  we   must  add,  as   has  just  been 
noticed,  the  cheap  and  thorough  means  of  communication  of 
news  and  thought  by  steam-presses,  by  steam-carried  letters  news  and 
and  steam-made  facilities  for  travel.     We  have  already  re- 
ferred to  these  agencies,  aided  by  electricity,  as  rendering 
possible  the  civilization  of  the  masses  in  countries  the  climate 
of  which  is  not  so  warm  as  to  be  enervating;  and  as  pre- 
paring the  way  for  true  self-government  and  united  action  by 
the  whole  people,  not  merely  of  a  town  such  as  Athens, 
Florence  or  Bruges,  but  of  a  broad  country,  and  even  in  some 
respects  of  the  whole  civilized  world*. 

§  6.     We  have  seen  that  the  national  dividend  is   at  The  infln- 
once  the  aggregate  net  product  of,  and  the  sole  source  of  progress 
payment  for,  all  the  agents  of  production  within  the  country ;  °^*gg  „( 
that  the  larger  it  is,  the  larger,  other  things  being  equal,  the  chief 
will  be  the  share  of  each  agent  of  production,  and  that  an  prodno- 
increase  in  the  supply  of  any  agent  will  generally  lower  its 
price,  to  the  benefit  of  other  agents. 

This  general  principle  is  specially  applicable  to  the  case  u  has 
of  land.     An  increase  in  the  amount  of  productiveness  ofioweredthe 
the  land  that  supplies  any  market  redounds  in  the  first  ^^^ 
instance  to  the  benefit  of  those  capitalists  and  workers  who  f;^^^ 
are  in  possession  of  other  agents  of  production  for  the  same 
market.    And  the  influence  on  values  which  has  been  ex- 
erted in  the  modem  age  by  the  new  means  of  transport  is 
nowhere  so  conspicuous  as  in  the  history  of  land ;  its  value 
rises  with  every  improvement  in  its  communications  with 

1  Primitive  appliances  will  bring  water  from  high  grooud  to  a  few  pnblic 
fonutains:  bat  the  omnipresent  water  supply  which  both  in  its  coming  and  its 
going  performs  essential  services  for  cleanliness  and  sanitation,  wotdd  be  im- 
possible withont  coal-driven  steam-pnmps  and  coal-made  iron  pipes. 

»  Book  I.  Ch.  n.  §§  6,  7. 


768  THE  INFLUENCE  OF  PROGRESS  ON  VALUE. 


BOOK  Ti.    markets  in  which  its  produce  can  be  sold,  and  its  value  falls 
OH.  xn.        .  •^         .  ' 
With  every  new  access  to  its  own  markets  of  produce  from 

more  distant  places.     It  is  not  very  long  ago  that  the  home 

counties  were  full  of  fears  that  the  making  of  good  roads 

would  enable  the  more  distant  parts  of  England  to  compete 

with  them  in  supplying  London  with  food ;  and  now  the 

differential  advantages  of  English  farms  are  in  some  respects 

being  lowered  by  the  importation  of  food  that  has  travelled 

on  Indian  and  American  railroads,  and  being  carried  in  ships 

made   of  Bessemer  steel  and  driven   by  triple   expansion 

engines'. 

but  not  of         But  as  Malthus  contended,  and  Ricardo  admitted,  any- 

agncnl- 

tnria  and  thing  that  promotes  the  prosperity  of  the  people  promotes 
taken  toge-  ^Iso  in  the  long  run  that  of  the  landlords  of  the  soil.  It  is 
ther.  |.j.yg  ^jjg^^  English  rents  rose  very  fast  when,  at  the  beginning 

of  this  century,  a  series  of  bad  harvests  stnick  down  a  people 
that  could  not  import  their  food ;  but  a  rise  so  caused  could 
not  from  the  nature  of  the  case  have  gone  very  much  further. 
And  the  adoption  of  free  trade  in  com  in  the  middle  of  the 
century,  followed  by  the  expansion  of  American  wheat-fields, 
is  rapidly  raising  the  real  value  of  the  land  urban  and  rural 
taken  together ;  that  is,  it  is  raising  the  amount  of  the  neces- 
saries, comforts  and  luxuries  of  life  which  can  be  purchased 
by  the  aggregate  rental  of  all  the  landowners  urban  and  rural 
taken  together'. 

^  A  somewhat  similar  case  is  that  of  many  qniet  gnmmer  resorts.  Their  hnmble 
attractions  absorbed  the  attention  of  neighbonring  residents  fifty  years  ago ;  but 
now  they  are  impoverished  by  those  modem  facilities  of  travel  which  induce  people 
to  take  longer  journeys  in  search  of  change  of  scene,  and  enrich  more  fashionable 
and  more  distant  resorts.  As  steam  carriage  favours  those  soUs  which  are  excep- 
tionally fertile  bnt  distant  from  good  markets,  so  it  f avomrs  those  pleasure  resorts 
which  have  exceptionally  beautiful  scenery,  even  though  they  are  far  away. 

>  Mr  W.  Stnrge  (in  an  instructive  paper  read  before  the  Institute  of  Sur- 
veyors, Deo.  1872)  estimates  that  the  agricultural  (money)  rent  of  England 
doubled  between  1796  and  1815,  and  then  fell  by  a  third  till  1822;  after  that  time 
it  has  been  alternately  rising  and  falling ;  and  it  is  now  about  45  or  60  millions  as 
against  60  or  65  millions  about  the  year  1878,  when  it  was  at  its  highest.  It  was 
about  30  millions  in  1810, 16  millions  in  1770,  and  6  millions  in  1600.  (Compare 
Mr  Giflen's  Orowth  of  Oapitdl,  Ch.  v.,  and  Porter's  Progreu  of  the  Nation, 
Sect.  n.  Ch.  i.)  Bnt  the  rental  of  urban  land  in  England  is  now  rather  greater 
than  the  rent  of  agricnltnral  land :  and  in  order  to  estimate  the  fuU  gain  of  -the 
landlords  from  the  expansion  of  population  and  general  progress,  we  must  reckon 
in  the  values  of  the  land  on  which  there  are  now  railroads,  mines,  docks,  lie.   Taken 
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§  7.     But  though  the  development  of  the  industrial  en-    book  ti. 

vironment  tends  on  the  whole  to  raise  the  value  of  land,  it      _! ' 

more  often  than  not  lessens  the  value  of  machinery  and  ^^^g,. 
other  kinds  of  fixed  capital,  in  so  fer  as  their  value  can  be  the  value 
separated  from  that  of  the  sites  on  which  they  rest.     A  sud-  appliances 
den  burst  of  prosperity  may  indeed  enable  the  existing  stock  aon'wh"re 
of  appliances  in  any  trade  to  earn  for  a  time  a  very  high  ^arated* 
income.     But  things  which  can  be  multiplied  without  limit  ^<^  ^' 
cannot  retain  for  long  a  scarcity  value ;  and  if  they  are  fairly  sites ; 
durable,  as  for  instance  ships  and  blast  furnaces  and  textile 
machinery,  they  are  likely  to  suffer  great  depreciation  from 
the  rapid  progress  of  improvement. 

The  value  of  such  things  as  railways  and  docks  however  but  not  if 
depends  in  the  long  run  chiefly  on  their  situation.     If  that  of  their"* 
is  good,  the  progress  of  their  industrial  environment  will  J^nned 
raise  their  net  value  even  after  allowance  has  been  made  for  "»• 
the  charges  to  which  they  may  be  put  in  keeping  their 
appliances  abreast  of  the  age'. 

§  8.     Political   Arithmetic  may  be  said  to  have  begun  it  has 
in  England  in  the  seventeenth  century ;  and  from  that  time  ^Ss^  aie 
onwards  we  find  a  constant  and  nearly  steady  increase  in  the  ™J^  **' 
amount  of  accumulated  wealth  per  head  of  the  population*. 

Man,   though   still   somewhat  impatient  of   delay,  has  The 
gradually  become   more  willing  to  sacrifice  ease  or  other  w«ath  is 
enjoyment   in   order   to    obtain    them   in   the   future.     He  pro™"*^ 

J   •'  by  man  s 

has  acquired  a  greater  "  telescopic  "  faculty ;  that  is,  he  has  increased 
acquired   an   increased   power  of  realizing  the  future  and  to  sacrifice 
bringing  it  clearly  before  his  mind's  eye :  he  is  more  prudent,  for  Se°*" 
and  has  more  self-control,  and  is  therefore  more  inclined  to  *"*"*> 
estimate    at  a  high   rate   future   ills  and  benefits — these 
terms  being  used  broadly  to  include  the  highest  and  lowest 
affections  of  the  human  mind.     He  is  more  unselfish,  and 

all  together,  the  money  rental  of  England's  soil  is  probably  twice  as  high,  and  its 
Beal  rental  three  or  fonr  times  as  high,  as  it  was  when  the  com  laws  were  repealed. 

1  Of  coarse  there  are  exceptions.  Economic  progress  may  take  the  form  of 
bnilding  new  railways  that  will  draw  off  mach  of  the  traffic  of  some  of  those 
already  existing,  or  of  increasing  the  size  of  ships  till  they  can  no  longer  enter 
doclcs  the  entrance  to  which  is  throngh  shallow  waters. 

'  See  Book  iv.  Ch.  vn.  and  especially  the  Note  on  the  Statistics  of  the  Growth 
of  Wealth. 

M.  49 
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BOOK  Ti.    therefore  more  inclined  to  work  and  save  in  order  to  secure 

_! —  '    a  future  provision  for  his  family ;  and  there  are  already  faint 

signs  of  a  brighter  time  to  come,  in  which  there  will  be  a 

general  willingness  to  work  and  save  in  order  to  increase  the 

stores  of  public  wealth  and  of  public  opportunities  for  leading 

a  higher  life. 

ingpiteof         But  though  he  is  more  willing  than  in  earlier  ages  to 
a  slacken-    .  .  .      , 

iufinhis    incur  present  ills  for   the   sake   of  future  benefits,   it   is 

to  work*'*  doubtful  whether  we  can  now  trace  a  continued  increase  in 
Lonrs""^  the  amount  of  exertion  which  he  is  willing  to  undergo  for 
the  sake  of  obtaining  positive  pleasures,  whether  present  or 
future.  During  many  generations  the  industry  of  the 
Western  World  has  steadily  become  more  sedulous:  holi- 
days have  diminished,  the  hours  of  work  have  increased,  and 
people  have  from  choice  or  necessity  contented  themselves 
with  less  and  less  search  for  pleasure  outside  their  work. 
But  it  would  seem  that  this  movement  has  reached  its  maxi- 
mum, and  is  now  declining.  In  all  grades  of  work  except  the 
very  highest,  people  are  getting  to  prize  relaxation  more 
highly  than  before,  and  are  becoming  more  impatient  of  the 
fatigue  that  results  from  excessive  strain;  and  they  are 
perhaps  on  the  whole  less  willing  than  they  used  to  be  to 
undergo  the  constantly  increasing  "discommodity"  of  very 
long  hours  of  work,  for  the  sake  of  obtaining  present  luxuries. 
These  causes  would  make  them  less  willing  than  before  to 
work  hard  in  order  to  provide  against  distant  needs,  were  it 
not  that  there  is  an  even  more  rapid  increase  in  their  power 
of  realizing  the  future,  and  perhaps — though  this  is  more 
doubtful — in  their  desire  for  that  social  distinction  which 
comes  from  the  possession  of  some  small  store  of  accumu- 
lated wealths 
The  in-  This  increase  of  capital  per  head  tended  to  diminish  its 

M^Sihas  marginal  utility,  and  therefore  the  rate  of  interest  on  new 
itTpr^  investments ;  but  not  uniformly,  because  there  were  mean- 
^on^ot  ^^^®  S^^^*  variations  in  the  demand  for  capital,  both  for 
its  total  political  and  military  and  for  industrial  purposes.  Thus  the 
rate  of  interest  which  was  vaguely  reported  to  be  10  per  cent. 

1  Compare  two  snggeative  articles  by  Prof.  Qiddings  in  the  Harvard  Journal 
ofEconomica  for  Jan.  1890  and  Jan.  1891. 
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during  a  great  part  of  the  middle  ages,  had  sunk  to  3  per   book  ti. 

cent,  in  the  earlier  half  of  the  eighteenth  century ;  but  the      J 

immense  industrial  and  political  demand  for  capital  raised  it 
Again,  and  it  was  relatively  high  during  the  great  war.  It 
fell  as  soon  as  the  political  drain  had  ceased  ;  but  it  rose  again 
in  the  middle  of  this  century,  when  railways  and  the  de- 
velopment of  new  countries  made  a  great  new  demand  for 
capital.  These  new  demands  have  not  slackened;  but  the 
rate  of  interest  is  again  falling  fast,  in  consequence  of  the 
great  recent  accumulations  of  wealth  in  England,  on  the 
Continent,  and  above  all  in  America. 

§  9.     The  growth  of  general  enlightenment  and  of  a  sense  There  is  a 
of  responsibility  towards  the  young  has  turned  a  great  deal  faii  in  the 
of  the  increasing  wealth  of  the  nation  from  investment  as  trahi^' " 
material  capital  to  investment  as  personal  capital.     There  ability, 
has   resulted   a   largely  increased   supply  of  trained  abili- 
ties, which  has  much  increased  the  national  dividend,  and 
raised  the  average  income  of  the  whole  people :  but  it  has 
taken  away  from  these  trained  abilities  much  of  that  scarcity 
value  which  they  used  to  possess,  and  has  lowered  their 
earnings  not  indeed  absolutely,  but  relatively  to  the  general 
advance ;  and  it  has  caused  many  occupations,  which  not  long 
ago  were  accounted  skilled,  and  which  are  still  spoken  of  as 
skilled,  to  rank  with  unskilled  labour  as  regards  wages. 

A  striking  instance  is  that  of  writing.  It  is  true  that 
many  kinds  of  office  work  require  a  rare  combination  of  high 
mental  and  moral  qualities ;  but  almost  any  one  can  be  easily 
taught  to  do  the  work  of  a  copjring  clerk,  and  probably  there 
will  soon  be  few  men  or  women  in  England  who  cannot  write 
fairly  well.  When  all  can  write,  the  work  of  copying,  which 
used  to  earn  higher  wages  than  almost  any  kind  of  manual 
labour,  will  rank  among  unskilled  trades'. 

1  In  fact  the  better  kinds  of  artisan  work  educate  a  man  more,  and  wUl  be 
better  paid  than  those  kinds  of  clerk's  work  which  call  for  neither  judgment  nor 
responsibility.  And,  as  a  role,  the  best  thing  that  an  artisan  can  do  for  his  son  is 
to  bring  him  up  to  do  thoroughly  the  work  that  lies  at  his  hand,  so  that  he  may 
understand  the  mechanical,  chemical  or  other  scientific  principles  that  bear  upon 
it ;  and  may  enter  into  the  spirit  of  any  new  improvement  that  may  be  made  in  it. 
If  his  son  should  prove  to  have  good  natural  abilities,  he  is  far  more  likely  to  rise 
to  a  high  position  in  the  world  from  the  bench  of  an  artisan  than  from  the  desk 
of  a  clerk. 

49—2 
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Again  a  new  branch  of  industry  is  often  difficult  simply 
because  it  is  unfamiliar ;  and  men  of  great  force  and  skill  are 
required  to  do  work,  which  can  be  done  by  men  of  ordinary 
capacity  or  even  by  women  and  children,  when  the  track  has 
once  been  well  beaten :  its  wages  are  high  at  first,  but  they 
fall  as  it  becomes  familiar.  And  this  has  caused  the  rise  of 
average  wages  to  be  underrated,  because  it  so  happens  that 
many  of  the  statistics,  which  seem  typical  of  general  move- 
ments of  wages,  are  taken  from  trades  which  were  compara- 
tively new  a  generation  or  two  ago,  and  are  now  within 
the  grasp  of  men  of  much  less  real  ability  than  those  who 
pioneered  the  way  for  them^. 

The  consequence  of  such  changes  as  these  is  to  increase 
the  number  of  those  employed  in  occupations  which  are 
called  skilled,  whether  the  term  is  now  properly  applied  or 
not :  and  this  constant  increase  in  the  numbers  of  workers  in 
the  higher  classes  of  trades  has  caused  the  average  of  all 
labour  to  rise  much  faster  than  the  average  of  representative 
wages  in  each  trade". 

In  the  middle  ages,  though  some  men  of  great  ability 
remained  artisans  all  their  lives,  and  became  artists ;  yet  as 
a  class  the  artisans  ranked  more  nearly  with  the  unskilled 

1  Comp.  Book  IT.  Ch.  TI.  §§  1,  2 ;  and  Ch.  ix.,'  especially  §  6.  As  the  trade 
progresses,  improrements  in  machinery  are  sare  to  lighten  the  strain  of  ac- 
complishing any  giTen  task;  and  therefore  to  lower  task  wages  rapidly.  Bat 
meanwhile  the  pace  of  the  machinery,  and  the  qnantity  of  it  pat  nnder  the  charge 
of  each  worker,  may  be  increased  so  mnch  that  the  total  strain  involTed  in  the 
day's  work  is  greater  than  before.  On  this  subject  employers  and  employed 
frequently  differ.  It  is  for  instance  certain  that  time  wages  haTe  risen  in  the 
textile  trades ;  but  the  employees  aTer,  in  contradiction  to  the  employers,  that  the 
strain  imposed  on  them  has  increased  more  than  in  proportion.  In  this  contro- 
Tersy  wages  haTC  been  estimated  in  money;  bnt  when  account  is  taken  of  the 
increase  in  the  purchasing  power  of  money,  there  is  no  doubt  that  real  efficiency 
wages  haTe  risen ;  that  is,  the  exertion  of  a  given  amount  of  strength,  skill  and 
energy  is  rewarded  by  a  greater  command  OTer  commodities  than  formerly. 

"  This  may  be  made  clearer  by  an  example.  If  there  are  500  men  in  grade  A 
earning  12s.  a  week,  400  in  grade  B  earning  25s.  and  100  in  grade  C  earning  40s., 
the  aTcrage  wages  of  the  1000  men  are  20s.  If  after  a  time  300  from  grade  A  have 
passed  on  to  grade  B,  and  300  from  grade  B  to  grade  C,  the  wages  in  each  grade 
remaining  stationary,  then  the  average  wages  of  the  whole  thousand  men  will  be 
about  2ds.  6d.  And  even  if  the  rate  of  wages  in  each  grade  had  meanwhile  fallen 
10  per  cent.,  the  average  wages  of  all  would  still  be  about  25s.  6d.,  that  is,  would 
have  risen  more  than  25  per  cent.  Neglect  of  such  facts  as  these,  as  Mr  G-iffen 
has  pointed  out,  is  apt  to  cause  great  errors. 
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labourers  than  they  do  now.     At  the  beginning  of  the  new   book  vi. 

industrial  era  a  hundred  years  ago  the  artisans  had  lost  much ' 

of  their  old  artistic  traditions  and  had  not  yet  acquired  that 
technical  command  over  their  instruments,  that  certainty  and 
facility  in  the  exact  performance  of  difficult  tasks  which 
belong  to  the  modern  skilled  artisan ;  and  observers  early  in 
this  century  were  struck  by  the  social  gulf  that  was  opening 
out  between  the  artisan  and  the  unskilled  labourer.     This  rose 
change  was  a  consequence  partly  of  the  increase  of  the  wages  to  those  of 
of  the  artisan,  which  rose  to  about  double  those  of  the  un-  J^on,  at 
skilled  labourer ;  and  parth'  of  the  same  cause  that  secured  '^*  ^f'^ 
him  his  high  wages,  that  is  the  great  increase  in  the  demand  oentnry: 
for  highly  skilled  labour,  especially  in  the  metal  trades,  and 
the  consequent  rapid  absorption  of  the  strongest  characters 
among  the  labourers  and  their  children  into  the  ranks  of  the 
artisans ;  for  the  breaking  down,  just  at  that  time,  of  the  old 
exclusiveness  of  the  artisans,  had  made  them  less  than  before 
an  aristocracy  by  birth  and  more  than  before  an  aristocracy 
by  worth.     But  about  a  generation  ago,  as  has  just  been  bat  now- 
explained,  some  of  the  simpler  forms  of  skilled  trades  began  aency  u' 
to  lose  their  scarcity  value,  as  their  novelty  wore  oif ;  and  at  reversed, 
the   same  time  continually  increasiag  demands  began   to 
be  made  on  the  ability  of  those  in  some  trades,  that  are 
traditionally  ranked  as  unskilled.     The  navvy  for  instance, 
and  even  the  agricultural  labourer,  have  often  to  be  trusted 
with  expensive  and  complicated  machinery,  which  a  little 
while  ago  were  thought  to  belong  only  to  the  skilled  trades, 
and  the  real  wages  of  these  two  representative  occupations 
are  rising  fast'. 

Again  there  are  some  skilled  and  responsible  occupations, 
such  as  those  of  the  head  heaters  and  rollers  in  iron  works, 
which  require  great  physical  strength,  and  involve  much 
discomfort :    and   in  them  wages  are  very  high.     For  the 

I  The  rise  of  wages  of  agricnltnral  labourers  wonld  be  more  striking  than  it  is, 
did  not  the  spread  of  modem  notions  to  agricnltnral  districts  cause  many  of  the 
ablest  children  bom  there  to  leave  the  fields  for  the  railway  or  the  workshop,  to 
become  policemen,  or  to  act  as  carters  or  porters  in  towns.  Perhaps  there  is  no 
stronger  evidence  of  the  benefits  of  modem  education  and  economic  progress  than 
the  fact  that  those  who  are  left  behind  in  the  fields,  though  having  less  than  an 
average  share  of  natural  abilities,  are  yet  able  to  cam  much  higher  Real  wages 
than  their  fathers. 
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There  is  a 
relatiTe 
fall  in  the 
wagea  of 
elderly 
men; 


and  a 
rise  in  the 
wages  of 
boys  and 
girls, 


and  of 

women- 


temper  of  the  age  makes  those  who  can  do  high  class  work, 
and  can  earn  good  wages  easily,  refuse  to  undergo  hardship, 
except  for  a  very  high  reward. 

§  10.     We  may  next  consider  the  changes  in  the  relative 
wages  of  old  and  young  inen,  of  women  and  children. 

The  conditions  of  industry  change  so  fast  that  long  expe- 
rience is  in  some  trades  almost  a  disadvantage,  and  in  many 
it  is  of  far  less  value  than  a  quickness  in  taking  hold  of  new 
ideas  and  adapting  one's  habits  to  new  conditions.     In  these 
trades  an  elderly  man  finds  it  difficult  to  get  employment 
except  when  trade  is  brisk,  at  all  events  if  he  is  a  member 
of  a  union  which  will  not  allow  him  to  work  for  less  than 
the  full  wages  of  the  district.     In  any  case  he  is  likely  to 
earn  less  after  he  is  fifty  years  old  than  before  he  is  thirty ; 
and  the  knowledge  of  this  is  tempting  artisans  to  follow  the 
example  of  unskilled  labourers,  whose  natural  inclination  to 
marry  early  has  always  been  encouraged  by  the  desire  that 
their  family  expenses  may  begin  to  fall  off  before  their  own 
wages  begin  to  shrink.    Trades-unions  are  afiraid  that  abuses 
might  creep  in  if  they  allowed  men  "with  grey  hairs"  to 
compete  for  employment  at  less  than  full  wages ;  but  many 
of  them  are  coming  to  see  that  it  is  to  their  own  interest,  as 
it  certainly  is  to  that  of  the  community,  that  such  men 
should  not  be  forced  to  be  idle. 

A  second  and  even  more  injurious  tendency  of  the  same 
kind  is  that  of  the  wages  of  children  to  rise  relatively  to 
those  of  their  parents.  Machinery  has  displaced  many  men, 
but  nob  many  boys ;  the  customary  restrictions  which  ex- 
cluded them  from  some  trades  are  giving  way;  and  these 
changes,  together  with  the  spread  of  education,  while  doing 
good  in  almost  every  other  direction,  are  doing  harm  in  this 
that  they  are  enabling  boys,  and  even  girls,  to  set  their 
parents  at  defiance  and  start  in  life  on  their  own  account. 

The  wages  of  women  are  for  similar  reasons  rising  fast 
relatively  to  those  of  men.  And  this  is  a  great  gain  in  so 
far  as  it  tends  to  develop  their  faculties;  but  an  injury  in 
so  far  as  it  tempts  them  to  neglect  their  duty  of  building  up 
a  true  home,  and  of  investing  their  efforts  in  the  personal 
capital  of  their  children's  character  and  abilities. 
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§  11.    The  relative  fell  in  the  incomes  to  be  earned  by    book  ti. 
moderate  ability,  however  carefully  trained,  is  accentuated      — — " 
by  the  rise  in  those  that  are  obtained  by  many  men  of^sofTx- 
extraordinary  ability.     There   never  was  a  time  at  which  ceptional 

•^  ...  genius  are 

moderately  good  oil  paintings  sold  more  cheaply  than  now,  rising, 
and  there  never  was  a  time  at  which  first-rate  paintings  sold 
so  dearly.  A  business  man  of  average  ability  and  average 
good  fortune  gets  now  a  lower  rate  of  profits  on  his  capital 
than  at  any  previous  time;  while  yet  the  operations,  in 
which  a  man  exceptionally  favoured  by  genius  and  good  luck 
can  take  part,  are  so  extensive  as  to  enable  him  to  amass  a 
huge  fortune  with  a  rapidity  hitherto  unknown. 

The  causes  of  this  change  are  chiefly  two ;  firstly,  the  as  a  result 
general  growth  of  wealth ;  and  secondly,  the  development  of  causes 
new  facilities  for  communication,  by  which  men,  who  have 
once  attained  a  commanding  position,  are  enabled  to  apply 
their    constructive   or   speculative   genius   to   undertakings 
vaster,  and  extending  over  a  wider  area,  than  ever  before. 

It  is  the  first  cause,  almost  alone,  that  enables  some  bar-  of  which 
risters  to  command  very  high  fees ;  for  a  rich  client  whose  almost 
reputation,  or  fortune,  or  both,  are  at  stake  will  scarcely  count  prof|g?° 
any  price  too  high  to  secure  the  services  of  the  best  man  he  ?'°'"^ 

J   r  o  incomes, 

can  get :  and  it  is  this  again  that  enables  jockeys  and  painters 
and  musicians  of  exceptional  ability  to  get  very  high  prices. 
In  all  these  occupations  the  highest  incomes  earned  in  our 
own  generation  are  the  highest  that  the  world  has  yet  seen. 
But  so  long  as  the  number  of  persons  who  can  be  reached  by 
a  human  voice  is  strictly  limited,  it  is  not  very  likely  that 
any  singer  will  make  an  advance  on  the  £10,000  said  to  have 
been  earned  in  a  season  by  Mrs  Billington  at  the  beginning 
of  this  century  nearly  as  great  as  that  which  the  business 
leaders  of  the  present  generation  have  made  on  those  of  the 
last. 

For  the  two  causes  have  co-operated  to  put  enormous  while  both 
power  and  wealth  in  the  hands  of  those  business  men  of  our  ^thre^d 
own  generation  who  have  had  first-rate  genius,  and  have  been  ^g^^'. 
favoured  by  fortune.     This  is  most  conspicuous  in  America,  comes, 
where  several  men  who  began  life  poor,  have  amassed  more 
than  £10,000,000  each.     It  is  true  that  a  great  part  of  these 
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BOOK  Ti.   gains  have  come,  in  some  cases,  from  the  wrecks  of  the  rival 

J speculators  who  had  heen  worsted  in  the  race.    But  in  others, 

as  for  instance,  that  of  the  late  Mr  Vanderbilt,  they  were 
earned  mainly  by  the  supreme  economizing  force  of  a  great 
constructive  genius  working  at  a  new  and  large  problem 
with  a  free  hand :  and  Mr  Vanderbilt  probably  saved  to 
the  people  of  the  United  States  more  than  he  accumulated 
himself  ^ 
Progress  §  12.     But  these  fortunes  are  exceptional.    The  diflPusion 

proving      of  knowledge,  the  improvement  of  education,  the  growth  of 
tton'oftte  prudent  habits  among  the  masses  of  the  people,  and  the 
rf  fte^*^  opportunities  which  the  new  methods  of  business  offer  for 
workiiig     the  safe  investment  of  small  capitals : — all  these  forces  are 
telling  on  the  side  of  the  poorer  classes  as  a  whole  relatively 
to  the  richer.     The  returns  of  the  income  tax  and  the  house 
tax,  the  statistics  of  consumption  of  commodities,  the  records 
of  salaries  paid  to  the  higher  aud  the  lower  ranks  of  servants 
of  Government   and  public   companies,  tend   in  the  same 
direction,  and  indicate  that  middle  class  incomes   are   in- 
creasing faster  than  those  of  the  rich ;  that  the  earnings  of 
artisans  are  increasing  faster  than  those  of  the  professional 
classes,  and  that  the  wages  of  healthy  and  vigorous  unskilled 
labourers  are  increasing  faster  even  than  those  of  the  average 
artisan*. 

^  It  shonld  be  noticed  howoTer  that  some  of  these  gains  may  be  traced  to  those 
opportunities  for  the  formation  of  trade  combinations  engineered  by  a  few  able, 
wealthy  and  daring  men  to  exploit  for  their  own  benefit  a  great  body  of  mann- 
factnres,  or  the  trade  and  tra£Bc  of  a  large  district.  That  part  of  this  power, 
which  depends  on  politicEil  conditions,  and  especially  on  the  Protective  tariff,  may 
pass  away.  Bnt  the  area  of  America  is  so  large,  and  its  condition  so  changefnl, 
that  the  slow  and  steady-going  management  of  a  great  joint-stock  company  on 
the  English  plan  is  at  a  disadvantage  in  competition  with  the  vigorous  and  original 
scheming,  the  rapid  and  resolute  force  of  a  small  group  of  wealthy  capitalists, 
who  are  willing  and  able  to  apply  their  own  resources  in  great  undertakings  to  a 
much  greater  extent  than  is  the  case  in  England.  The  ever-shifting  conditions  of 
business  life  in  America  enable  natural  selection  to  bring  to  the  front  the  best 
minds  for  the  purpose  from  their  vast  population,  almost  every  one  of  whom,  as 
he  enters  on  life,  resolves  to  he  rich  before  he  dies.  The  modem  developments  of 
business  and  of  business  fortunes  are  of  exceptional  interest  and  instruction  to 
Englishmen :  bnt  their  lessons  will  be  misread  unless  the  essentially  different  con- 
ditions of  business  life  in  the  old  world  and  the  new  are  constantly  borne  in 
mind. 

'  A  great  body  of  statistics  relating  to  nearly  all  civilized  countries  and  nni- 
formly  tending  in  this  direction  is  contaiued  in  M.  Leroy  Beaulien's  Easai  aur  la 
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It  must  be  admitted  that  a  rise  in  wages  would  lose  part   book  vi. 

of  its  benefit,  if  it  were  accompanied  by  an  increase  in  the      _! ' 

time  spent  in  enforced  idleness.     Inconstancy  of  employment  ^""^"" 
is  a  great  evil,  and  rightly  attracts  public  attention.     But  empioy- 

1  1  •  1       •  I         ment  m 

several  causes  combme  to  make  it  appear  to  be  greater  than  modem 
it  really  is.  ^^^tu, 

When  a  large  factory  goes  on  half  time,  rumour  bruits  ^^^^^' 
the  news  over  the  whole  neighbourhood,  and  perhaps  the 
newspapers  spread  it  all  over  the  country.  But  few  people 
know  when  an  independent  workman,  or  even  a  small  em- 
ployer, gets  only  a  few  days'  work  in  a  month ;  and  in  conse- 
quence, whatever  suspensions  of  industry  there  are  in  modem 
times,  are  apt  to  seem  more  important  than  they  are  relatively 
to  those  of  earlier  times.  In  earlier  times  some  labourers 
were  hired  by  the  year :  but  they  were  not  free,  and  were 
kept  to  their  work  by  personal  chastisement.  There  is  no 
good  cause  for  thinking  that  the  mediaeval  artisan  had  con- 
stant employment.  And  the  most  persistently  inconstant 
employment  now  to  be  found  in  Europe  is  in  those  non- 
agricultural  industries  of  the  West  which  are  most  nearly 
mediaeval  in  their  methods,  and  in  those  industries  of  Eastern 
and  Southern  Europe  in  which  mediaeval  traditions  are 
strongest  \ 

In  many  directions  there  is  a  steady  increase  in  the  pro- 
portion of  employees  who  are  practically  hired  by  the  year. 
This  is  for  instance  the  general  rule  in  many  of  those  trades 
connected  with  transport  which  are  growing  fastest,  and  are 

repartition  des  Sichesses,  et  sur  la  tendance  d  une  moindre  irUgaliti  des  conditions, 
1881.  Mr  Goschen's  Address  to  the  Boyal  Statistical  Society  in  1887  on  The 
Increase  of  Moderate  Incomes  points  the  same  way ;  and  above  aU  so  do  the  very 
careful  and  instmctive  stadies  of  wage  statistics  made  by  Mr  GiSen  in  his  private 
and  in  bis  official  capacity. 

'  One  instance,  which  has  come  nnder  the  present  writer's  observation,  may 
be  mentioned  here.  In  Palermo  there  is  a  semi-fendal  connection  between  the 
artisans  and  their  patrons.  Each  carpenter  or  tailor  has  one  or  more  large  honses 
to  which  he  looks  for  employment;  and  so  long  as  he  behaves  himself  fairly  well, 
he  is  practically  secnre  from  competition.  There  are  no  great  waves  of  Depression 
of  Trade ;  the  newspapers  are  never  filled  with  acconnts  of  the  sofierings  of  those 
out  of  work,  because  their  condition  changes  very  little  from  time  to  time.  But 
a  larger  percentage  of  artisans  are  ont  of  employment  at  the  best  of  times  in 
Palermo,  tCan  in  England  in  the  centre  of  the  worst  depression  of  recent  years. 

On  the  probable  instability  of  industry  in  the  Middle  Ages  see  Dr  Cnnningham's 
Growth  of  English  Industry  amd  ComTiierce,  Vol.  i.  p.  348. 
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BOOK  VI.    the  representative  industries  of  the  second  half  of  the  nine- 

— '    teenth  century,  as  the  manufacturing  trades  were  of  the  first 

half.  And  though  the  rapidity  of  invention,  the  fickleness 
of  fashion,  and  above  all  the  instability  of  credit,  do  certainly 
introduce  disturbing  elements  into  modem  industry ;  yet,  as 
we  shall  see  presently,  other  influences  are  working  strongly 
in  the  opposite  direction,  and  there  seems  to  be  no  good 
reason  for  thinking  that  inconstancy  of  employment  is  in- 
creasing on  the  whole. 
But  the  Progress  then  has  done  much :  but  there  still  remains  a 

those  who  great,  and — in  consequence  of  improved  sanitation — perhaps 
for^ri     a  growing  Residuum  of  persons  who  are  physically,  mentally 
■work,  does  ^^  morally  incapable  of  doing  a  good  day's  work  with  which 
to  dimin-    to  earn  a  good  day's  wage ;  and  some  of  those  who  are  called 
artisans,  together  with  many  unskilled  labourers,  work  hard 
for  -over  long  hours,  and  provide  for  others  the  means  of 
refinement  and  luxury,  but  obtain  neither  for  themselves  nor 
their  children  the  means  of  living  a  life  that  is  worthy  of  man. 
The  temp-         There  is  a  strong  temptation  to  over-state  the  economic 
tmderstate  ^vils  of  our  own  age,  and  to  ignore  the  existence  of  similar 
theheneflta  g^^  worse  evils  in  earlier  ages ;  for  by  so  doing  we  may  for 
gress.        the  time  stimulate  others,  as  well  as  ourselves,  to  a  more 
intense  resolve  that  the  present  evils  shall  no  longer  be 
allowed  to  exist.     But  it  is  not  less  wrong,  and  generally  it 
is  much  more  foolish,  to  palter  with  truth  for  a  good  than  for 
a  selfish  cause.     And  the  pessimist  descriptions  of  our  own 
age,  combined  with  romantic  exaggerations  of  the  happiness 
of  past  ages,  must  tend  to  the  setting  aside  of  methods  of 
progress,  the  work  of  which  if  slow  is  yet  solid ;  and  to  the 
hasty  adoption  of  others  of  greater  promise,  but  which  re- 
semble the  potent  medicines  of  a  charlatan,  and  while  quickly 
effecting  a  little  good,  sow  the  seeds  of  widespread  and  lasting 
decay.     This  impatient  insincerity  is  an  evil  only  less  great 
than  that  moral  torpor  which  can  endure  that  we,  with  our 
modem  resources  and  knowledge,  should  look  on  contentedly 
at  the  continued  destruction  of  all  that  is  worth  having  in 
multitudes   of  human  lives,  and  solace  ourselves  with  the 
reflection  that  anyhow  the  evils  of  our  own  age  are  less  than 
those  of  the  past. 
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§  13.     We  have  not  yet  reached  the  stage  at  which  we   book  ti. 
can  profitably  examine  the  general  effects  of  economic  pro-      J — ' 
gress  on  human  well  being.     But  it  will  be  well,  before  end-  ^ro^er 
ing  this  Book,  to  pursue  a  little  further  the  line  of  thought  influences 
on  which  we  started  in  Book  iii.,  when  considering  wEints  in  gress. 
relation  to  activities.    We  there  saw  reasons  for  thinking  that 
the  true  key-note  of  economic  progress  is  the  development  of 
new  activities  rather  than  of  new  wants ;  and  we  may  now  Connection 
make  some  study  of  a  question  that  is  of  special  urgency  in  the  man- 
our  own  generation ;  viz. — what  is  the  connection  between  y^g  ^^ 
changes  in  the  manner  of  living  and  the  rate  of  earnings ;  how  t^®  ™'®  °* 
far  is  either  to  be  regarded  as  the  cause  of  the  other,  and  how 
far  as  the  effect  ? 

Let  us  take  the  term  the  Standard  of  Life  to  mean  the  By  the 
standard  of  activities  and  of  wants.     Thus  a  rise  in  the  stan-  ofLi/e  we 
dard  of  life  implies  an  increase  of  intelligence,  and  energy  ^^dard 
and  self-respect ;  leading  to  more  care  and  iudgment  in  ex-  of  acti- 

r        J  o  JO  vities  as 

penditure,  and  to  an  avoidance  of  food  and  drink  that  gratify  well  as  of 
the  appetite  but  afford  no  strength,  and  of  ways  of  living  that 
are  unwholesome  physically  and  morally.  A  rise  in  the  stan- 
dard of  life  for  the  whole  population  will  much  increase  the 
national  dividend,  and  the  share  of  it  which  accrues  to  each 
grade  and  to  each  trade.  A  rise  in  the  standard  of  life  for 
any  one  trade  or  grade  will  raise  their  efficiency  and  their  own 
real  wages :  it  will  increase  the  national  dividend  a  little ; 
and  it  will  enable  others  to  obtain  their  assistance  at  a  cost 
somewhat  less  in  proportion  to  its  efficiency. 

But  many  writers  have  spoken  of  the  influence  exerted  A  rise  in 
on  wages  by  a  rise  not  in  the  standard  of  life,  but  in  that  of  dard  of 
covifort ; — a  term  that  may  suggest  a  mere  increase  of  arti-  ^"^"^ 
ficial  wants,  among  which  perhaps  the  grosser  wants  may  '^^ 
predominate.    It  is  true  that  every  broad  improvement  in  the  through  its 
standard  of  comfort  is  sure  to  bring  with  it  a  better  manner  influence 
of  living,  and  to  open  the  way  to  new  and  higher  activities ;  ^J^^f 
while  those  who  have  hitherto  had  neither  the  necessaries  dard  of 

activities. 

nor  the  decencies  of  life  can  hardly  fail  to  get  some  increase 
of  vitality  and  energy  from  an  increase  of  comfort,  however 
gross  and  material  the  view  which  they  may  take  of  it.  Thus 
a  rise  in  the  standard  of  comfort  does  to  some  extent  involve 
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BOOK  VI.   a  rise  in  the  standard  of  life ;  and  in  so  far  as  this  is  the  case 


CH.  XII. 


it  does  tend  to  increase  the  national  dividend  and  to  improve 

the  condition  of  the  people. 

A  rise  in  Some  writers  however  of  our  own  and  of  earlier  times 

dard  of       have  gone  further  than  this,  and  have  implied  that  a  mere 

ronBis™"  increase  of  wants  tends  to  raise  wages.     But  the  only  direct 

enUybe  effect  of  an  increase  of  wants  is  to  make  people  more 
regarded  _  -j      •  i.   ri 

as  a  chief    miserable  than  before.     And  if  we  put  aside  its  probable 

raising  indirect  effect  in  increasing  activities,  and  otherwise  raising 
b:?llt^em^  the  standard  of  life,  it  can  raise  wages  only  by  another 
Maithus-    indirect  effect,  viz.  by  diminishing  the  supply  of  labour. 

The  doctrine  that,  merely  through  its  action  in  diminish- 
ing the  supply  of  labour,  a  rise  in  the  standard  of  comfort 
raises  wages,  and  is  one  of  the  most  effective  means  for  that 
purpose,  can  be  held  consistently  by  those  who  believe  that 
population  is  pressing  on  the  means  of  subsistence  so  hardly, 
that  the  rate  of  growth  of  population  exercises  a  predomi- 
nating influence  on  the  rate  of  wages.   For  if  that  be  true,  then 
it  is  also  true  that  at  least  one  of  the  most  efficient  means  of 
raising  wages  is  to  induce  people  to  adopt  a  higher  standard  of 
comfort,  in  however  mean  and  sordid  a  sense  the  term  comfort 
is  used:  since  in  order  to  indulge  the  new  desires  rising 
out  of  their  extended  desire  for  comfort  they  may  probably 
marry  late,  or  otherwise  limit  the  number  of  their  children. 
But  it  cannot  be  held  consistently  by  those  who  hold,  as 
most  writers  of  the  present  generation  do,  that  the  new 
facilities  of  transport  have  much  diminished  for  the  present 
the  influence  which  the  law  of  diminishing  return  exercises  on 
production ;  that  the  countervailing  influences  of  the  law  of 
increasing  return  are  strong  and  that  an  increase  of  numbers 
does  not  tend  greatly  to  reduce  the  average  level  of  wages. 
The  influ-         It  is  indeed  still  possible  to  contend  that  a  mere  diminu- 
wages  of  a  tion  in  the  supply  of  manual  labourers  as  a  whole,  or  of  any 
BtippS' of    o^®  class  of  them  in  particular,  will  increase  the  competition 
^"'"'tod     ^°^  their  aid  on  the  part  of  the  higher  grades  of  labour,  and 
will  now     the  owners  of  material  capital ;  and  that  in  consequence  their 
studied  in   wages  will  rise.     This  argument  is  no  doubt  valid  so  far  as  it 
the  hora-s"  S^^^ '  ^^^  t^®  ^^®  ^^  wages  that  can  be  got  by  any  class  of 
of  work,     labour  simply  by  making  itself  scarce,  and  independently  of 
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any  improvement  in  its  standard  of  activities  is  generally  not   book  ti. 
very  great,  except  in  the  case  of  the  lowest  grades.     We  will      J — ' 
consider  this  problem  in  some  detail  with  reference  to  that  par- 
ticular change  in  the  standard  of  living  which  takes  the  form 
of  shortening  the  hours  of  labour,  and  of  wise  uses  of  leisure'. 

5  14.     The  eaminars  of  a  human  being  are  commonly  '^°°  '''*^ 

1  •   1         1        ■        1     -  1     p      1  •  accoimtis 

counted  gross  ;  no  special  reckonmg  bemg  made  for  his  wear-  often  taken 
and-tear,  of  which  indeed  he  is  himself  often  rather  careless ;  ^a-tear  of 
and,  on  the  whole,  but  little  account  is  taken  of  the  evil  ^^^" 
effects  of  the  overwork  of  men  on  the  well-being  of  the 
next  generation,  although  the  hours  of  labour  of  children  are 
regulated  by  law  in  their  own  interests  and  those  of  women 
in  the  interests  of  their  families. 

When  the  hours  and  the  general  conditions  of  labour  are  it  is  waste- 
such  as  to  cause  great  wear-and-tear  of  body  or  mind  or  both,  without 
and  to  lead  to  a  low  standard  of  Jiving ;  when  there  has  been  ^j'le'^Qre 
a  want  of  that  leisure,  rest  and  repose,  which  is  one  of  the  '•'*'  "* 

r  necessary 

necessaries  for  efficiency ;  then  the  labour  has  been  extrava-  for  effici- 
gant  from  the  point  of  view  of  society  at  large,  just  as  it  *°*'^' 
would  be  extravagant  on  the  part  of  the  individual  capitalist 
to  keep  his  horses  or  slaves  overworked  or  underfed.  In  such  The  gain 
a  case  a  moderate  diminution  of  the  hours  of  labour  would  nution  of 
diminish  the  national  dividend  only  temporarily;  for  as^^^^^ 
soon  as  the  improved  standard  of  life  had  had  time  to  have  which 

.  there  is  an 

its  full  effect  on  the  eflSciency  of  the  workers,  their  increased  injurious 
energy,  intelligence  and  force  of  character  would  enable  them 
to  do  as  much  as  before  in  less  time ;  and  thus,  even  from  the 
point  of  view  of  material  production,  there  would  be  no  more 
ultimate  loss  than  is  involved  by  sending  a  sick  worker  into 
hospital  to  get  his  strength  renovated.  And,  since  material 
wealth  exists  for  the  sake  of  man,  and  not  man  for  the  sake 
of  material  wealth,  the  fact  that  ineflScient  and  stunted  human 
lives  had  been  replaced  by  more  efiScient  and  fuller  lives 
would  be  a  gain  of  a  higher  order  than  any  temporary 
material  loss  that  might  have  been  occasioned  on  the  way. 
This  argument  assumes  that  the  new  rest  and  leisure  raises  the  rest 

1  Mr  Ounton's  snggestive  writings  on  the  causes  that  govern  wages  seem  to  be 
somewhat  impaired  by  a  lax  use  of  the  phrases  "  Standard  of  Comfort "  and  "Cost 
of  Production  of  Labour." 
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BOOK  VI.  the  standard  of  life.     And  such  a  result  is  almost  certain  to 

— — '  follow  in  the  extreme  cases  of  overwork  which  we  have  been 

Me  tnnie'd  °°^  considering ;  for  in  them  a  mere  lessening  of  tension  is 

to  good  a  necessary  condition  for  taking  the  first  step  upwards. 

account.  _       "^  ,  ^  ^      * 

Exception-        This  brings  us  to  consider  the  lowest  grade  of  honest 
tioM "fthe  workers.     Few  of  them  work  very  hard ;  but  they  have  little 
^°Ifl°*        stamina ;  and  many  of  them  are  so  overstrained  that  they 
workers,     might  probably,  after  a  time,  do  as  much  in  a  shorter  day  as 
they  now  do  in  a  long  one.     Moreover  they  are  the  one  class 
of  workers,  whose  wages  might  be  raised  considerably  at  the 
expense  of  other  classes  by  a  mere  diminution  in  the  supply 
of  their  labour.     Some  of  them  indeed  are  in  occupations 
that  are  closely  pressed  by  the  competition  of  skilled  workers 
using  machinery ;  and  their  wages  are  controlled  by  the  law 
of  substitution.     But  many  of  them  do  work  for  which  no 
substitute  can  be  found ;  they  might  raise  the  price  of  their 
labour  considerably  by  stinting  its  supply ;  and  they  might 
have  been  able  to  raise  it  a  very  great  deal  in  this  way,  were 
not  any  rise  sure  to  bring  into  their  occupation  other  workers 
of  their  own  grade   from   occupations  in  which  wages  are 
controlled  by  the  law  of  substitution^ 
In  some  §  15.     Again  there  are  some  branches  of  industry  which 

shorter       ^^  present  turn  to  account  expensive  plant  during  only  ten 
b^SwX  Jiours  a  day;  and  in  which  the  gradual  introduction  of  two 
^°°We        shifts  of  eight  hours  would  be  an  unmixed  gain.     The  change 
would  be     would  need  to  be  introduced  gradually ;  for  there  is  not  enough 
unmixed     skilled  labour  in  existence  to  allow  such  a  plan  to  be  adopted 
aUran-*"    ^*  ^''ic®  i°  ^  *^®  workshops  and  factories  for  which  it  is 
cemed.       suited.     But  some  kinds  of  machinery,  when  worn  out  or 
antiquated,  might  be  replaced  on  a  smaller  scale;  and,  on 
the  other  hand,  much  new  machinery  that  cannot  be  profit- 
ably introduced  for  a  ten  hours'  day,  would  be  introduced  for 
a  sixteen  hours'  day ;  and  when  once  introduced  it  would  be 
improved  on.     Thus  the  arts  of  production  would  progress 
more  rapidly ;  the  national  dividend  would  increase ;  work- 
ing men  would  be  able  to  earn  higher  wages  without  tempting 
capital  to  migrate  to  countries  where  wages  were  lower,  and 
all  classes  of  society  would  reap  benefit  from  the  change. 

1  See  the  end  of  Book  vi.  Ch.  in. 
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The  importance  of  this  consideration  is  more  apparent  bookvi. 
every  year,  since  the  growing  expensiveness  of  machinery,  J — ' 
and  the  quickness  with  which  it  is  rendered  obsolete,  are 
constantly  increasing  the  wastefulness  of  keeping  the  untiring 
iron  and  steel  resting  in  idleness  during  sixteen  hours  out  of 
the  twenty-four.  In  any  country,  such  a  change  would 
increase  the  net  produce,  and  therefore  the  wages  of  each 
worker;  because  much  less  than  before  would  have  to  be 
deducted  from  his  total  output  on  account  of  charges  for 
machinery,  plant,  factory-rent,  &c.  But  the  Anglo-Saxon 
artisans,  unsurpassed  in  accuracy  of  touch,  and  surpassing  all 
in  sustained  energy,  would  more  than  any  others  increase 
their  net  produce,  if  they  would  keep  their  machinery  going 
at  its  full  speed  for  sixteen  hours  a  day,  even  though  they 
themselves  worked  only  eight'. 

It  must  however  be  remembered  that  this  particular  plea 
for  a  reduction  of  the  hours  of  labour  applies  only  to  those 
trades  which  use,  or  can  use,  expensive  plant ;  and  that  in 
some  cases,  as  for  instance  in  some  mines  and  some  branches 
of  railway  work,  the  system  of  shifts  is  already  applied  so  as 
to  keep  the  plant  almost  constantly  at  work. 

§  16.     There  remain  therefore  many  trades  in  which  a  But  in 
reduction  of  the  hours  of  labour  would  certainly  lessen  the  out-  t?^dJg  a 
put  in  the  immediate  present,  and  would  not  certainly  bring  ^j^"*'°" 
about  at  all  quickly  any  such  increase  of  efficiency  as  would  1*°""  <•* 

1  Double  shifts  are  used  more  on  the  Continent  than  in  England.  Bnt  thej 
liare  not  a  fair  trial  there,  for  the  hours  of  labour  are  so  long  that  double  shifts 
involve  work  nearly  all  the  night  through;  and  night  work  is  never  so  good 
as  day  work,  partly  because  those  who  work  at  night  do  not  rest  perfectly  during 
the  day.  No  doubt  certain  practical  objections  can  be  urged  against  the  plan;  for 
instance,  a  machine  is  not  so  well  cared  for  when  two  men  share  the  responsibility 
of  keeping  it  in  order,  as  when  one  man  has  the  whole  management  of  it ;  and 
there  is  sometimes  a  difficulty  about  fixing  responsibility  for  imperfectioos  in  the 
work  done ;  bnt  these  difficulties  can  be  in  a  great  measure  overcome  by  putting 
the  machine  and  the  work  in  charge  of  two  partners.  Again,  there  would  be  a  little 
difficulty  in  readjusting  the  office  arrangements  to  suit  a  day  of  sixteen  hours. 
But  employers  and  their  foremen  do  not  regard  these  difficulties  as  insuperable ; 
and  experience  shews  that  workmen  soon  overcome  the  repugnance  which  they 
feel  at  first  to  doable  shifts.  One  set  might  end  its  work  at  noon,  and  the  other 
begin  then;  or  what  would  perhaps  be  better,  one  shift  might  work,  say,  from 
5  a.m.  to  10  a.m.  and  from  1'30  p.m.  to  4'30  pju.,  the  second  set  working  from 
10.15  ajn.  to  1.15  p.m.  and  from  4.45  p.m.  to  9.45  p.m. ;  the  two  sets  might  change 
places  at  the  end  of  each  week  or  month. 
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BOOK  VI.   raise  the  average  work  done  per  head  up  to  the  old  level.     In 

_I ■    such  cases  the  change  would  diminish  the  national  dividend ; 

woou        ^^^  *^®  greater  part  of  the  resulting  material  loss  would  fall 

lessen  pro-  on  the  workers  whose  hours  of  labour  were  diminished.     It  is 

true  that  in  some  trades  a  scarcity  of  labour  would  raise  its 

price  for  a  good  long  while  at  the  expense  of  the  rest  of  the 

community.     But  as  a  rule  a  rise  in  the  real  price  of  labour 

would  cause  a  diminished  demand  for  the  product,  partly 

through  the  increased  use  of  substitutes;  and  would  also 

cause  an  inrush  of  new  laboiir  from  less  favoured  trades. 

Originof  This  leads   us   to  consider  the   origin   of  the   common 

that's""""  belief  that  a  reduction  of  the  hours  of  labour  would  raise 

^M^kig    wages  generally  by  merely  making  labour  scarce,  and  inde- 

of  the         pendently  of  any  effect  it  might  have  in  keeping  machinery 

labour        longer  at  work  and  therefore  making  it  more  efficient,  or  in 

wages'"^*  preventing  people  from  being  stunted  and  prematurely  worn 

out  by  excessive  work.     This  opinion  is  an  instance  of  those 

misunderstandings  as  to  the  ways  in  which  a  rise  in  the 

standard  of  comfort  can  raise  wages,  to  which  we  referred 

a  little  while  back. 

The  fallacy        §  17.     It  appears  to  rest  on  two  fallacies.     The  first  of 

wonld         these  is  that  the  immediate  and  permanent   effects   of   a 

''^rm*  nt  change  will  be  the  same.     People  see  that  when  there  are 

increase      competent  men  waiting  for  work  outside  the  offices  of  a 

in  the  de-  '^  i  i         i  i        i  •    i 

mandfor  tramway  company,  those  already  at  work  thmk  more  of 
"  *""■  keeping  their  posts  than  of  striving  for  a  rise  of  wages :  and 
that  if  these  men  were  away,  the  employers  could  not  resist 
a  demand  for  higher  wages.  They  dwell  on  the  fact  that,  if 
tramway  men  work  short  hours,  and  there  is  no  diminution 
in  the  number  of  miles  run  by  the  cars  on  existing  lines,  then 
more  men  must  be  employed  probably  at  higher  wages  per 
hour;  and  possibly  at  higher  wages  per  day.  But  they 
overlook  other  consequences,  which  are  more  important, 
though  more  remote;  viz.  that  tramway  extensions  will  be 
checked ;  and  that  fewer  men  will  be  employed  in  the  future 
in  making  and  in  working  tramways ;  that  many  workpeople 
and  others  will  walk  into  town,  who  might  have  ridden ;  and 
many  will  live  closely  packed  in  the  cities  who  might  have 
had  gardens  and  fresher  air  in  the  suburbs.     If  it  were  true 
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that  the  aggregate  amount  of  wages  could  be  increased  by    bookvi. 

causing  every  person  to  work  one-fifth  less  than  now,  then  a      _! ' 

diminution  of  the  population  by  one-fifth  would  raise  aggre- 
gate wages,  and  therefore  would  increase  average  wages  by 
more  than  a  fifth — a  proposition  which  goes  beyond  the 
doctrine  of  extreme  Malthusians. 

The  source  of  the  error  in  this  argument  lies  in  the  and  that 
assumption  that  there   is  a   fixed    Work-Fund,  a   certam  fixed 
amount  of  work  which  has  to  be  done,  whatever  the  price  of  Y^ 
labour.     On  the  contrary,  the  demand  for  work  comes  from 
the  national  dividend ;  that  is,  it  comes  from  work :  the  less 
work  there  is  of  one  kind,  the  less  demand  there  is  for  work 
of  other  kinds ;  and  if  labour  were  scarce,  fewer  enterprises 
would  be  undertaken.     Again,  the  constancy  of  employment  J* '^"i^ 
depends  on  the  organization  of  industry  and  trade,  and  on  as  likely  to 
the  success  with  which  those  who  arrange  supply  are  able  to  tod^toish 
forecast  coming  movements  of  demand  and  of  price,  and  to  JJ^^^' 
adjust  their   actions  accordingly.     But  this  would  not   be  employ- 
better  done  with  a  short  day's  work  than  with  a  long  one ; 
and  indeed  the  adoption  of  a  short  day,  not  accompanied  by 
double  shifts,  would  discourage  the  use  of  that  expensive 
plant,  the  presence  of  which  makes  employers  very  unwilling 
to  close  their  works ;  and  it  would  therefore  probably  tend, 
not  to  lessen,  but  to  increase  the  inconstancy  of  employment. 

§  18.     The  second  fallacy  is  allied  to  the  first.     It  is  that  The  fallacy 
all  trades  will  gain  by  the  general  adoption  of  a  mode  of  that  all 
action  which  has  been  proved  to  enable  one  trade,  under  g^^by"*" 
certain  conditions,  to  gain  at  the  expense  of  others.     It  is  ^*^^ 
undoubtedly  true  that,  if  they  could  exclude  external  com-  labour 
petition,  plasterers  or  shoemakers  would  have  a  fair  chance 
of  raising  their  wages  by  a  mere  diminution  of  the  amount 
of  work  done  by  each.     But  these  gains  can  be  got  only  at 
the  cost  of  a  greater  aggregate  loss  to  other  sharers  in  the 
national  dividend'.     It  is  a  fact — and,  so  far  as  it  goes,  an 
important  fact — that  some  of  these  sharers  will  not  belong  to 
the  working  classes;   part  of  the  loss  will  certainly  fall  on 
employers  and  capitalists  whose  personal  and  material  capital 
is  sunk  in  building  or  shoemaking,  and  part  on  the  well-to-do 

1  See  Book  v.  Ch.  ti.  §  2,  and  Book  ti.  Ch.  u.  §§  4,  5. 
M.  50 
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BooKTi.    users  or  consumers  of  houses  or  shoes.     But  a  part  of  the 

loss  will  fall  on  the  working  classes  as  users  or  consumers  of 

houses  or  shoes;  and  part  of  the  loss  resulting  from  the 

plasterers'  gain  will  fall  on  bricklayers,  carpenters,  &c.,  and  a 

little  of  it  on  brickmakers,  seamen  employed  in  importing 

wood  for  building,  and  others. 

One  trade         If  then  all  workers  reduce  their  output  there  will  be  a 

times  do     great  loss  of  national  dividend ;  capitalists  and  employers 

genertd"     "'^^Y  indeed  bear  a  large  share  of  the  burden ;  but  they  are 

of^OT^ut  ^^"^^  ^^^  *°  ^®^  ^^'     ^^^ — ***  ^^y  i^o*^iiig  of  *^®  chance  that 

would  they  may  emigrate  and  take  or  send  their  free  capital  for  in- 

diminish  Vestment  abroad — a  great  and  general  diminution  of  earnings 

national  oi  management  and  of  interest  on  capital,  would  lead  on  the 

Md^"^'  °^®  hand  to  some  substitution  of  the  higher  grades  of  labour 

wage-  for  the  lower  throughout  the  whole  continuous  descending 

receivers  .  , 

must  bear  scale  of  employment',  and  perhaps  to  some  falling-oflf  in  the 
part  of  the  energy  and  assiduity  of  the  leading  minds  of  industry; 
loss.  while,  on  the   other  hand,  it  would  check   the  saving  of 

capitals  And  in  so  far  as  it  had  this  last  result  it  would 
diminish  that  abundance  of  capital  relatively  to  labour  which 
alone  would  enable  labour  to  throw  on  capital  a  part  of  its 
share  of  the  loss  of  the  national  dividend'. 

1  See  Book  ti.  C!h.  vn.  §§  2—4. 

"  See  Book  iv.  C!h.  tu.  §  9,  and  Book  vi.  Ch.  vi.  §  11. 

^  To  take  an  illustration,  let  ns  sappose  that  shoemakers  and  hatters  are  in  the 
same  grade,  working  eqnal  honrs,  and  receiving  equal  wages,  before  and  after  a 
general  redaction  in  the  hours  of  labour.  Then  both  before  and  after  the  change, 
the  hatter  could  buy,  with  a  month's  wages,  as  many  shoes  as  were  the  Net 
product  of  the  shoemaker's  work  for  a  month  (see  Book  vi.  Ch.  n.  §  7).  If  the 
shoemaker  worked  less  hours  than  before,  and  in  consequence  did  less  work,  the 
Net  product  of  his  labour  for  a  month  would  have  diminished,  unless  either  by  a 
system  of  working  double  shifts  the  employer  and  his  capital  had  earned  profits 
on  two  sets  of  workers,  or  his  profits  could  be  cut  down  by  the  full  amount  of 
the  diminution  in  output.  The  last  supposition  is  inconsistent  with  what  we 
know  of  the  causes  which  govern  the  supply  of  capital  and  business  power. 
And  therefore  the  hatter's  wages  would  go  less  far  than  before  in  baying  shoes ; 
and  so  all  round  for  other  trades. 

A  small  part  of  the  loss  might  be  thrown  on  rent:  but  it  is  not  necessary 
to  allow  for  much  under  this  head.  Also  our  argument  assumed,  what  would  be 
sure  to  be  approximately  true,  that,  taken  one  with  another,  the  values  relatively 
to  shoes  of  the  things  that  the  employer  bad  to  buy  remain  onchanged. 

It  may  be  well  to  say  here  dogmaticaUy,  and  in  anticipation  of  the  resnits 
of  the  next  volume,  that  the  influence  of  foreign  trade  competition  in  this  con- 
nection can  be  proved  to  be  different  from  what  it  at  first  sight  appears.    An 
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But  we  must  be  careful  not  to  confuse  the  two  questions    book  ti. 
whether  a  cause  tends  to  produce  a  certain  effect  and  whether      — — 
that  cause  is  sure  to  be  followed  by  that  effect.     Opening  ^'^^ 
the  sluice  of  a  reservoir  tends  to  lower  the  level  of  the  water  o™^*  '^^- 

.        mentslrom 

in  it;  but  if  meanwhile  larger  supplies  of  water  are  flowing  facts:  the 
in  at  the  other  end,  the  opening  of  the  sluice  may  be  fol-  poat  Am 
lowed  by  a  rising  of  the  level  of  the  water  in  the  cistern,  '^f  j^^" 
And  so  although  a  shortening  of  the  hours  of  labour  would 
tend  to  diminish  output  in  those  trades  which  are  not  already 
overworked,  and  in  which  there  is  no  room  for  double  shifts ; 
yet  it  might  very  likely  be  accompanied  by  an  increase  of 
production  arising  from  the  general  prog;ress  of  wealth  and 
knowledge'. 

international  agreement  to  (Uminish  simnltaneonsly  the  honrs  of  labonr  in  all 
trades  wonld  indeed  have  the  important  effect  of  preventing  the  workers  in  any 
one  coontry  from  having  to  fear  that  capital  wonld  leave  it  for  others ;  and  further 
a  redaction  in  the  honrs  of  labour  whether  by  a  given  percentage,  or  down  to  a 
given  mTTiiTinnTn,  wonld  diminish  ontpnt  in  nneqaal  proportions  in  different  trades, 
and  wonld  therefore  distnrb  relative  values  and  relative  wages;  and  these  dis- 
turbances would  be  aggravated  by  competition  from  a  foreign  country  that  was  not 
passing  through  the  same  changes.  If  however  the  hours  of  labour  could  be 
reduced,  not  on  any  rigid  plan,  but  in  such  a  way  as  not  to  distnrb  relative  values, 
the  change  wonld  not  directly  affect  the  course  of  foreign  trade,  whether  other 
nations  adopted  the  movement  or  not.  For  if  it  jnst,  but  only  just,  paid  to  export 
cntleryand  import  in  exchange  sewing  machines  before  the  change;  then  after 
the  change,  relative  values  remaining  unaltered,  it  would  still  pay,  and  only  just 
pay,  to  do  the  same.  International  agreements  are  therefore  likely  to  go  less  far, 
than  at  first  sight  appears,  towards  lessening  the  evils  of  a  general  diminution 
of  output. 

1  We  must  distrust  all  attempts  to  solve  the  question,  whether  a  redaction  of 
the  hours  of  labour  reduces  production  and  wages,  by  a  simple  appeal  to  facts. 
For  whether  we  watch  the  statistics  of  wages  and  prodnction  immediately  after 
the  change  or  for  a  long  period  following  it,  the  facts  which  we  observe  are  likely 
to  be  due  chiefiy  to  causes  other  than  that  which  we  are  wishing  to  study.  Firstly, 
the  effects  which  immediately  follow  are  likely  to  be  misleading  for  many  reasons. 
If  the  reduction  was  qade  as  a  result  of  a  successf nl  strike,  the  chances  are  that 
the  occasion  chosen  for  the  strike  was  one  when  the  strategical  position  of  the 
worlanen  was  good,  and  when  the  general  conditions  of  trade  wonld  have  enabled 
them  to  obtain  a  rise  of  wages  if  there  bad  been  no  change  in  the  honrs  of  labour : 
and  therefore  the  immediate  effects  of  the  change  on  wages  are  likely  to  appear 
more  favourable  than  they  really  were.  And  again  many  employers,  having 
entered  into  contracts  which  they  are  bound  to  fulfil,  may  for  the  time  offer 
higher  wages  for  a  short  day  than  before  for  a  long  day :  but  this  is  a  result  of 
the  suddenness  of  the  change,  and  is  a  mere  flash  in  the  pan.  On  the  other  band, 
if  men  have  been  overworked,  the  shortening  of  the  hours  of  labour  wiU  not  at 
once  make  them  strong:  the  physical  and  moral  improvement  of  the  condition  of 
the  workers,  with  its  consequent  increase  of  efficiency  and  therefore  of  wages, 
cannot  show  itself  at  once. 
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BOOK  VI.  §  19.  All  this  tends  to  show  that  a  general  reduction  of 
— —  the  hours  of  labour  is  likely  to  cause  a  little  net  material  loss 
^M*tSon  ^^d  much  moral  good,  that  it  is  not  adapted  for  treatment 
as  to  the  by  a  rigid  cast-iron  system,  and  that  the  conditions  of  each 
labour.  class  of  trades  must  be  studied  separately. 
WeU-spent  Perhaps  £100,000,000  annually  are  spent  even  by  the 
would  be  working  classes,  and  £400,000,000  by  the  rest  of  the  popula- 
reaTwortb  tio^^  of  England  in  ways  that  do  little  or  nothing  towards 
Seat*  art  ™^^^g  li^®  nobler  or  truly  happier.  And  it  would  certainly 
of  our  be  well  that  all  should  work  less,  if  we  could  secure  that  the 
enjoy-  new  leisure  be  spent  well,  and  the  consequent  loss  of  material 
income  be  met  exclusively  by  the  abandonment  by  all  classes 
of  the  least  worthy  methods  of  consumption.  But  this  result 
is  not  easy  to  be  attained :  for  human  nature  changes  slowly, 
and  in  nothing  more  slowly  than  in  the  hard  task  of  learning 
to  use  leisure  well.  In  every  age,  in  every  nation,  and  in 
every  rank  of  society,  those  who  have  known  how  to  work 
well  have  been  far  more  numerous  than  those  who  have 
known  how  to  use  leisure  well ;  but  on  the  other  hand  it  is 
only  through  freedom  to  use  leisure  as  they  will,  that  people 
can  learn  to  use  leisure  well :  and  it  is  true  that  no  class  of 

And  secondly,  the  statistics  of  production  and  wages  several  years  after  the 
reduction  of  hours  are  likely  to  reflect  changes  in  the  prosperity  of  the  country, 
or  of  the  trade  in  question,  or  of  the  methods  of  production,  or  lastly  of  the  pur- 
chasing power  of  money :  and  it  may  be  as  difficult  to  isolate  the  effects  of  reduction 
of  the  hours  of  labour  as  it  is  to  isolate  the  effects  on  the  waves  of  a  noisy  sea 
caused  by  throwing  a  stone  among  them. 

For  instance,  when  we  look  at  the  history  of  the  introduction  of  the  eight  hours' 
day  in  Australia  we  find  great  fluctuations  in  the  prosperity  of  the  mines  and  the 
supply  of  gold,  in  the  prosperity  of  the  sheep  farms  and  the  price  of  wool,  in  the 
borro^ving  from  old  countries  capital  with  which  to  employ  Australian  labour 
to  build  railways,  &c.,  in  immigration,  and  in  commercial  credit.  And  all  these 
have  been  such  powerful  causes  of  change  in  the  condition  of  the  Australian 
working  man  as  to  completely  overlay  and  hide  from  view  the  effects  of  a  reduc- 
tion of  the  hours  of  labour  from  10  gross  (8f  net  after  deducting  meal  times)  to 
8  net.  Money  wages  in  Australia  are  much  lower  than  they  were  before  the  hours 
were  shortened ;  and,  though  it  may  be  true  that  the  purchasing  power  of  money 
has  increased,  so  that  real  wages  have  not  fallen,  yet  there  seems  no  doubt  that 
the  real  wages  of  labour  in  Australia  are  not  nearly  as  much  above  those  in 
England  as  they  were  before  the  reduction  in  the  hours  of  labour :  and  it  has  not 
been  proved  that  they  are  not  lower  than  they  would  have  been  if  that  change 
had  not  taken  place.  And  it  is  not  certain  that  the  recent  commercial  troubles  in 
Australia  have  not  been  in  part  caused  by  over  sanguine  estimates  of  the  economic 
efficiency  of  short  hours  of  labour. 
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workers  who  are  devoid  of  leisure  can  have  much  self-respect    book  vi. 

and  become  full  citizens :  some  time  free  from  fatigue  and  free      J ' 

from  work  are  necessary  conditions  of  a  high  Standard  of  Life'. 

A  person  can  seldom  exert  himself  to  the  utmost  for 
more  than  eight  hours  a  day  with  advantage  to  anyone ; 
but  he  may  do  light  work  for  longer,  and  he  may  be  "  on 
duty,"  ready  to  act  when  called  on,  for  much  longer.  And 
since  adults,  whose  habits  are  already  formed,  are  not  likely 
to  adapt  themselves  quickly  to  long  hours  of  leisure,  it  would 
seem  more  conducive  to  the  well-being  of  the  nation  as  a 
whole,  to  take  measures  for  increasing  the  material  means  of 
a  noble  and  refined  life  for  all  classes,  and  especially  the 
poorest,  than  to  secure  a  sudden  and  very  great  diminution 
in  the  hours  of  labour  of  those  who  are  not  now  weighed 
down  by  their  work. 

In  this,  as  in  all  similar  cases,  it  is  the  young  whose  faculties  Leisure  for 
and  activities  are  of  the  highest  importance  both  to  the  moral-  y<"™8. 
ist  and  the  economist.  The  most  imperative  duty  of  this 
generation  is  to  provide  for  the  young  the  best  education  for 
the  work  they  have  to  do  as  producers  and  as  men  or  women, 
together  with  long-continued  freedom  from  mechanical  toil, 
and  abundant  leisure  for  school  and  for  such  kinds  of  play  as 
strengthen  and  develop  the  character. 

And,  even  if  we  took  account  only  of  the  injury  done  to  The  in- 
the  rising  generation  by  living  in  homes  in  which  the  father  ^g^n'a^ 
and  the  mother  lead  joyless  lives,  it  would  be  in  the  interest  generation 
of  society  to  afford  them  some  relief.     Able  workers  and  good  hours  of 
citizens  are  not  likely  to  come  from  homes  from  which  the  o*  thSr 
mother  is  absent  during  a  great  part  of  the  day,  nor  from  P"™*'- 
homes  to  which  the  father  seldom  returns  till  his  children 
are   asleep.    And  therefore   not  only  the  individuals   im- 
mediately concerned,  but  society  as  a  whole,  has  a  direct 
interest  in  the  curtailment  of  extravagantly  long  hours  of 
duty  away  from  home  even   for  mineral-train-guards   and 
others,  whose  work  is  not  in  itself  very  hard. 

And  now  we  must  conclude  this  part  of  our  study  of 
Distribution  and  Exchange.     We  have  reached  very  few  prac- 

1  This  is  well  argned  by  Mr  Sidney  Webb  and  Mr  Harold  Cox  in  their  plea 
for  An  Eight  Sours'  Day. 


790  THE  INFLUENCE  OF  PBOGRESS  ON  VALUE. 

BOOK  Ti.    tical  conclusions ;  because  it  is  generally  necessary  to  look  at 

— '    the  whole  of  the  economic,  to  say  nothing  of  the  moral  and 

other  aspects  of  a  practical  problem  before  attempting  to 
deal  with  it  at  all :  and  in  real  life  nearly  every  economic 
issue  depends,  more  or  less  directly,  on  some  complex  actions 
and  reactions  of  credit,  of  foreign  trade,  and  of  modem 
developments  of  combination  and  monopoly.  But  the  ground 
which  we  have  already  traversed  is,  in  some  respects,  the 
most  difficult  of  the  whole  province  of  economics ;  and  it 
commands,  and,  so  to  speak,  holds  the  key  of,  that  which  lies 
yet  before  us. 
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OF  MATHEMATICAL  NOTES. 


Note  I.  (p.  169).  The  law  of  dimination  of  marginal  utility  may  be 
expressed  thus  : — ^If  u  be  the  total  utility  of  an  amount  z  of  a  commodity 
to  a  given  person  at  a  given  time,  then  marginal  utility  is  measured  by 

-r- ;  and,  subject  to  the  qualifications  mentioned  in  the  text,  ^-^  is  always 

negative. 

Note  II.  (p.  171).  If  m  is  the  amount  of  money  or  general  purchasing 
power  at  a  person's  disposal  at  any  time,  and  n  represents  its  total  utility 

to  him,  then  j—  represents  the  marginal  utility  of  money  to  him. 

If  p  is  the  price  which  he  is  just  willing  to  pay  for  an  amount  x  of  the 
commodity  which  gives  him  a  total  pleasure  u,  then 

dfi  .        .  ,   dfi  dp     du 

-^Ap=Aa;   and  -r-^  =  ^-. 
dm  dm  dx     dx 

If  y'  is  the  price  which  he  is  just  willing  to  pay  for  an  amount  a'  of 
another  commodity,  which  affords  him  a  total  pleasure  u' ;   then 

dfi    dp'  _  du' 
dm  '  dx'      dsl ' 

,  . ,       ,  dp    dp'      du    du' 

and  therefore  -r-  :^,  =  -7~:  -r—. . 

dx    dx      dx    dx 

(Compare  Jevons'  chapter  on  the  Thetyry  of  Exchange,  p.  151.) 

Every  increase  in  his  means  diminishes  the  marginal  utility  of  money  to 

him  ;  that  is,  3-^  is  always  negative. 

Therefore,  the  marginal  utility  to.  him  of  an  amount  x  of  a  commodity, 

^-,  remaining  unchanged,  an   increase  in  his  means  increases  -T--i-^: 
dx  00  dx     dm 

i.e.  it  increases  -p,  that  is,  the  rate  at  which  he  is  willing  to  pay  for 
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further  snppliea  of  it.    Treating  u  as  variable,  that  is  to  say,  allowing  for 
possible  variations  in  the  person's  liking  for  the  commodity  in  question, 

we  may  regard  -^  as  a  function  or  m,  u,  and  x ;  and  then  we  have      ^  - 


always  positive.     Of  course 


dudx 


is  always  positive. 


Note  IIL  (p.  179).    Let  P,  P*  be  consecutive  points  on  the  demand 
curve;  let  PRM  be  drawn  perpendicular  to  Ox,  and  let  PP"  cut  Ox  and  Oy 

in  T  and  t  respectively;  so  that  P'R  is 
that  increment  in  the  amount  demanded 
which  corresponds  to  a  diminution  PB  in 
the  price  per  unit  of  the  commodity. 

Then  the  elasticity  of  demand  at  P  is 
measured  by 

OM  ■  PM'  '■*•  ^  PB^  OM' 

.      .      TM     PM 

.      .      TM       ,     PT 
■•e.by  ^orby-p^. 

When  the  distance  between  P  and  P'  is  diminished  indefinitely,  PP'  becomes 
the  tangent ;  and  thus  the  proposition  is  proved. 

It  is  obvious  a  priori  that  the  measure  of  elasticity  cannot  be  altered 
by  altering  relatively  to  one  another  the  scales  on  which  distances  parallel  to 
Ox  and  Oy  are  measured.  But  a  geometrical  proof  of  this  result  can  be  got 
easily  by  the  method  of  projections  :   while  analytically  it  is  clear  that 

■-  ^L-S. ,  which  is  the  analytical  expression  for  the  measure  of  elasticity, 

X         y 

does  not  change  its  value  if  the  curve  y=f(x)  be  drawn  to  new  scales,  so  that 
its  equation  becomes  qy=f(px) ;  where  p  and  q  are  constants. 

If  the  elasticity  of  demand  be  equal  to  unity  for  all  prices  of  the 
commodity,  any  fall  in  price  will  cause  a  proportionate  increase  in  the 
amount  bought,  and  therefore  will  make  no  change  in  the  total  outlay 
which  purchasers  make  for  the  commodity.  Such  a  demand  may  therefore 
be  called  a  Comtant  Outlay  demand.  The  curve  which  represents  it,  a 
Constant  Outlay  curve,  as  it  may  be  called,  is  a  rectangular  hyperbola  with 
Ox  and  Oy  as  asymptotes ;  and  a  series  of  such  curves  are  represented  by 
the  dotted  curves  in  the  following  figure. 

There  is  some  advantage  in  aocastoming  the  eye  to  the  shape  of  these 
curves ;  so  that  when  looking  at  a  demand  curve  one  can  tell  at  once 
whether  it  is  inclined  to  the  vertical  at  any  point  at  a  greater  or  less  angle 
than  the  part  of  a  constant  outlay  curve,  which  would  pass  through  that 
point.  Greater  accuracy  may  be  obtained  by  tracing  constant  outlay 
curves  on  thin  paper,  and  then  laying  the  paper  over  the  demand  curve. 
By  this  means  it  may,  for  instance,  be  seen  at  once  that  the  demand  curve 
in  the  figure  represents  at  each  of  the  points  A,  B,  G  and  D  an  elasticity 
about  equal  to  one  :  between  A  and  B,  and  again  between  C  and  D,  it  repre- 
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Bents  an  elasticity  greater  than  one ;  while  between  B  and  C  it  represents 
an  elasticity  less  than  one.    It  will  be  fonnd  that  practice  of  this  kind 
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makes  it  easy  to  detect  the  nature  of  the  assumptions  with  regard  to  the 
character  of  the  demand  for  a  commodity,  which  are  implicitly  made  in 
drawing  a  demand  carve  of  any  particular  shape ;  and  is  a  safeguard  against 
the  unconscious  introduction  of  improbable  assumptions. 

The  general  equation  to  demand-curres  representing  at  every  point  an 

elasticity  equal  to  n  is h»  —  =0,  i.e.  an/"=<7. 

X  y 

dx 
It  is  worth  noting  that  in  such  a  curve    .-  = 


G 

•j,n+i; 


that  is,  the  pro- 


portion in  which  the  amount  demanded  increases  in  consequence  of  a  small 
fall  in  the  price  varies  inversely  as  the  («  +  !)">  power  of  the  price. 
In  the  case  of  the  constant  outlay  carves  it  varies  inversely  as  the  square 
of  the  price ;  or,  which  is  the  same  thing  in  this  case,  directly  as  the  square 
of  the  amount. 

Note  IV.  (p.  186).  The  lapse  of  time  being  measured  downwards  along 
Oy ;  and  the  amounts,  of  which  record  is  being  made,  being  measured  by 
distances  from  Oy ;  then  P  and  P  being  adjacent 
points  on  the  curve  which  traces  the  growth  of 
the  amount,  the  rate  of  increase  in  a  small  nnit 
of  time  N'N  is  ' 

PH^_PH_    PH  _PN    P'H  _  P'H 
P'N'  ~  PB  ■  PN'  ~  m  ■  PN'  ~  Nt  ' 
since  PN  and  PN'  are  equal  in  the  Limit. 

If  we  take  a  year  as  the  unit  of  time  we  find 
the  annual  rate  of  increase  represented  by  the  in- 
verse of  the  number  of  years  in  Nt. 
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The  rate  of  increase  would  be  constant  for  all  points  of  the  oorre  if  Nt 

were  constant  and  always = a,  that  is,  if  -x^  =  atot  all  valnes  of  z;  that 

ax 

is,  if  the  equation  to  the  curve  were  y=z  -a log x. 

Note  V.  (p.  199).  We  have  seen  in  the  text  that  the  rate  at  which  future 
pleasures  are  discounted  varies  greatly  from  one  individual  to  another.  Let 
r  be  the  rate  of  interest  per  annum,  which  must  be  added  to  a  present 
pleasure  in  order  to  make  it  just  balance  a  future  pleasure,  that  will  be  of 
equal  amount  to  its  recipient,  when  it  comes  ;  then  r  may  be  60  or  even  200 
per  cent,  to  one  person,  while  for  his  neighbour  it  is  a  negative  quantity. 
Moreover  some  pleasures  are  more  urgent  than  others ;  and  it  is  conceivable 
even  that  a  person  may  discount  future  pleasures  in  an  irregular  random 
way ;  he  may  be  almost  as  willing  to  postpone  a  pleasure  for  two  years  as  for 
one ;  or,  on  the  other  hand,  he  may  object  very  strongly  indeed  to  a  long 
postponement,  but  scarcely  at  all  to  a  short  one.  There  is  some  difference 
of  opinion  as  to  whether  such  irregularities  are  frequent ;  and  the  question 
cannot  easily  be  decided ;  for  since  the  estimate  of  a  pleasure  is  purely  sub- 
jective, it  would  be  difficult  to  detect  them  if  they  did  occur.  In  a  case  in 
which  there  are  no  such  irregularities,  the  rate  of  discount  will  be  the  same 
for  each  element  of  time;  or,  to  state  the  same  thing  in  other  words,  it  will 
obey  the  Exponential  Law.  And  if  h  be  the  future  amount  of  a  pleasure  of 
which  the  probability  is  p,  and  which  will  occur,  if  at  all,  at  time  t ;  and  if 
It  =  l+r\  then  the  present  value  of  the  pleasure  is  phR-'.  It  must,  how- 
ever, be  borne  in  mind  that  this  result  belongs  to  Hedonics,  and  not  properly 
to  Economics. 

Arguing  still  on  the  same  hypothesis  we  may  say  that,  if  vt  be  the 
probability  that  a  person  will  derive  an  element  of  happiness,  AA,  from  the 
possession  of,  say,  a  piano  in  the  element  of  time  At,  then  the  present  value 

of  the  piano  to  him  is  j    ■mR''  -t-  dt.    If  we  are  to  include  all  the  happiness 

Jo  "' 

that  results  from  the  event  at  whatever  distance  of  time  we  must  take  T=ao  . 

If  the  source  of  pleasure  is  in  Bentham's  phrase  "  impure,"  -p  will  probably 

be  negative  for  some  values  of  t ;  and  of  course  the  whole  value  of  the 
integral  may  be  negative. 

Note  VL  (p.  208).  If  y  be  the  price  at  which  an  amount  a;  of  a  com- 
modity can  find  purchasers  in  a  given  market,  ani  y=:f{x)  be  the  equation 
to  the  demand-curve,  then  the  total  utility  of  the  commodity  is  measured  by 

f{x)  dx,  where  a  is  the  amount  consumed. 

I 

If  however  an  amount  b  of  the  commodity  is  necessary  for  existence, 
f{x)  will  be  infinite,  or  at  least  indefinitely  great,  for  values  of  x  less  than 
b.  We  must  therefore  take  life  for  granted,  and  estimate  separately  the 
total  utility  of  that  part  of  the  supply  of  the  commodity  which  is  in  excess 

of  absolute  necessaries  :  it  is  of  course  I  f{x)  dx. 

If  there  are  several  commodities  which  will  satisfy  the  same  imperative 


/: 
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want,  as  e.g.  water  and  milk,  either  of  which  will  qaench  thirst,  we  shall 
find  that,  under  the  ordinary  conditions  of  life,  no  great  error  is  introdaced 
by  adopting  the  simple  plan  of  assuming  that  the  necessary  sapply  comes 
ezclnsively  from  that  one  which  is  cheapest. 

It  should  be  noted  that,  in  the  discussion  of  consumers'  rent,  we  assume 
that  the  marginal  utility  of  money  to  the  individual  purchaser  is  the  same 
throughout.  Strictly  speaking  we  ought  to  take  account  of  the  fact  that  if 
he  spent  less  on  tea,  the  marginal  utility  of  money  to  him  would  be  less 
than  it  is,  and  he  would  get  an  element  of  consumers'  rent  from  buying 
other  things  at  prices  which  now  yield  him  no  such  rent.  But  these  changes 
of  consumers'  rent  (being  of  the  second  order  of  smallness)  may  be  neg- 
lected, on  the  assumption,  which  underlies  our  whole  reasoning,  that  his 
expenditure  on  any  one  thing,  as,  for  instance,  tea,  is  only  a  small  part  of 
his  whole  expenditure.  (Compare  Book  y.  Ch.  ii.  §  3.)  It,  for  any  reason  it 
be  desirable  to  take  account  of  the  influence  which  his  expenditure  on  tea 
exerts  on  the  value  of  money  to  him,  it  is  only  necessary  to  multiply  f{x), 
within  the  integral  given  above  by  that  function  of  xf{x)  (i.e.  of  the  amount 
which  he  has  already  spent  on  tea)  which  represents  the  marginal  utility  to 
him  of  money  when  his  stock  of  it  has  been  diminished  by  that  amount. 

Note  Vil.  (p.  210).  Thus  if  a,,  a,,  a,...  be  the  amounts  consumed  of 
the  several  commodities  of  which  frj,  b^,  bj...  are  necessary  for  existence, 
if  y=fi{x),  y=fj{x),  y=fj{x)...  be  the  equations  to  their  demand  curves 
and  if  we  may  neglect  all  inequalities  in  the  distribution  of  wealth ;  then 
the  total  utility  of  income,  subsistence  being  taken  for  granted,  might  be 

represented  by  2  I   /  (x)  dx,  if  we  could  find  a  plan  for  grouping  together  in 

one  common  demand  curve  aU  those  things  which  satisfy  the  same  wants,  and 
are  rivals ;  and  also  for  eveiy  group  of  things  of  which  the  services  are  com- 
plementary (see  Book  v.  Ch.  vi.).  But  we  cannot  do  this :  and  therefore  the 
formnla  remains  a  mere  general  expression,  having  no  practical  application. 
See  footnote  on  pp.  207,  8 ;  also  the  latter  part  of  Note  XTV. 

Note  Vm.  (p.  211).  If  y  be  the  happiness  which  a  person  derives  from 
an  income  x ;  and  if,  after  Bernoulli,  we  assume  that  the  increased  happi- 
ness which  he  derives  from  the  addition  of  one  per  cent,  to  his  income  is  the 

same  whatever  his  income  be,  we  have  x^=K,  and  .•.  y=Klogx  +  C 
when  K  and  C  are  constants. 

Let  a  be  the  income  sufficient  to  purchase  the  necessaries  of  life,  so 
defined  that  the  total  pleasure  derived  from  life  with  an  income  less  than  a 

is  a  negative  quantity;  then  our  equation  becomes  y=Klog-.  Of  course 
both  K  and  a  vary  with  the  temperament,  the  health,  the  habits,  and  the 
social  surroundings  of  each  individual.  Laplace  gives  to  x  the  name /ortun« 
physique,  and  to  y  the  ntane /ortmie  vtorale, 

Bernoulli  himself  seems  to  have  thought  of  x  and  a  as  representing 
certain  amounts  of  property  rather  than  of  income  ;  but  we  caimot  estimate 
the  property  necessary  for  life  without  some  understanding  as  to  the  length 
of  time  during  which  it  is  to  support  life,  that  is,  without  really  treating  it 
as  income. 
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Perhaps  the  guess  which  has  attracted  most  attention  after  Bernonlli's 
is  Cramer's  suggestion  that  the  pleasure  afforded  by  wealth  may  be  taken 
to  vary  as  the  square  root  of  its  amount. 

Note  IX.  (p.  211).  The  argument  that  fair  gambling  is  an  economic 
blunder  is  generally  based  on  Bernoulli's  or  some  other  definite  hypothesis. 
But  it  requires  no  further  assumption  than  that  firstly  the  pleasure  of 
gambling  may  be  neglected,  and  secondly  0"  (x)  is  negative  for  all  values 
of  X,  where  tp  (x)  is  the  pleasure  derived  from  wealth  equal  to  x. 

For  suppose  that  the  chance  that  a  particular  event  will  happen  is  p, 
and  a  man  makes  a  fair  bet  of  py  against  {}.-p)y  that  it  will  happen. 
By  so  doing  he  changes  his  expectation  of  happiness  &om 

^(x)  to  i)^{x  +  (l-p)j/}  +  (l-i))^(x-2)j/). 

This  when  expanded  by  Taylor's  Theorem  becomes 

«(x)  +  ip(l-p)2j/V'{a:  +  9(l-3»)y}  +  ii^(l-p)9V(i-eTO); 
assuming   <t>"  (x)   to  be  negative  for  all  values   of  x,  this  is  always  less 
than  ^(x). 

It  is  true  that  this  loss  of  probable  happiness  need  not  be  greater  than 
the  pleasure  derived  from  the  excitement  of  gambling,  and  we  are  then 
thrown  back  upon  the  induction  that  pleasures  of  gambling  are  in  Bentham's 
phrase  "impure,"  since  experience  shows  that  they  are  likely  to  engender  a 
restless,  feverish  character,  unsuited  for  steady  work  aa  well  as  for  the 
higher  and  more  solid  pleasures  of  life. 

Note  X.  (p.  217).  Following  on  the  same  lines  as  in  Note  I.,  let  us 
take  V  to  represent  the  disutility  or  discommodity  of  an  amount  of  labour  I, 

then  37  measures  the  marginal  disutility  of  labour ;  and,  subject  to  the 
al 

tPv 
qualifications  mentioned  in  the  text,  -r-  is  positive. 

Let  m  be  the  amount  of  money  or  general  purchasing  power  at  a  person's 

disposal,  ij.  its  total  utility  to  him,  and  therefore  -j^  its  marginal  utility. 

dm 

Thus  if  Aw  be  the  wages  that  must  be  paid  him  to  induce  him  to  do  labour 

Al,  then  Ate  3-  =  A»,  and  t;  .  -r-  =  ^r- 
dm  dl     dm     dl 

If  we  assume  that  iiis  dislike  to  labour  is  not  a  fixed,  but  a  fluctuating 

quantity,  we  may  regard  -tt  as  a  function  of  m,  v,  and  { ;  and  then  both 

<Pio       d!ho 

-3 — T, ,  •, — 5,  are  always  positive. 
dmdl    dvdl 

Note  XI.  (p.  306).  If  members  of  any  species  of  bird  begin  to  adopt 
aquatic  habits,  every  increase  in  the  webs  between  their  toes — whether  coining 
about  gradually  by  the  operation  of  natural  selection,  or  suddenly  as  a  sport, 
or  (as  a  minority  of  biologists  still  think)  partly  from  the  inherited  effects  of 
use, — will  cause  them  to  find  their  advantage  more  in  aquatic  life,  and  will 
make  their  chance  of  leaving  offspring  depend  more  on  the  increase  of  the  web. 
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So  that,  if  f(t)  be  the  average  area  of  the  web  at  time  t,  then  the  rate 
of  increase  of  the  web  increases  (within  certain  limits)  with  every  increase 
in  the  web,  and  therefore  /"  (t)  is  positive.  Now  we  know  by  Taylor's 
Theorem  that 

f{t  +  h)  =/  (()  +  hf  («)  +  j^/"  (J  +  eh) ; 

and  if  h  be  large,  so  that  h^  is  very  large,  then  f{t  +  h)  will  be  moch  greater 
than/(t)  even  though/'  {t)  be  small  and/"  (t)  is  never  large.  There  is  more 
than  a  superficial  connection  between  the  advance  made  by  the  applications 
of  the  differential  calculns  to  physics  at  the  end  of  the  last  century  and  the 
beginning  of  this,  and  the  rise  of  the  theory  of  evolution.  In  sociology  as 
weU  as  in  biology  we  are  learning  to  watch  the  accumulated  effects  of  forces 
which,  though  weak  at  first,  get  greater  strength  from  the  growth  of  their 
own  effects ;  and  the  universal  form,  of  which  every  such  fact  is  a  special 
embodiment,  is  Taylor's  Theorem ;  or,  if  the  action  of  more  than  one  cause 
at  a  time  is  to  be  taken  account  of,  the  corresponding  eicpression  of  a 
function  of  several  variables. 


Note  XII.  (p.  408).  If,  as  in  Note  X.,  v  be  the  discommodity  of  the 
amount  of  labour  which  a  person  has  to  exert  in  order  to  obtain  an  amount 
X  of  a  commodity  from  which  he  derives  a  pleasure  u,  then  the  pleasure  of 
having  further  supplies  will  be  equal  to  the  pain  of  getting  them  when 
du  _  dv 
dx~  dx' 

If  the  pain  of  labour  be  regarded  as  a  negative  pleasure ;  and  we  write 

=a  maximum  at  the  point  at  which  his 


V=-v; 
labour  ceases. 


then  T-  +  3-  =0,  '-e-  ■u+U= 
dx      dx 


T^OTS  XII.  bis  (p.  415).  In  an  article  in  the  Gwrnale  degli  Economisti  for 
February,  1891,  Prof.  Edgeworth  draws  the  adjoining  diagram  to  represent 
the  cases  of  barter  of  apples  for  nuts  described  on  pp.  395-6.  Apples  are 
measured  along  Ox,  and  nuts  along  Oy ;  Op=i,  pa=iO  ;  and  a  represents 
the  termination  of  the  first  bargain  in 
which  4  apples  have  been  exchanged 
for  40  nuts,  in  the  case  in  which  A  gets 
the  advantage  at  starting  :  b  represents 
the  second,  and  c  the  final  stage  of  that 
case.  On  the  other  hand,  a'  represents 
the  first,  and  b',  c',  d'  the  second,  third, 
and  final  stages  of  the  set  of  bargains  in 
which  B  gets  the  advantage  at  starting. 
QP,  the  locus  on  which  c  and  d'  must 
both  necessarily  lie,  is  called  by  Prof. 
Edgeworth  the  Contract  Curve. 

Following  a  method  adopted  in  his  Mathematical  Piychics  (1881),  he 
takes  U  to  represent  the  total  utility  to  A  of  apples  and  nuts  when  he  has 
given  up  x  apples  and  received  y  nuts,  V  the  total  utility  to  B  of  apples  and 
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nuts  when  he  has  leoeived  x  apples  and  given  up  y  nnts.    If  an  additional 
Ax  apples  are  exchanged  for  Ay  nuts,  the  exchange  will  be  indifierent  to  A  if 

dV ^       dV , 
_A.  +  -A3,=0; 

and  it  will  be  indifierent  to  JB  if  3—  Ax  +  -j-  Aa=0.    These,  therefore,  are 

dx  dy 

the  equations  to  the  indifference  curves  OP  and  OQ  of  the  figure  respectively; 

and  the  contract  curve  which  is  the  loons  of  points  at  which  the  terms  of 

exchange  that  are  indifferent  to  A  are  also  indifferent  to  B  has  the  elegant 

,.       dV     dV     dV     dV 
equation  -^  -f-T-  =  -r-  -i-  3-  • 
dx      dy      dx      dy 

If  the  marginal  utility  of  nuts  be  constant  for  A  and  also  for  B,  -j-  and 

dV 

-,-  become  constant ;  V  becomes  *  (a  -  x)  +  ou,  and  V  becomes  "i^  (o  -  x)  +  fly ; 

ay 

and  the  contract  curve  becomes  ii'(x)  =  0;  or  x=C;  that  is,  it  is  a  straight 

line  parallel  to  Oy,  and  the  value  of  Ay  :  Ax  given  by  either  of  the  indifference 

curves,  a  function  of  C;  thus  showing  that  by  whatever  route  the  barter 

may  have  started,  equilibrium  will  have  been  found  at  a  point  at  which  C 

apples  have  been  exchanged,  and  the  final  rate  of  exchange  is  a  function  of 

C ;  that  is,  it  is  a  constant  also.    This  last  application  of  Prof.  Edgeworth's 

mathematical  version  of  the  theory  of  barter,  to  confirm  the  results  reached 

in  the  text,  was  first  made  by  Mr  Berry,  and  is  published  in  the  Giomale 

degli  Ecanomisti  for  June,  1891. 

Prof.  Edgeworth's  plan  of  representing  U  and  V  as  general  functions  of  x 

and  y  has  great  attractions  to  the  mathematician ;  but  it  seems  less  adapted 

to  express  the  everyday  facts  of  economic  life  than  that  of  regarding,  as 

Jevons  did,  the  marginal  utilities  of  apples  as  functions  of  x  simply.     In 

that  case,  if  A  had  no  nuts  at  starting,  as  is  assumed  in  the  particular 

case  under  discussion,  U  takes  the  form 

J'  thia-x)  dx+fy^ (y)dy  ; 

similarly  for  V,    And  then  the  equation  to  the  contract  curve  is  of  the  form 

which  is  one  of  the  Equations  of  Exchange  in  Jevons's  Theory,  2nd  Edition, 
p.  108. 

Note  XIII.  (p.  430).  Using  the  same  notation  as  in  Note  V.,  let  us  take 
our  starting-point  as  regards  time  at  the  date  of  beginning  to  build  the  house, 
and  let  T'  be  the  time  occupied  in  building  it.  Then  the  present  value  of  the 
pleasures,  which  he  expects  to  derive  from  the  house,  is 


-/:■ 


H=\     wB-'f^dt. 


Let  Av  be  the  element  of  effort  that  will  be  incurred  by  him  in  building 
tl^  house  in  the  interval  of  time  At  (between  the  time  t  and  the  time  t  +  At), 
then  the  present  value  of  the  aggregate  of  effort  is 


'=/ 


0  at 
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If  there  is  any  oncertamty  as  to  the  labour  that  will  be  required,  every 
possible  element  must  be  counted  in,  multiplied  by  the  probability,  ■nf,  of 

/r  gig 

■m'R~'  -j:  <*'• 

If  we  transfer  the  starting-point  to  the  date  of  the  completion  of  the 
house,  we  have 

H=  /■"  wR-'fdt  and  F=  [°   w'B.^*, 
Jo  dt  j  -r  at 

where  Ti=T-T ;  and  this  starting-point,  though  perhaps  the  leas  natural 
from  the  mathematical  point  of  view,  is  the  more  natural  &om  the  point  of 
view  of  ordinary  business.  Adopting  it,  we  see  V  as  the  aggregate  of  esti- 
mated pains  incurred  ;  each  bearing  on  its  back,  as  it  were,  the  accumulated 
burden  of  the  waitings  between  the  time  of  its  being  incurred  and  the  time 
when  it  begins  to  bear  fruit. 

Jevons's  discussion  of  the  investment  of  capital  is  somewhat  injured  by 
the  unnecessary  assumption  that  the  function  representing  it  is  an  espression 
of  the  first  order ;  which  is  the  more  remarkable  as  he  had  himself,  when 
describing  Gossen's  work,  pointed  out  the  objections  to  the  plan  followed  by 
him  (and  Whewell)  of  substituting  straight  lines  for  the  multiform  curves 
that  represent  the  true  characters  of  the  variations  of  economic  quantities. 

Note  XIV.  (p.  430).  Let  oj,  oj,  03...  be  the  several  amounts  of  different 
kinds  of  labour,  as,  for  instance,  wood-cutting,  stone-carrying,  earth-digging, 
&c.,  on  the  part  of  the  man  in  question  that  would  be  used  in  building  the 
house  on  any  given  plan ;  and  j3,  ^,  /8",  Ac,  the  several  amounts  of 
accommodation  of  different  kinds  such  as  sitting-rooms,  bed-rooms,  offices, 
&c.  which  the  house  would  afford  on  that  plan.  Then,  using  V  and  H 
as  in  the  previous  note,  V,  /3,  ^,  /S"  are  aU  functions  of  oj,  oj,  oj...,  and  H 
being  a  function  of  /3,  /3',  j3"...  is  a  function  also  of  a^,  oj,  Oj....  We  have, 
then,  to  find  the  marginal  investments  of  each  kind  of  labour  for  each  kind 
of  use. 

dV ^dH  dp  _dH  d^  _dS  d^' _  _ 
dtti  ~  d/3  doj  ""  dp'  da,  ~  dp"  do,~      ■" 

dV_  dHdp_dHd^_dH  dp"  _ 
da^      dp  doj      dp'  da^      dp"  da^ 

These  equations  represent  a  balance  of  effort  and  benefit.  The  real  cost 
to  >''m  of  a  little  extra  labour  spent  on  cutting  timber  and  working  it  up  is 
just  balanced  by  the  benefit  of  the  extra  sitting-room  or  bed-room  accommoda- 
tion that  he  could  get  by  so  doing.  If,  however,  instead  of  doing  the  work 
himself,  he  pays  carpenters  to  do  it,  we  must  take  V  to  represent,  not  his 
total  effort,  but  his  total  outlay  of  general  purchasing  power.  Then  the 
rate  of  pay  which  he  is  willing  to  give  to  carpenters  for  further  labour,  his 

marginal  demand  price  for  their  labour,  is  measured  by  -—  :  while  -r-  ,     - 

^  "  da'  dp'    dp' 

are  the  money  measures  to  him  of  the  marginal  utilities  of  extra  sitting- 
room  and  bed-room  accommodation  respectively,  that  is,  bis  marginal  demand 

,  dp    dp! 
prices  for  them ;  and  jT  >   j    ^^  ""^  marginal  efBciencies  of  carpenters' 

labour  in  providing  those  accommodations.    The  equations  then  state  that 
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the  demand  price  for  oarpettters'  labour  tends  to  be  equal  to  the  demand 
price  for  extra  sitting-room  accommodation,  and  also  tor  extra  bed-room 
accommodation  and  so  on,  multiplied  is  each  case  by  the  marginal  efficiency 
of  the  work  of  carpenters  in  providing  that  extra  accommodation,  proper 
units  being  chosen  for  each  element. 

When  this  statement  is  generalized,  so  as  to  cover  all  the  varied  demand  . 
in  a  market  for  carpenters'  labour,  it  becomes : — the  (marginal)  demand  price 
for  carpenters'  labour  is  the  (marginal)  efficiency  of  carpenters'  labour  in 
increasing  the  supply  of  any  product,  multiplied  by  the  (marginal)  demand 
price  for  that  product.  Or  to  put  the  same  thing  in  other  words,  the  wages 
of  a  unit  of  carpenters'  labour  tends  to  be  equal  to  the  value  of  such  part  of 
any  of  the  products,  to  producing  which  their  labour  contributes,  as  repre- 
sents the  marginal  efficiency  of  a  unit  of  carpenters'  labour  with  regard  to 
that  product ;  or,  to  ase  a  phrase,  with  which  we  shall  be  much  occupied  in 
Book  VI.  Oh.  I.,  it  tends  to  be  equal  to  the  value  of  the  "net  product "  of 
their  labour.  This  proposition  is  very  important  and  contains  within  itself 
the  kernel  of  the  demand  side  of  the  theory  of  Distribution. 

There  will  be  an  advantage  in  developing  it  with  some  fulness  here; 
although  to  do  so  will  partially  anticipate  later  discussions,  especially  those 
in  the  sixth  and  seventh  chapters  of  Book  v.  and  in  the  first  two  chapters  of 
Book  VI. :  and  indeed  its  full  significance  will  hardly  be  seen  until  it  is  read 
in  connection  with  the  last-named  chapters. 

Let  us  then  suppose  a  master  builder  to  have  it  in  mind  to  erect  certain 
buildings,  and  to  be  considering  what  different  accommodation  he  shall 
provide ;  as,  for  instance,  dwelling-houses,  warehouses,  factories,  and  retail 
shop-room.  There  will  be  two  classes  of  questions  for  him  to  decide  :  how 
much  accommodation  of  each  kind  he  shall  provide,  and  by  what  means 
he  shall  provide  it.  Thus,  besides  deciding  whether  to  erect  villa  residences, 
offering  a  certain  amount  of  accommodation,  he  has  to  decide  what  agents 
of  production  he  will  use,  and  in  what  proportions :  whether  e.g.  he  will 
use  tile  or  slate ;  how  much  stone  he  will  use ;  whether  he  wiU  use  steam 
power  for  making  mortar  etc.  or  only  for  crane  work ;  and,  if  he  is  in  a  large 
town,  whether  he  will  have  his  scaffolding  put  up  by  men  who  make  that 
work  a  speciality  or  by  ordinary  labourers ;  and  so  on. 

Let  him  then  decide  to  provide  an  amount  |3  of  villa  accommodation,  an 
amount  /3'  of  warehouse,  an  amount  j3"  of  factory  accommodation,  and  so 
on,  each  of  a  certain  class.  But,  instead  of  supposing  him  to  hire  simply 
a^,  oj ...  quantities  of  different  kinds  of  labour,  as  before,  let  us  class  his 
expenditure  under  the  three  heads  of  (1)  wages,  (2)  prices  of  raw  material, 
and  (3)  interest  on  capital :  while  the  value  of  his  own  work  and  enterprise 
makes  a  fourth  head. 

Thus  let  Xj ,  X2 ' "  ^  ^^B  amounts  of  different  classes  of  labour,  including 
that  of  superintendence,  which  he  hires ;  the  amoimt  of  each  kind  of  labour 
being  made  up  of  its  duration  and  its  intensity. 

Let  y,,  y^...  be  amounts  of  various  kinds  of  raw  materials,  which  are 
used  up  and  embodied  in  the  buildings ;  which  may  be  supposed  to  be  sold 
freehold.  In  that  case,  the  pieces  of  land  on  which  they  are  severally  built 
are  merely  particular  forms  of  raw  material  from  the  present  point  of  view, 
which  is  that  of  the  individual  undertaker. 
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Next  let  z  be  the  amount  of  looking  np,  or  appropriation  of  the  employ- 
ment, of  capital  for  the  several  pnrposeB.  Here  we  must  reckon  in  all  forms 
of  capital  reduced  to  a  common  money  measnre,  including  advances  for 
wages,  for  the  purchase  of  raw  material ;  also  the  uses,  allowing  for  wear 
and  tear  etc.  of  his  plant  of  all  kinds :  his  workshops  themselves  and  the 
ground  on  which  they  are  built  being  reckoned  on  the  same  footing.  The 
periods,  during  which  the  various  lockings  up  run,  will  vary ;  but  they  must 
be  reduced,  on  a  "compound  rate,"  i.e.  according  to  geometrical  progres- 
sion, to  a  standard  unit,  say  a  year. 

Fourthly,  let  u  represent  his  own  labour,  worry,  anxiety,  wear  and  tear 
etc.  involved  in  the  several  undertakings. 

In  addition,  there  are  several  elements,  which  might  have  been  entered 
under  separate  heads;  but  which  we  may  suppose  combined  with  those 
already  mentioned.  Thus  the  allowance  to  be  made  for  risk  may  be  shared 
between  the  last  two  heads.  A  proper  share  of  the  general  expenses  of 
working  the  business  ("  Supplementary  Costs,"  see  p.  434)  will  be  distributed 
among  the  four  heads  of  wages,  raw  materials,  interest  on  the  capital  value 
of  the  organization  of  the  business,  (its  goodwill  etc.)  regarded  as  a  going 
concern,  and  remuneration  of  the  builder's  own  work,  enterprise  and  anxiety. 

Under  these  circumstances  V  represents  his  total  outlay,  and  H  his  total 
receipts ;  and  his  efforts  are  directed  to  making  H-V  a.  maximum.  On 
this  plan,  we  have  equations  similar  to  those  already  given,  viz. : — 
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That  is  to  say,  the  marginal  outlay  which  the  builder  is  willing  to  make 

dV 
for  an  additional  small  supply,  5x^ ,  of  the  first  class  of  labour,  viz.  -j-  dx^  is 

equal  to  -r^  .  -j^  to, ;  i.e.  to  that  increment  in  his  total  receipts  H,  which  he 
up    ax^ 

wiU  obtain  by  the  increase  in  the  villa  accommodation  provided  by  him  that 

will  result  from  the  extra  smaU  supply  of  the  first  class  of  labour,  this  will 

equal  a  similar  sum  with  regard  to  warehouse  accommodation,  and  so  on. 

Thus  he  will  have  distributed  his  resources  between  various  uses  in  such  a 

way  that  he  would  gain  nothing  by  diverting  any  part  of  any  agent  of 

production — labour,  raw  material,  the  use  of  capital,  nor  his  own  labour  and 

enterprise  from  one  class  of  building  to  another:  also  he  would  gain  nothing 

by  substituting  one  agent  for  another  in  any  branch  of  his  enterprise,  nor 
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indeed  by  any  inorease  or  diminntion  of  his  nae  of  any  agent.  From  this 
point  of  view  our  equations  have  a  drift  very  similar  to  the  argument  of 
Book  m.  Ch.  v.  as  to  the  choice  between  different  nses  of  the  same  thing. 
(Compare  one  of  the  most  interesting  notes  (/)  attached  to  Pro!  Edgeworth's 
brilliant  address  to  the  British  Association  in  1889.) 

There  vrill  be  much  more  to  be  said,  especially  in  Book  vi.  Gh.  i.  §  8,  on 

the  difficulty  of  interpreting  the  phrase  the  "  net  product"  of  any  agent  of 

production,  whether  a  particular  kind  of  labour  or  any  other  agent :  but  one 

dV 
minor  difficulty  may  be  noticed  here.     The  builder  paid  -j—    Sx^  for  the 

last  element  of  the  labour  of  the  first  group   because  that  was  its  net 

product ;  and,  if  directed  to  building  villas,  it  brought  him  in  -^ .  ^  Sij , 

as  special  receipts.  Now  if  p  be  the  price  per  unit,  which  he  receives  for  an 
amount  /3  of  villa  accommodation,  and  therefore  pj3  the  price  which  he 
receives  for  the  whole  amount  p ;  and  if  we  put  for  shortness  A/3  in  place 

of  -7^  Sx, ,  the  increase  of  villa  accommodation  due  to  the  additional  element 

of  labour  Sx^ ;  then  the  net  product  we  are  seeking  is  not  pA;8,  but  ^A/3+/SAp ; 
where  Ap  is  a  negative  quantity,  and  is  the  fall  in  demand  price  caused  by 
the  increase  in  the  amount  of  villa  accommodation  offered  by  the  builder. 
We  have  to  make  some  study  of  the  relative  magnitudes  of  these  two  elements 
j>A/3  and  /3Ap. 

If  the  builder  monopolized  the  supply  of  villas,  ^  would  represent  the 
total  supply  of  them :  and,  if  it  happened  that  the  elasticity  of  the  demand 
for  them  was  less  than  unity,  when  the  amount  j3  was  offered,  then,  by 
increasing  his  supply  he  would  diminish  his  total  receipts ;  and  pA/S  +  /SAp 
would  be  a  negative  quantity.  But  of  course  he  would  not  have  allowed  the 
production  to  go  just  up  to  an  amount  at  which  the  demand  would  be  thus 
inelastic.  The  margin  which  he  chose  for  his  production  would  certainly  be 
one  for  which  the  negative  quantity  /^Ap  is  less  than  pA;3,  but  not  necessarily 
so  much  less  that  it  may  be  neglected  in  comparison.  This  is  a  dominant 
fact  in  the  theory  of  monopolies  discussed  in  Book  v.  Chapter  xii. 

It  is  dominant  also  in  the  case  of  any  producer  who  has  a  limited  trade 
connection  which  he  cannot  quickly  enlarge.  If  his  customers  have  already 
as  much  of  his  wares  as  they  care  for,  so  that  the  elasticity  of  their  demand 
is  temporarily  less  than  unity,  he  might  lose  by  putting  on  an  additional 
man  to  work  for  him,  even  though  that  man  would  work  for  nothing. 
This  fear  of  temporarily  spoiling  a  man's  special  market  is  a  leading  influence 
in  many  problems  of  value  relating  to  short  periods  (see  Book  v.  Ch.  v.  vii. 
XL.);  and  especially  in  those  periods  of  commercial  depression,  and  in  those 
regulations  of  trade  associations,  formal  and  informal,  which  we  shall  have 
to  study  in  the  second  volume.  There  is  an  aUied  difficulty  in  the  case  of 
commodities  of  which  the  expenses  of  production  diminish  rapidly  with 
every  increase  in  the  amount  produced :  but  here  the  causes  that  govern  the 
limits  of  production  are  so  complex  that  it  seems  hardly  worth  while  to 
attempt  to  translate  them  into  mathematical  language.  See  Book  v.  Ch.  xi. 
and  foot-note  on  p.  584. 
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When  however  we  are  stadying  the  action  of  an  individnal  undertaker 
with  a  view  of  illastrating  the  normal  action  of  the  causes  which  govern  the 
general  demand  for  the  several  agents  of  production,  it  seems  clear  that  we 
should  avoid  cases  of  this  kind.  We  should  leave  their  peculiar  features  to 
be  analysed  separately  in  special  discnssions,  and  take  our  normal  illustra- 
tion from  a  case  in  which  the  individual  is  only  one  of  many  who  have 
efBcient,  if  indirect,  access  to  the  market.  If  p^p  be  numerically  equal  to 
pA/S,  where  /3  is  the  whole  production  in  a  large  market ;  and  an  individual 
undertaker  produced  /S",  a  thousandth  part  of  /} ;  then  the  increased  receipt 
from  putting  on  an  additional  man  is  p\p'  which  is  the  same  as  pAp ;  and  the 
deduction  to  be  made  from  it  is  only  /S'AP,  which  is  a  thousandth  part  of 
/3Aj)  and  may  be  neglected.  For  the  purpose  therefore  of  illustrating  a  part 
of  the  general  action  of  the  laws  of  distribution  we  are  justified  in  speaking 
of  the  value  of  the  net  product  of  the  marginal  work  of  any  agent  of  pro- 
duction as  the  amount  of  that  net  product  taken  at  the  normal  selling  valne 
of  the  product,  that  is,  as  j)A^. 

It  may  be  noticed  that  none  of  these  difficulties  are  dependent  upon  the 
system  of  division  of  labour  and  work  for  payment ;  though  they  are  brought 
into  prominence  by  the  habit  of  measuring  efforts  and  satisfactions  by  price, 
which  is  associated  with  it.  Bobinson  Crusoe  erecting  a  building  for  himself 
would  not  find  that  an  addition  of  a  thousandth  part  to  his  previous 
accommodation  increased  his  comfort  by  a  thousandth  part.  What  he  added 
might  be  of  the  same  character  with  the  rest ;  but  if  one  counted  it  in  at  the 
same  rate  of  real  value  to  him,  one  would  have  to  reckon  for  the  fact  that 
the  new  part  made  the  old  of  somewhat  less  urgent  need,  of  somewhat  lower 
real  value  to  him  (see  note  2  on  p.  582).  On  the  other  hand,  the  law  of  in- 
creasing return  might  render  it  very  difBcult  for  him  to  assign  its  true  net 
product  to  a  given  half-hour's  work.  For  instance,  suppose  that  some  small 
herbs,  grateful  as  condiment,  and  easily  portable,  grow  in  a  part  of  bis  island, 
which  it  takes  half  a  day  to  visit;  and  he  has  gone  there  to  get  small 
batches  at  a  time.  Afterwards  he  gives  a  whole  day,  having  no  important 
use  to  which  he  can  put  less  than  half  a  day,  and  comes  back  with  ten  times 
as  great  a  load  as  before.  We  cannot  then  separate  the  return  of  the  last 
half-hour  from  the  rest ;  our  only  plan  is  to  take  the  whole  day  as  a  unit,  and 
compare  its  return  of  satisfaction  with  those  of  days  spent  in  other  ways ; 
and  in  the  modem  system  of  industry  we  have  the  similar,  but  more  difficult 
task  of  taking,  for  some  purposes,  the  whole  of  a  process  of  production  as 
a  single  unit. 

It  would  be  possible  to  extend  the  scope  of  such  systems  of  equations  as 
we  have  been  considering,  and  to  increase  their  detail,  until  they  embraced 
within  themselves  the  whole  of  the  demand  side  of  the  problem  of 
distribution.  But  while  a  mathematical  illustration  of  the  mode  of  action 
of  a  definite  set  of  causes  may  be  complete  in  itself,  and  strictly  accurate 
within  its  clearly  defined  limits,  it  is  otherwise  with  any  attempt  to  grasp 
the  whole  of  a  complex  problem  of  real  life,  or  even  any  considerable  part  of 
it,  in  a  series  of  equations.    For  many  important  considerations,  especially 
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those  connected  with  the  manifold  influences  of  the  element  of  time,  do  not 
lend  themselTes  easily  to  mathematical  expression:  they  must  either  be 
omitted  altogether,  or  clipped  and  pruned  till  they  resemble  the  conventional 
birds  and  animals  of  decorative  art.  And  hence  arises  a  tendency  towards 
assigning  wrong  proportions  to  economic  forces ;  those  elements  being  most 
emphasized  which  lend  themselves  most  easily  to  analytical  methods.  No 
doubt  this  danger  is  inherent  in  every  application  not  only  of  mathematical 
analysis,  but  of  analysis  of  any  kind,  to  the  problems  of  real  life.  It  is  a 
danger  which  more  than  any  other  the  economist  must  have  in  mind  at 
every  turn.  But  to  avoid  it  altogether,  would  be  to  abandon  the  chief 
means  of  scientific  progress:  and  in  discussions  written  specially  for 
mathematical  readers  it  is  no  doubt  right  to  be  very  bold  in  the  search  for 
wide  generalizations. 

In  such  discussions  it  may  be  right,  for  instance,  to  regard  H  as  the  sum 
total  of  satisfactions,  and  V  as  the  sum  total  of  dissatisfactions  (efforts, 
sacrifices  &c.)  which  accrue  to  a  community  from  economic  causes;  to 
simplify  the  notion  of  the  action  of  these  causes  by  assumptions  similar 
to  those  which  are  involved,  more  or  less  consciously,  in  the  various 
forms  ol  the  doctrine  that  the  constant  drift  of  these  causes  is  towards 
the  attainment  of  the  Maximum  Satisfaction,  va.  the  net  aggregate  for  the 
Community  (see  above,  pp.  526-7);  or,  in  other  words,  that  there  is  a 
constant  tendency  to  make  H-V  &  maximmn  for  society  as  a  whole.  On 
this  plan  the  resulting  difierential  equations  of  the  same  class  as  those 
which  we  have  been  discussing,  will  be  interpreted  to  represent  value  as 
governed  in  every  field  of  economics  by  the  balancing  of  groups  of  utilities 
against  groups  of  disutilities,  of  groups  of  satisfactions  against  groups  of 
real  costs.  Such  discussions  have  their  place :  but  it  is  not  in  a  treatise 
such  as  the  present,  in  which  mathematics  are  used  only  to  express  in  terse 
and  more  precise  language  those  methods  of  analysis  and  reasoning  which 
ordinary  people  adopt,  more  or  less  consciously,  in  the  affairs  of  every-day 
life. 

It  may  indeed  be  admitted  that  such  discussions  have  some  points  of 
resemblance  to  the  method  of  analysis  applied  in  Book  in.  to  the  total 
utility  of  particular  commodities.  The  difference  between  the  two  oases  is 
mainly  one  of  degree :  but  it  is  of  a  degree  so  great  as  practically  to  amount 
to  a  difference  of  kind.  For  in  the  former  case  we  take  each  commodity  by 
itself  and  with  reference  to  a  particular  market;  and  we  take  careful 
account  of  the  circumstances  of  the  consumers  at  the  time  and  place  under 
consideration.  Thus  we  follow,  though  perhaps  with  more  careful  pre- 
cautions, the  practice  of  ministers  of  finance,  and  of  the  common  man  when 
discussing  financial  policy.  We  note  that  a  few  commodities  are  consumed 
mainly  by  the  rich ;  and  that  in  consequence  their  real  total  utilities  are 
less  than  is  suggested  by  the  money  measures  of  those  utilities.  But  we 
assume,  with  the  rest  of  the  world,  that  as  a  rule,  and  in  the  absence  of 
special  causes  to  the  contrary,  the  real  total  utilities  of  two  commodities 
that  are  mainly  consumed  by  the  rich  stand  to  one  another  in  about  the 
same  relation  as  their  money  measures  do:  and  that  the  same  is  true  of 
commodities  the  consumption  of  which  is  divided  out  among  rich  and  middle 
classes  and  poor  in  similar  proportions.      Such  estimates  are  but  rough 
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approximations ;  but  each  particular  difficulty,  each  source  of  possible  error,  is 
pushed  into  prominence  by  the  definiteness  of  our  phrases :  we  introduce  no 
assumptions  that  are  not  latent  in  the  practice  of  ordinary  life;  while  we 
attempt  no  task  that  is  not  grappled  with  in  a  rougher  fashion,  but  yet 
to  good  purpose,  in  the  practice  of  ordinsuy  life:  we  introduce  no  new 
assumptions,  and  we  bring  into  clear  light  those  which  cannot  be  avoided. 
But  though  this  is  possible  when  dealing  with  particular  commodities  with 
reference  to  particular  markets,  it  does  not  seem  possible  with  regard  to  the 
innumerable  economic  elements  that  come  within  the  all-embracing  net  of 
the  doctrine  of  Maximum  Satisfaction.  The  forces  of  supply  are  especially 
heterogeneous  and  complex :  they  include  an  infinite  variety  of  efforts  and 
sacrifices,  direct  and  indirect,  on  the  part  of  people  in  all  varieties  of 
industrial  grades :  and  it  there  were  no  other  hindrance  to  giving  a  concrete 
interpretation  to  the  doctrine,  a  fatal  obstacle  would  be  found  in  its 
latent  assumption  that  the  cost  of  rearing  children  and  preparing  them  for 
their  work  can  be  measured  in  the  same  way  as  the  cost  of  erecting  a 
machine. 

For  reasons  similar  to  those  given  in  this  typical  case,  our  mathematical 
notes  will  cover  less  and  less  ground  as  the  complexity  of  the  subjects 
discussed  in  the  text  increases.  A  few  of  those  that  follow  relate  to 
monopolies,  which  present  some  sides  singularly  open  to  direct  analytical 
treatment.  But  the  majority  of  the  remainder  will  be  occupied  with 
illustrations  of  joint  and  composite  demand  and  supply  which  have  much  in 
common  with  the  substance  of  this  note:  while  the  last  of  that  series 
Note  XXI.  goes  a  little  way  towards  a  general  survey  of  the  problem  of 
distribution  and  exchange  (without  reference  to  the  element  of  time),  but 
only  so  far  as  to  make  sure  that  the  mathematical  illustrations  used  point 
towards  a  system  of  equations,  which  are  neither  more  nor  less  in  number 
than  the  unknowns  introduced  into  them. 

Note  XIV.  his  (p.  455).  In  the  diagrams  of  this  chapter  the  supply 
curves  are  all  incUned  positively ;  and  in  our  mathematical  versions  of  them 
we  shall  suppose  the  marginal  expenses  of  production  to  be  determined  with 
a  definiteness  that  does  not  exist  in  real  life;  and  we  shall  take  no  account 
of  the  time  required  for  developing  a  business  with  the  internal  and  external 
economics  of  production  on  a  large  scale.  And  we  shall  ignore  the  law 
of  increasing  return  and  all  those  difficulties  connected  with  it  which  are 
discussed  in  Book  v.  Ch.  xi.  To  adopt  any  other  course  would  lead  us  to 
mathematical  complexities,  which  though  perhaps  not  without  their  use 
would  be  unsuitable  for  a  Treatise  of  this  kind.  The  discussions  therefore 
in  this  and  the  following  Notes  must  be  regarded  as  sketches  rather  than 
complete  studies. 

Let  the  factors  of  production  of  a  commodity  A  he  ai,  a^  &o. ;  and  let 
their  supply  equations  be  y  =  <j>^{x),  y^ip^ix),  &e.  Let  the  number  of 
units  of  them  required  for  the  production  of  x  units  of  ^  be  triiX,  tn^z, ... 
respectively;  where  nij,  m^...  are  generally  not  constants  but  functions  of 
X.    Then  the  supply  equation  of  A  is 

i/=*  (a;)  =  7ni^i  (niix)  +  nij^^  (»»2x)  + ...  =  S  {m(p  (mx)}. 
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Let  y=F{x)  be  the  demand  equation  for  the  finished  commodity,  then 
the  derived  demand  equation  foi  a,  the  r">  factor  is 

y=F (x)  -  {*  {x)-m,^r  {nv)}. 
But  in  this  equation  y  is  the  price,  not  of  one  unit  of  the  factor  but  of 
ttir  units  ;  and  to  get  an  equation  expressed  in  terms  of  fixed  units  let  ri  be 

the  price  of  one  unit,  and  let  i=mrX,  then  ri=  —  .y  and  the  equation  be- 

77V 


comes 


v-Mi)-^[F(l()-  {^[li)-^Ai)\']. 


If  TRr  is  a  function  of  x  say  =  ^r  (^) ;  then  x  must  be  determined  in  terms 
of  I  by  the  equation  f =x^,  (x),  so  that  nv  can  be  written  Xr  (I) ;  substituting 
this  we  have  ij  expressed  as  a  function  of  {.  The  supply  equation  for  a,  is 
simply  7;  =  0r(f). 

Note  XV.  (p.  456).    Let  the  demand  equation  for  knives  be 

y=F{x) (1), 

let  the  supply  equation  for  knives  be  j/=*(x) (2), 

let  that  for  handles  be  y  =  <t>ii') (3)' 

and  that  for  blades  be  y  =  ip^{x) (4), 

then  the  demand  equation  for  handles  is 

y=f,{x)=F{x)-<p^{x) (5). 

txf '  (x)l  ~^ 
The  measure  of  elasticity  for  (5)  is  -  -14^  f     .  that  is, 

\xr  (x)  -  x<t>i  (x))  -' 
t         /iW  I      ' 

thatis.  J_^).£:|f).f^)r\ 

I      ^(*)     /iW       /i(«)  ) 

This  will  be  the   smaller  the  more  fully  the  following  conditions  are 

xF*  ix\ 
satisfied :  (i)  that  —    .  .   ,  which  is  necessarily  positive,  be  large,  i.e.  that 

the  elasticity  of  the  demand  for  knives  be  small ;  (ii)  that  ^{  (x)  be  positive 
and  large,  i.e.  that  the  supply  price  for  blades  should  increase  rapidly  with 
an  increase,  and  diminish  rapidly  with  a  diminution  of  the  amount  supplied ; 

and  (iii)  that  ^-V-r  should  be  large;  that  is,  that  the  price  of  handles  should 

be  but  a  small  part  of  the  price  of  knives. 

A  similar,  but  more  complex  inquiry,  leads  to  substantially  the  same 
results,  when  the  units  of  the  factors  of  production  are  not  fixed,  but  vary  as 
in  the  preceding  note. 

Note  XVI.  (p.  457).    Suppose  that  m  bushels  of  hops  are  used  in  making 

a  gallon  of  ale  of  a  certain  kind,  of  which  in  equilibrium  x'  gallons  are 

sold  at  a  price  y'=F(x').    Let  tti  be  changed  into  m  +  Am ;  and,  as  a  result, 

when  x"  gallons  are  still  offered  for  sale  let  them  find  purchasers  at  a  price 

At/' 
y'+Ay';  then-p-  represents  the  marginal  demand  price  for  bops:  if  it  is 
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greater  than  their  sapply  price,  it  will  be  to  the  interest  of  the  brewers  to 

pat  more  hops  into  the  ale.     Or,  to  pnt  the  case   more  generally,  let 

y  =  F{x,  m),  y=i{x,  m)  be  the  demand  and  snpply  equations  for  beer,  x 

being  the  number  of  gallons  and  m  the  number  of  bushels  of  hops  in  each 

gallon.    Then  F{x,  m)=0(z,  m)=exce8B  of  demand  over  snpply  price.    In 

equilibrium  this  is  of  course  zero  :  but  if  it  were  possible  to  make  it  a 

positive   sum    by    varying  m   the   change    would   We  effected  :    therefore 

(assuming  that  there  is  no  perceptible  change  in  the  expense  of  making 

the  beer,   other  than  what  results  from  the  increased   amount  of  hops) 

dF     d* 

3—  =  -T— ,  the  one  representing  the  marginal  demand  price,  and  the  other  the 

marginal  snpply  price  of  hops  ;  and  the  two  are  equal. 

This  method  is  of  course  capable  of  being  extended  to  cases  in  which 
there  are  concurrent  variations  in  two  or  more  factors  of  production. 

Note  XYII.  (p.  458).  Suppose  that  a  thing,  whether  a  finished  commodity 
or  a  factor  of  production,  is  distributed  between  two  uses,  so  that  of  the 
total  amount  x  the  part  devoted  to  the  first  use  is  Xj ,  and  that  devoted  to 
the  second  use  is  x^.  Let  y=<j>{x)  be  the  total  supply  equation;  y=fi  {xi) 
and  y  =/,  (z^)  be  the  demand  equations  for  its  first  and  second  uses.  Then 
in  equilibrium  the  three  unknowns  x,  x^ ,  and  Xj  are  determined  by  the  three 
equations /j  {x^=f2{x^=<t)  {x) ;  x^  +  X2=x. 

Next  suppose  that  it  is  desired  to  obtain  separately  the  relations  of 
demand  and  supply  of  the  thing  in  its  first  use,  on  the  supposition 
that,  whatever  perturbations  there  may  be  in  its  first  nse,  its  demand  and 
supply  for  the  second  use  remains  in  equilibrium ;  i.e.  that  its  demand 
price  for  the  second  use  is  equal  to  its  supply  price  for  the  total  amount 
that  is  actually  produced,  i.e./,  (xj)  =  ^(a;,+X2)  always.  From  this  equation 
we  can  determine  x,  in  terms  of  Xj ,  and  therefore  x  in  terms  of  x^ ;  and 
therefore  we  can  write  0(x)  =  f  (Xj).  Thus  the  supply  equation  for  the 
thing  in  its  first  nse  becomes  y^i//  (Xj) ;  and  this  with  the  already  known 
equation  y=fi{Xj}  gives  the  relations  required. 

Note  XVIII.  (p.  459).  Let  Oj,  a^  ••■  be  joint  products, m^x,  m^...  of  them 
severally  being  produced  as  the  result  of  x  units  of  their  joint  process  of 
production,  for  which  the  supply  equation  iBy  =  ifi{x).     Let 

2/=/iW.  y=f2{x)... 
be  their  respective  demand  equations.     Then  in  equilibrium 
jn,/,  (tBiX)  +m^f2  (TOjx)  + =  0  (x). 

Let  x'  be  the  value  of  x  determined  from  this  equation  ;  then  /j  ()»ix'), 
fi{m^)  &e.  are  the  equilibrium  prices  of  the  several  joint  products.  Of 
course  %,  m,,  are  expressed  if  necessary  in  terms  of  x'. 

Note  XIX.  (p.  460).  This  case  corresponds,  mutatis  mutandis,  to  that 
discussed  in  Note  XVI.  If  in  equilibrium  x'  oxen  annually  are  supplied 
and  sold  at  a  price  y'=^  (x') ;  and  each  ox  yields  m  units  of  beef:  and  if 
breeders  find  that  by  modifying  the  breeding  and  feeding  of  oxen  they  can 
increase  their  meat-yielding  properties  to  the  extent  of  Am  units  of  beef 
(the  hides  and  other  joint  products  being,  on  the  balance,  unaltered),  and 
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that  the  extra  expense  of  doing  this  is  Ay',  then  -r^  lepresents  the  marginal 

snpply  price  of  beef :  if  this  price  were  less  than  the  selling  price,  it  wonld 
be  to  the  interest  of  breeders  to  make  the  change. 

Note  XX.  (p.  461).  Let  Oj,  a, ...  be  things  which  are  fitted  to  snbserve 
exactly  the  same  function.  Let  their  units  be  so  chosen  that  a  onit  of  any 
one  of  them  is  equivalent  to  a  unit  of  any  others.  Let  their  several  supply 
equations  be  3/j=^i  (xj),  j/a=02  (ij.... 

In  these  equations  let  the  variable  be  changed,  and  let  them  be  written 
aij  =  ^,  (j/j) ,  Xj = ^j  (^j) ....  Let  y  =/  (x)  be  the  demand  equation  for  the  service 
for  which  all  of  them- are  fitted.  Then  in  equilibrium  x  and  y  are  deter- 
mined by  the  equations  y=f(x);  x=Xi  +  x^+...,  y^=y^=...=y.  (The 
equations  must  be  such  that  none  of  the  quantities  x^,  x^...  can  have  a  nega- 
tive value.  When  y^  has  fallen  to  a  certain  level  x^  becomes  zero ;  and  for 
lower  values  Xj  remains  zero ;  it  does  not  become  negative.)  As  was  observed 
in  the  text,  it  must  be  assumed  that  the  supply  equations  aU  conform  to 
the  law  of  diminishing  return  ;  i.e.  that  0/  (x),  <p^'  (x)...  are  always  positive. 

Note  XXI.  (p.  463).  We  may  now  take  a  bird's-eye  view  of  the  problems 
of  joint  demand,  composite  demand,  joint  supply  and  composite  supply 
when  they  all  arise  together,  with  the  object  of  making  sure  that  our 
abstract  theory  has  just  as  many  equations  as  it  has  unknowns,  neither 
more  nor  less. 

First,  in  a  problem  of  joint  demand  we  may  suppose  that  there  are 
n  commodities  A^,  A^...A„.  Let  .ij  have  a,  factors  of  production,  let  A^ 
have  oj  factors,  and  so  on,  so  that  the  total  number  of  factors  of  production 
is  Si'dr :  let  this  =  m. 

First,  suppose  that  all  the  factors  are  different,  so  that  there  is  no  com- 
posite demand;  that  each  factor  has  a  separate  process  of  production,  so 
that  there  are  no  joint  products ;  and  lastly,  that  no  two  factors  snbserve  the 
same  use,  so  that  there  is  no  composite  supply.  We  then  have  2n-f  2tn 
unknowns,  viz.  the  amounts  and  prices  of  n  commodities  and  of  m  factors  ; 
and  to  determine  them  we  have  irn  +  in  equations,  viz. — (i)  n  demand  equa- 
tions, each  of  which  connects  the  price  and  amount  of  a  commodity  ;  (ii)  n 
equations,  each  of  which  equates  the  supply  price  for  any  amount  of  a  com- 
modity to  the  sum  of  the  prices  of  corresponding  amounts  of  its  factors; 
(iii)  m  supply  equations,  each  of  which  connects  the  price  of  a  factor  with 
its  amount ;  and  lastly,  m  equations,  each  of  which  states  the  amount  of  a 
factor  which  is  used  in  the  production  of  a  given  amount  of  the  commodity. 

Next,  let  ns  take  account  not  only  of  joint  demand  but  also  of  composite 
demand.  Let  p^  of  the  factors  of  production  consist  of  the  same  thing, 
say  carpenters'  work  of  a  certain  efficiency ;  in  other  words,  let  carpenters' 
work  be  one  of  the  factors  of  production  of  /3,  of  the  n  commodities  A-^,  A^.... 
Then  since  the  carpenters'  work  is  taken  to  have  the  same  price  in  whatever 
production  it  is  used,  there  is  only  one  price  for  each  of  these  factors  of 
production,  and  the  number  of  unknowns  is  diminished  by  ^  - 1 ;  also  the 
number  of  supply  equations  is  diminished  by  /3x-  1 ;  &nd  so  on  for  other 
cases. 
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Next,  let  US  in  addition  take  accoont  of  joint  supply.  Let  7,  of  the  things 
used  in  piodncing  the  commodities  be  joint  products  of  one  and  the  same 
process.  Then  the  number  of  unknowns  is  not  altered;  but  the  number  of 
supply  equations  is  reduced  by  (7^  - 1) ;  this  deficiency  is  however  made  up 
by  a  new  set  of  (7,  - 1)  equations  connecting  the  amounts  of  these  joint 
products ;  and  so  on. 

Lastly,  let  one  of  the  things  used  have  a  composite  supply  made  up  from 
Sj  rival  sources,  then  reserving  the  old  supply  equations  for  the  first  of 
these  rivals,  we  have  2  (5j  - 1)  additional  unknowns,  consisting  of  the  prices 
and  amounts  of  the  remaining  {\  - 1)  rivals.  These  are  covered  by  (Ji  - 1) 
supply  equations  for  the  rivals,  and  (S,  - 1)  equations  between  the  prices  of 
the  Sj  rivals. 

Thus,  however  complex  the  problem  may  become,  we  can  see  that  it  is 
theoretically  determinate,  because  the  number  of  unknowns  is  always  exactly 
equal  to  the  number  of  the  equations  which  we  obtain. 

Note  XXIL  (p.  535).  If  y=fi{x),  y=f^{x)  be  the  equations  to  the  de- 
mand and  supply  curves  respectively,  the  amount  of  production  which  affords 
the  maximum  monopoly  revenue  is  found  by  making  {x/j  (a;)-a;/2(x)}  a 
maximum ;   that  is,  it  is  the  root,  or  one  of  the  roots  of  the  equation 

^{xf^ix)-xf^{x)}  =  0. 

The  supply  function  is  represented  here  by  f^  {x)  instead  of  as  before  by 
(fi  (x),  partly  to  emphasize  the  fact  that  supply  price  does  not  mean  exactly 
the  same  thing  here  as  it  did  in  the  previous  Notes,  partly  to  fall  in  with 
that  system  of  numbering  the  curves  which  is  wanted  to  prevent  confusion 
now  that  their  number  is  being  increased. 

Note  XXTTI.  (p.  537).  If  a  tax  be  imposed  of  which  the  aggregate  amount 
is  F(x),  then  in  order  to  find  the  value  of  x  which  makes  the  monopoly 

revenue  a  maximum,  we  have  -3-  {xf^  (x)  -  xf^  (x)-F{x)}  =  0;  and  it  is  clear 

that  if  F  (x)  is  either  constant,  as  in  the  case  of  a  license  duty,  or  varies 
as  x/j  (x)-x/2(z),  as  in  the  case  of  an  income-tax,  this  equation  has  the 
same  roots  as  it  would  have  if  F  (x)  were  zero. 

Treating  the  problems  geometrically,  we  notice  that,  if  a  fixed  burden 
be  imposed  on  a  monopoly  sufficient  to  make  the  monopoly  revenue  curve 
fall  altogether  below  Ox,  and  5'  be  the  point  on  the  new  curve  vertically 
below  L  in  fig.  (36),  then  the  new  curve  at  q'  will  touch  one  of  a  series  of 
rectangular  hyperbolas  drawn  with  yO  produced  downwards  for  one  asymp- 
tote and  Ox  for  the  other.   These  curves  may  be  called  Constant  Loss  curves. 

Again,  a  tax  proportionate  to  the  monopoly  revenue,  and  say  m  times 
that  revenue,  (m  being  less  than  1),  will  substitute  for  QQ'  a  curve  the  length 
of  each  ordinate  of  which  is  (1  -m)  x  the  length  of  the  corresponding  point 
on  QQ" ;  i.e.  the  point  which  has  the  same  abscissa.  The  tangents  to  cor- 
responding points  on  the  old  and  new  position  of  QQ'  will  cut  Ox  in  the 
same  point,  as  is  obvious  by  the  method  of  projections.  But  it  is  a  law  of 
rectangular  hyperbolas  which  have  the  same  asymptotes  that,  if  a  line  be 
drawn  parallel  to  one  asymptote  to  cut  the  hyperbolas,  and  tangents  be 
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drawn  to  them  at  its  points  of  intersection,  they  mil  all  cnt  the  other 
asymptote  in  the  same  point.  Therefore  if  g,'  be  the  point  on  the  new  posi- 
tion of  QQ'  corresponding  to  93,  and  if  we  call  G  the  point  in  which  the 
common  tangent  to  the  hyperbola  and  QQ'  cats  Ox,  Gq^'  will  be  a  tangent 
to  the  hyperbola  which  passes  through  q^' ;  that  is,  3,'  is  a  point  of  maximnm 
revenue  on  the  new  curve. 

The  geometrical  and  analytical  methods  of  this  Note  can  be  applied  to 
cases,  snoh  as  are  discussed  in  the  latter  part  of  §  4  in  the  text,  in  which  the 
tax  is  levied  on  the  produce  of  the  monopoly. 

Note  XXm.  hit  (p.  544).  These  results  have  easy  geometrical  proofs  by 
Newton's  method,  and  by  the  use  of  well-known  properties  of  the  rectangular 
hyperbola.  They  may  also  be  proved  analytically.  As  before  let  y  =/i  {x)  be 
the  equation  to  the  demand  curve;  y=fi{x)  that  to  the  supply  curve;  and 
that  to  the  monopoly  revenue  curve  is  j^=/g(a:),  where /3(x)=/i(x)-/2{a;) 
the  equation  to  the  consumers'  rent  curve  y  =/,  (x) ;  where 

That  to  the  total  benefit  curve  is  y=fi  (x);  where 

/» (^)  =/s  (=")  +fi  W  =  11'°  fi  («)  da-Mx); 
X  J  0 

a  result  which  may  of  course  be  obtained  directly.  That  to  the  compromise 
benefit  curve  is  y=ft(x};  where  fe{x)=fa{x)+nfi{x);  consumers'  rent 
being  reckoned  in  by  the  monopolist  at  n  times  its  actual  value. 

To  find  OL  (fig.  38),  that  is,  the  amount  the  sale  of  which  will  afford  the 
maximum  monopoly  revenue,  we  have  the  equation 

^{x/3(x)}=0;  i.e.  /i(x)-/,(x)=x{//(x)-/i'(x)}; 

the  left-hand  side  of  this  equation  is  necessarily  positive,  and  therefore  so 
is  the  right-hand  side,  which  shows,  what  is  otherwise  obvious,  that  if  Lq^  be 
produced  to  cut  the  supply  and  demand  curves  in  q^  and  q^  respectively,  the 
supply  curve  at  q^  (if  inclined  negatively)  must  make  a  greater  angle  with 
the  vertical  than  is  made  by  the  demand  curve  at  q^. 

To  find  O  fV,  that  is,  the  amount  the  sale  of  which  will  afford  the  maxi- 
mum total  benefit,  we  have 

^{x/,(x)}  =  0;  i.e.  /,(x)-/2(x)-x//(x)=0. 

To  find  OY,  that  is,  the  amount  the  SEile  of  which  will  afford  the  maximum 
compromise  benefit,  we  have 

^{*/.W}=0;   i.e.    ^{(l-n)x/i(x)-x/j(x)  +  nj'Vi(a)<ia}  =  0; 

i.  e.  (1  -  n)  x/i'  (x)  -h/i  (x)  -/j  (x)  -  x/j'  (x) = 0. 

If  OL  =  c,  the  condition  that  OY  should  be  greater  than  ONia  that  -r-  {x/,(x)} 

be  positive  when  c  is  written  for  z  in  it ;  i.e.  since  -r-  {x/3(x)}  =0  when  x=c, 
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that  ^{xfi{x)}  be  positive  when  x=c;  i.e.  that /,'(<;)  be  negative.    But 

this  oondition  is  satisfied  whatever  be  the  valae  of  c.  This  proves  the  first 
of  the  two  results  given  at  the  end  of  Book  v.  Chap.  viii.  §  7 ;  and  the  proof 
of  the  second  is  similar.  (The  wording  of  these  results  and  of  their  proofs 
tacitly  assumes  that  there  is  only  one  point  of  maximum  monopoly  revenue.) 
One  more  result  may  be  added  to  those  in  the  text.    Let  Qs  write  OII=a, 

then  the  condition  that  OY  should  be  greater  than  OH  is  that  -^  (n/g  (x) }  be 

positive  when  a  is  written  for  x :  that  is,  since  /^  (a)  =f^  (a),  that 
(1  -  7i)/i'  (a)  -/j'  (o)  be  positive.  Now  //  (a)  is  always  negative,  and  there- 
fore the  condition  becomes  that  /,'  (x)  be  negative,  i.e.  that  the  snpply  obey 
the  law  of  increasing  return  and  that  tan  <)>  be  numerically  greater  than 
(l-n)tan9,  where  S  and  <p  are  the  angles  which  tangents  at  ^  to  the 
demand  and  supply  curves  respectively  make  with  Ox.  When  »=1,  the 
sole  condition  is  that  tan  <f>  be  negative :  that  is,  OW  is  greater  than  OH 
provided  the  supply  curve  at  ^  be  inclined  negatively.  In  other  words,  if  the 
monopolist  regards  the  interest  of  consumers  as  identical  with  his  own,  he 
will  carry  his  production  further  than  the  point  at  which  the  snpply  price  (in 
the  special  sense  in  which  we  are  here  using  the  term)  is  equal  to  the  demand 
price,  provided  the  snpply  in  the  neighbourhood  of  that  point  obeys  the 
law  of  increasing  return :  but  he  will  carry  it  less  far  if  the  supply  obeys 
the  law  of  diminishing  return. 

Note  XXTV.  (p.  644).    Let  Ax  be  the  probable  amount  of  his  production 
of  wealth  in  time  At,  and  Ay  the  probable  amount  of  his  consumption. 

Then  the  discounted  value  of  his  future  services  is   j    Er'  (  ;jr  -  ;^  )  <^'  i 

where  T  is  the  mazimum  possible  duration  of  his  life.    On  the  like  plan  the 


B~'  (  7^  -  jT  )  "**.  where  2*  is 

the  date  of  his  birth.   If  we  were  to  assume  that  he  would  neither  add  to  nor 
take  from  the  material  well-being  of  a  country  in  which  he  stayed  all  his 

iJ~'  (  ;ji  -  jT  1  <*'=0;  or,  taking  the  starting-point 

of  time  at  his  birth,  and  2=T'-l-T=:the  maximum  possible  length  of  his 

life,  this  takes  the  simpler  form,    I  '-H'M  37-  "t:]^^—^- 

In  saying  that  Ax  is  the  probable  amount  of  his  production  in  time  At, 
we  have  pnt  shortly  what  may  be  more  accurately  expressed  thus: — let 
V\>  Vi--t  ^  ^^  chances  that  in  time  At  he  will  produce  elements  of  wealth 
AjX,  A^x...,  where yiH-p2+  •■■  cannot  exceed  unity  :  then 
Ax  =y  lAjX  -t-^JjAjX  -)- 
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[_W7ierever  a  reference  is  given  to  the  contents  of  a  chapter,  that  indicates  that  the 
subject  in  question  is  discussed  at  length  in  that  chapter,  and  the  reader  is  referred 
for  more  details  to  the  analysis  of  the  chapter  in  tTie  table  of  contents.'] 


Abstinence  314.    (See  Waiting) 

Accwmdated  outlay  431 

Action  of  a  law  107 

Activities  in  relation  to  wants  165 — 6 

Adams,  H.  C.  531  n. 

Agents  of  prodnctioB,  classification  of 
214,5 

Agricnltoral  Holdings  Act  743  n. 

ImproTements   40  n.,    743; 

slow  movement  of  737 
Laboorers,    diminution    of, 
less  than  appears  353 — 6 ; 
movement    of    ablest    to 
other  employments  773  u. 

Agriculture,  qualities  of  soil  required  for 
221—23;  nature's  part  in  224 — 8;  Law 
of  Diminishing  Betum  in  229—232; 
must  be  relative  to  time  and  place 
236 — 245 ;  influence  of  a  dense  popula- 
tion on  245 — 6;  large  and  small  pro- 
duction 370,  736 — 9 ;  improvements  in 
718 — 21 ;  tendency  towards  methods  of 
manufacture  737;  English  system  of 
36,  40,  733—9.  (See  also  Land,  Land 
Tentire,  Law  of  Diminishing  Return) 

AHJpntt,  Clifford  282  n. 

Allotments  740 

Allowances  in  aid  of  wages  630 — 2 

American,  influence  on  economic  practice 
49 ;  influence  on  economic  theory  68 — 9, 
693 ;  birth  rate  262—3, 272,  283 ;  inven- 
tiveness 293;  recent  improvements  in 
cities  305  n. ;  agriculturist  345 ;  factory 
workers  345  n. ;  insurance  companies 
469  n. ;  war,  price  of  cotton  during 
513 — 14  ;  economy  of  high  wages  628  ; 
truck  system  633  n. ;  choice  of  occupa- 
tion by  different  nationahties  637;  plan 
of  building  721 ;  land  tenure  732—3 ; 
shifting  conditions  of  business  life 
701  n.,  776  n. 
Anderson  56,  249 

Applied  and  Pure  Economics  108 — 9, 118 
Apprenticeships  292 — 3,  645 


Arbitration  756 

Argyll,  Duke  of,  on  Bunrig  cultivation 
16  n. ;  on  Bent  604  n.,  608  n.,  734  n. 

Aristotle  3  n.,  18  n.,  253  n.,  157  n.,  666 

Art  Education  295—9 

Art  of  Economics  110, 118 

Artisan  work,  its  educational  value  771  n. 

Ashley,  on  Canonist  doctrine  29  n. ;  54  n., 
93  n. ;  on  the  work  of  the  historian 
99  n. ;  259  n.,  370  n. ;  on  Bicardo  561, 
570  n.;  665  n.,  722  n. 

Atkinson  630  n. 

Anspitz  177  n. 

Australia's  position  in  Economics  50; 
eight  hours  day  in  788  n. 

Austrian  economists  68,  217  n.;  their 
tendency  to  minimise  influence  of  cost 
of  production  on  value  604  n.  (See 
also  Bohm-Bawerk,  Menger,  Wieser) 

Auxiliary  Capital  150;  increase  of  ex- 
pensive forms  in  recent  years  303—5 

Avenel,  Vicomte  d'  320 

Babbage  345,  359  n. 

Bacon  133  n. 

Bagehot66 ;  on  definition  122  n. ;  on  early 

forms  of  saving  302  n.;  322  n.,  382  n. ; 

on  business  management  639  n.,  680  n., 

682,685—6 
Banfield,  on  the  theory  of  consumption 

166— 7  n. 
Barbaret  192  n. 

Barbon,  anticipates  CantiUon  55  n. ;  58  n. 
Barone  208  n. 
Barter,  equilibrium  of  Supply  andDemand 

in  408—9,  413—15 
Bastiat,  226  n. ;  on  natural  organization 

64  n. 
Bauer  54  n. 
Beanlien-Leroy  226  n. ;  on  tendency  of 

poor  lands  to  rise  in  value  241 — 2 ;  264, 

320,  701  n.,  777  n. 
Bell,  Sir  Lowthian  292  n.,  850  n. 
Bentham,  his  influence  on  English  econ- 
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omists  60,  66  n. ;  his  analjsia  of  wants 
167  n. ;  206  n.,  666  n. 

Bemouilli,  Daniel  210 

Berry  798 

Biology,  its  inflnence  on  Economics  65, 
95, 108  n.,  120,  321—2 

Black  Death  266  n. 

Blanc,  Lonis  68 

Blanqoi  22  n. 

Bodio  285  n. 

Biihm-Bawerk  t.,  criticism  of  earlier 
writers  112  n.,  149  n. ;  definition  of 
capital  152  n. ;  mathematical  tone  of 
177  n. ;  on  derived  demand  price  457  n.; 
665,  593  n.,  598  n.,  664  n. 

Bonar  54  n.,  132  n.,  259  n.  563 

Booth,  Charles,  192  n. ;  on  birth  rate  and 
death  rate  in  London  263  n. ;  on  occn- 
pations  in  the  United  Kingdom  357  n., 
627  n.,  653  n. 

Bomities,  effect  of  on  supply  and  con- 
sumers' rent  522 — ^29;  indirect  cost  of 
528 — 9 ;  on  monopolies  535 — 8 

Srentano,  on  wages  and  the  price  of 
com  570  n. ;  his  contributions  to  the 
study  of  demand  and  supply  in  relation 
to  labour  649  n. 

Brown,  W.  A.  22  n. 

Brownell  263  n. 

Bnchenberger  215  n. 

Buckle,  on  the  influence  of  climate  11 

Budgets,  working  men's  191 — 2 

Business  Management  (See  Contents 
Book  IV.  Chs.  XI.  zii.  and  Book  vi. 
Chs.  VII.  vm.  See  also  Management, 
Earnings  of) 

Caird  743  n. 

Caimes,  Slave  Power  21  n.,  66 ;  on  de- 
finition 122  n. ;  on  demand  172 — 3  n. ; 
on  grades  of  labour  301  n. ;  on  cost  of 
production  418  n. ;  on  Wages  Fund 
theory  621—2 

Cannan  150  n.,  249 ;  on  Malthus  258 — 9  n. ; 
on  growth  of  suburban  popolation 
280  n. ;  623,  718  n. 

Cantillon,  55  n.,  58  n.,  192  n.,  643  n. 

Capital,  Demand  for  governed  by  pro- 
ductiveness 142;  supply  of  limited  by 
prospectiveness  142 ;  a  correlative  term 
with  income  143;  definitions  of  149 — 
154 ;  Standard  use  of  term  152 ;  growth 
of  302,  598 — 601;  adjustment  of,  to 
business  ability  390 — 392 ;  demand  for, 
in  a  trade  585 — 7 ;  in  relation  to  wages 
in  general  611 — 15;  "indnstiy  is  limited 
by  "  622  (See  as  to  definition  and  use 
of  terms,  Contents  Book  n.  Ch.  rv.,  as 
to  demand  for  and  supply  of,  Contents 
Book  VI.  Chs.  VI. — ^vm.) 

Carey,  his  relation  to  the  'American 
school '  68 ;  to  List  69  n. ;  226  n. ;  his 
misunderstandings  of  Bicardo  244 — 5; 
254,400n. ;  oncostof  Beprodnction471 

Carlyle  83 

Carrying  trades  368 — 9 

Carver  598 

Caste  system  326 


Character,  influence  of  work  on,  1 ;  in- 
fluence of  poverty  on,  1 — 2 
Child,  Sir  Josiah  254,  316 
Children,  employment  of  46,48;  mortality 

of  277 ;  education  of  289 
Christianity,  gradual  influence  of  19 — 27 
Church,  the  mediseval  28 — 9 ;  its  relation 

to  "  usury  "  28^9  n.,  666—7 
Circvlating  Capital  154 
Clark,  J    B.  177  n.,  184  n. ;  on  "  pure 

capital "  599  n. ;  606  n. 
Classification,  principles  of  119 — 123 
Cliffe  Leslie  66 ;  on  the  Love  of  Money 

83  n. ;  621 ;  on  local  variations  of  wages 

626;   on  usury  665 — 6  n. ;  on  profits 

686—7 
Climate,  influence  of  11, 12, 18,  276 — 7 
Coke  224  n. 
Colbert  53 
Collective  action,  modem  tendencies  of, 

49,  87—8,  744,  749 
Collective  goods  129;    property    87 — 8; 

use  of  wealth  209—10,  213 
Colonies,  causes  of  vigour  in  279,  757 — 760 
Colquhonn  320 
Combinations,  weakest  members    often 

their  rulers  445  n. ;  447  n.,  649,  756 
Commodity  125 
Common-sense,  its  use  in  economics  90, 

102 
"  Comparative  "  study  of  economics  70 
Competition,  fundamental  characteristics 

of    5 — 8 ;    its   tendency  to    apportion 

wages  to  efficiency  626—8;    Law  of 

Substitution  a  form  of  611 
Composite,  demand  176,  184 ;  supply  460 ; 

Ment  498;  quaai-rent  753 
Compromise  Benefit  543 

Curve  543  n. 
Comte  64,  65,  73—5 
Conciliation  716 — 7 
Conjuncture  201 ;  as  affecting  profits  and 

earnings  703 
Constant   Return    398;   Curve  523    (See 

Law  of) 
Constant  BevcTtue  Curve  534 
Consumers'  associations  210 
Consumers'  Bent  200,  605;  analysis  of 

200 — ^209;    how    affected  by  bounties 

and  taxation  523—29,  541—7 
Consumers*  Ment  Curve  542  n. 
Consumption  133;  ethical  aspects  of  210 — 

13,  788—9 ;  of  different  grades  179— 

184  (See  Contents  Book  m.) 
Consumption  or    Consumers'  goods   133; 

Capital  150 
Continuity  in  economic  problems  437  n., 

449,  745,  749 
Conventional  necessaries  140,  595 
Cooke  Taylor,  870  n. 
Co-operation    210,    312;  its    difficulties 

384 — 6 ;  hopes  for  its  future  387,  684, 

755 ;  in  agriculture  741 
Cosmopolitan  wealth  131 
Cossa  54  n. 

Cost  of  marketing  (see  Marketing) 
Cost  of  Production  417 ;  its  influence  on 

Value  427—8,  557—66 
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Cost  of  Beprodnction  471 — 2 

Conmot,  metaphor  of  the  mean  son  9  n.; 

68,  177  n.,  205  n. ;  on  markets  401—2; 

481  n.,  605  n.,  564 
Courtney  352  n. 
Cox, 789  n. 

Cmsades,  inflnence  on  trade,  29  n. 
CmnDlative,  distinction  between  caases 

whose  effects  are  or  are  not  16,  81  n., 

82n.,  638—9,  641,  649 
Cnnningham    54  n. ;    on    Adam    Smith 

57  n.;    370  n.,  665  n.;    on    mediBeval 

theories  of  interest  667  n. ;  777  n. 
Cmiynghame,  on  snpply  curves  518  n. 
Cnstom  6, 10—16 ;  its  inflnence  generally 

greater  or  less  than  appears,  as  it  is  or 

is  not  camulative  16, 81  n.,  82  n.,  638— 

9  J  its  plasticity  in  land  tenure  722 — 7 ; 

its  protective  force  13 — 14,  726 

Darwin  120,  263  n.,  333  n. 

Davenant  on  personal  wealth  128  n. ;  on 
population  of  London  280  n. 

Deduction  and  induction  91 — 94,  96; 
SchmoUer  on  96  n. 

Definition,  principles  of  119 — 123 

Defoe  349  n. 

Deloume  22  n. 

Demand,  its  increasing  prominence  in 
economic  discussions  160 — 1;  increase 
of  171 ;  point  172  n. ;  Law  of  175 ; 
Mill's  use  of  term  172 — 3  n. ;  ela»- 
ticity  of  178—189,  522—3;  element 
of  time  in  183 — 8 ;  of  rich  and  poor 
179 — 182;  for  necessaries  182;  joint 
and  derived  452 — 8;  composite  458; 
effects  on  price  of  increase  and  falling 
off  of  normal  519 — 21  (See  Contents 
Book  m.) 

Demand  curve  172  n. ;  elasticity  of  178  n. ; 
for  various  classes  of  consumers  180  n., 
188  n. ;  for  rival  commodities  181  n., 
207  n. ;  for  wheat  182  n. ;  for  tea,  illus- 
trating consumers'  rent  204 — 5  n. ; 
whole  length  of,  seldom  required  209  n.; 
contrasted  wiffi  demand  and  supply 
surface  516  n. 

Demand  price  170 ;  measures  marginal 
ntility  not  average  utility  202  n. ;  of 
accumulation  315 

Demand  schedule  171;  raising  of  173, 
516 — 17,  518;  negative  inclination  of 
175  n.  (See  Demand  Curve) 

Depreciation  432  n. 

Depression  of  trade  777 — 8 

Derived  Demand  453;  schedule  of  454; 
laio  of  454 

Derived  Supply  schedule  459 

Derived  value  has  something  in  common 
with  Imputed  value  463  n. 

"Detriment"  78 n. 

Devas  426  n. 

Development  of  faculties  by  use  328 — 9 

Differentiation  322 

Diminishing  Return  230;  Law  of  (See 
Law) 

Direct  Cost  434  (See  Prime  Cost) 

Discommodity  216 


Discounted  value  196,  431 
Discountingfature  pleasures  andpleasure- 

able  events  195—9,  306—7 
"Dissatisfaction"  78 n. 
Distribution  (See  Contents  Bk.  vi.  Chs. 
I.  and  n.) ;    in  relation  to  Exchange 
620 
Distribution  of  means  between  wants  ac- 
cording to  marginal  utilities  193 — 9, 
312—13 
Division  of  labour,  its  growth  in  England 
39 — 40;  in  agriculture  40;  its  advan- 
tages and  disadvantages  (See  Contents 
Book  IV.  Ch.  IX.) ;  its  relation  to  growth 
of  machinery  366 — 338 
Domestic  economy,  its  faults  dne  to  pro- 
duction as  well  as  to  con- 
sumption 195  n. 
industry  375 — 6 
servants,  their  labour  not  neces- 
sarily    unproductive     135 ; 
wages  of  614n.,  631,  648 
Dose  169  n.,  232 

Dose  of  Capital  and  Labour  250 
Draper  24  n. 
Dunbar  557 

Dnpont  de  Kemours  55  n. 
Dupuit  177  n.,  205  n.,  531  n.     ' 

Earnings,  early  theories  of  566 — 71;  law 
of  569 — 70;  in  relation  to  efficiency 
570—1,  626—8,  693—7;  equal  to  net 
product  of  labour  581 — 4,  609 — 10 ;  in- 
fluence  of,  on  willingness  to  work  592 — 
4;  their  relation  to  supply  of  labour 
301,  592—8 ;  general  rate  of  598,  611— 
18;  time  626;  piece  work  626;  tosh 
627  n.;  efficiency  626;  Bicardo  on  628— 
9  n. ;  real  and  nominal  629 ;  influence  of 
uncertainty  on  633—1 ;  fluctuations  of 
653—7,  700—1, 752—6 ;  supplementary 
and  family  635 ;  high  in  new  countries 
757 — 760 ;  of  artizans  relatively  to  un- 
skilled labour  772 — 3 ;  of  elderly  men 
tend  to  fall  774 ;  of  women  and  children 
to  rise  774 ;  of  professions  775 — 6  (See 
Contents  Book  vi.  Chs.  i. — v.) 

Earnings  of  Management  156 ;  see  Man- 
agement 

Earnings  of  Undertaking  156 

Economic  Freedom  8 ;  growth  of  10 — 51 

Economic  Goods  127 

Economic  Harmony  530 

Economic  Law  104 ;  nature  of  105 — 108 

"Economic  man  "  89 

Economic  method  91 — 110  (See  Contents 
Book  I.  Ch.  V.  and  vi.) 

Economic  motives  75 — 90;  not  exclu- 
sively selfish  83—7,  309 — 10;  generally 
measurable  75 — 8,  89 — 90 

Economics,  provisional  definition  1 ;  a 
modem  science  4 — 5;  growth  of  52 — 
72;  modem  tendencies  of  64 — 8; 
its  relation  to  social  science  73 — 5; 
concerned  chiefly  with  measurable  mo- 
tives 75 — 90,  444—5 ;  its  claims  to  be 
a  science  89,  114;  methods  of  study 
91 — 104 ;  questions  it  investigates  115 — 
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18;    practical   issaes  which   point  to 
these  inqniries  116—18 

Ede,  Moore  228ii. 

Eden59, 192n.,  267n. 

Edgeworth  79  n.,  177  n. ;  on  consumers' 
rent  203  n.,  208  n.;  797,8;  801 

Education,  general  289 — 90;  technical 
291 — i;  in  art  295 — 9;  as  a  national 
inyestment  299—300 

Ej^ient  demand  323 

Efficiency  Earnings  626 ;  tend  to  equality 
625 — 7;  effect  of  improTed  machinery 
on  627  n. 

Elasticity  of  Demand  179 

EUison  344  n. 

Engel,  statistics  of  expenditure  191;  on 
elements  of  efficiency  275  n.,  643  n. 

England,  growth  of  free  industry  and 
enterprise  in  31 — 44 ;  her  geographical 
advantages  29 — 32 ;  growth  of  popula- 
tion of  254,  264 — 271;  movements  of 
industry  in  355 — 8;  land  tenure  of 
669 — 70;  her  gains  from  cheap  trans- 
port 760—4 

English,  characteristics  of  33 — 4,  329 

English  economists  early  in  the  century 
60 — 64;  regarded  savings  as  made  al- 
most entirely  from  profits  311 ;  595 — 6, 
615  n.,  618—19 

EnmronrFient  200 — 1 

Equilibrimn,  simple  case  of  408 ;  instance 
of  temporary  409 — 11,  442;  in  excep- 
tional cases  409  n. ;  of  normal  demand 
and  supply  416 — -451 ;  amount  424 ; 
price  424;  stable  424;  unstable  424  n., 
612 — 13  n. ;  multiple  positions  of  511 — 
15, 528  n. ;  change  in  general  conditions 
of  during  a  long  period  505 

Equilibrium  amount  and^wtce  424 

Exchangeable  goods  126 

Expenses  of  Productiou  417;  "average" 
and  "aggregate "  500 — 501 

External   and    Internal    economies    347, 
365—6,  393,  494 
goods  125—6 

Factors  of  Production  418 

Factory  farms  738  n. 

Factory  system,  rise  of,  41 — 44;  improve- 
ment in  280 

Falknerl92n. 

Farms,  large  and  small  736 — 9 

Farr  268—9  n.,  277  n.,  279  n.,  597  n.,  643  n. 

Fashion,  influence  of  164  n.,  186  n.,  510, 
517,  778 

FeUbogen  58  n. 

Fertility  of  land,  conditions  of  221 — ^28, 
238 — 9;  relative  to  time  and  place 
239 — 242 ;  importance  ascribed  to  it  by 
EngUsh  economists  709  n. 

Feudalism  27—30 

Field  of  employment  717 

Final  utility  177  n.  (See  Marginal) 

Fisher  177  n.,  460  n. 

Fisheries  247 

Fiaed  capital  154 

Fleeming  JenMn  531  n. 

Flux  604  n. 


Foley,  Miss  186  n. 

Foot-pounds,  measurement  by  274 

Foreign   trade,  755  n. ;    England's   gain 

from  761 — i ;  competition  and  hours  of 

labour  786 — 7n. 
Fourier  68 
Foville,  de  320 
Foxwell,  H.  S.  314  n.,  635  n. 
France  31;  population  of  254 — 5n.,264n., 

272— 3  n.,  283;  taste  in  298;  Metayage 

in  729 — 30  n. ;  agriculture  in  733 — i  n. 
Free  competition  420 
Freedom,  Economic  8 
Freedom,  objective  and  subjective  19  n. 
Freedom  of  Industry  and  Enterprise  8 ; 

growth  of  (See  Contents  Bk.  i.  Chs.  n. 

in.) 
Free  goods  126 
French    economists    68,    566 — 8,  595 — 6 

(See  Physiocrats) 
French  revolution  46;  its  influence  on 

Bentham  60  n. 
Friedlander  21  n. 
Fuller  350  n. 
"Futures"  dealings  in  416 

Galton,  F.  12  n.,  262—3,  281  n.,  283  n., 
289  n.,  302  n. 

Gambling  involves  economic  loss  211  n. 

Garcke  and  Fells  434  n. 

General  ability  289;  causes  determining 
the  supply  of  289—90 

George,  Henry  400  n.,  760  n. 

German  influence  on  economic  practice 
50 — 1 ;  on  economic  theory  68 — 72,  85 
n.,  129,  151 

Germany,  technical  education  in  291, 293 

Giddings  177  n.;  on  classification  of 
labour  301  n. ;  770  n. 

Gide  144  n.,  149  n. 

Giflen  208, 320,  768  n.;  on  wage  statistics 
777  n. 

Gilds,  their  inflnence  on  industry,  26—7, 
44, 100  n. 

Godwin  64  n.,  257  n. 

Goethe  65 

Gonner  375  n. 

Goods  124 ;  classrflcation  of  124—5, 133 

Goschen  777  n. 

Gossen  177  n.,  606  n. 

Government  undertakings  384,  497  n., 
531,  643,  644  n. 

Graded  goods,  marketing  of  403,  508,  761 

Grades  of  labour  .301 

Greece,  Ancient  16 — 19;  population  of 
253 

Green,  D.  1. 177  n. 

Green,  T.  H.,  on  the  relation  of  pleasure 
to  duty  78  n. 

Gross  Earnings  of  Management  392,  675 

Gross  income  154 — 5 

Gross  interest  669 ;  analysis  of  669 — 71 ; 
does  not  tend  to  equfJity  672 

Gross,  on  free  towns  27  n. ;  on  gild  regu- 
lation 44  n. 

Ground-rent,  theory  of  482 — 5,  714 — 16 ; 
highest  generally  paid  by  trading  es- 
tablishments 714;  its  relation  to  whole- 
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sale  and  retail   prices   714 — 16;   rise 

in  567 
Gruber  192 
Gnnton  781  n. 

Eaeckel  322  n. 

Harris  58  n.;  on  value  and  use  206  n.; 
254  n.,  319 

Harrison  192  n.,  266  n. 

Hasbach  57  n. 

Haycraft  on  race  progress  282  n. 

Heam  167  n.,  322  n. 

Heather  Bigg,  Miss  186  n. 

Hedonism  and  economics  77 — 8  n. 

Hegel,  inflaence  of  physical  sarronndings 
11  n. ;  on  objective  and  subjective  free- 
dom 19—20  n.,  23  n.,  36  n.;  inflaence 
of  biological  sciences  on  65 

Held  43  n.,  on  definition  of  capital  as 
related  to  practical  problems  150  u. 

Heredity,  principle  of  323,  329 

Hermann  71,  85  n. ;  on  external  and  in- 
ternal goods  125  n. ;  on  capital  148  n. ; 
on  classification  of  wants  166 — 7  n. ; 
474,  617  n. 

Hewins  29  n.,  54  n. 

Higgs,  on  Cantaion  55  n. ;  on  workmen's 
budgets  192 

Historical  School  70—1, 92  n.,  99—101 

Hobbes  58  n. 

Hobson  354  n.,  370  n. 

Holland,  her  achievements  31 

Hollander  706  n 

Hours  of  labour,  limitation  of  593  n.,  770, 
784—7 

House  industry  375 

Howell  649 

Hume  56;  on  Wealth  of  Nations  59  n.; 
253  n.,  567  n. 

Humphreys,  Noel  279  n,  284^—5  n. 

Hunter,  Sir  W.  701  n.,  726  n. 

Huxley  292  n. 

Hypotheses  in  economics  107 — 8 

Ideas,  their  reality  104  n. 

Immigrant,  estimation  of  valoe  of    an 

643— 4  n. 
Improvements    in   agriculture   718 — 21; 

compensation  for  743  n. 
Imputed  value,  Austrian  doctrine  of  463  n. 
Income ;   its  relation  to  capital  143-t4, 

152 — 3 ;  gross  154 — 5 ;  net  155 ;  social 

156 — 8;    relation    to   national  wealth 

157—8,  210 
Inconstancy  of  employment  632 — 5, 777 — 

8 
Increasing  Return  229  (see  Law) 
India,  want  of  thrift  in  307 ;  illustration 

of  Government  undertaking  in  544 — 5  n. 
Indian  forms  of  land  tenure  726 — 8n., 

741  n.,  743  n. 
IndividntJ  capital  143 
Induction    and    deduction    91 — ^94,    96; 

Schmoller  on  96  n. 
Industrial,  efficiency  274 — 285;  training 

286—301 
Industrial  environment  200 — 1,  494 — 8, 

743  n. 


M. 


Industrial  Organization  (See  Organiza- 
tion) 

Industry :  characteristics  of  modem  6 — 7 

"  Industry  is  limited  by  Capital "  622 

Ingram  22  n.,  29  n.,  54  n.,  66  n.,  74  n. 

Instrumental  capital  151 

Insti^mentaZ  goods  133,  151 — 2  n. 

Insurance  against  risk  468 — 470,  693 — 4 

Integration  322 

Interchangeable  Parts  337—8,  761 

Interest  121  n.,  156,  392;  its  relation  to 
saving  315 — 17,  318;  to  demand  for 
capital  585 — 8;  rate  of ,  bow  determined 
598—601 ;  equilibrium  level  of  600 ;  in 
relation  to  old  and  new  investments 
599—600;  history  of  theory  665—9; 
Gross  and  Net  669;  in  relation  to 
changes  in  purchasing  power  of  money 
673-^ 

Intermediate  goods  138,  613  n.,  664  n. 

InterrtaJ  economies  347,  506 — 10 

Internal  goods  125 

Interpretation  clauses,  may  be  nsed  to 
supplement  definitions  in  economics 
122—8 

Investment  of  resources  for  a  distant 
return  429 — 485 

Ireland,  influence  of  potato  famine  on 
271 ;  land  tenure  in  740 

"Iron"  or  "brazen"  law  of  wages  569, 
570  n.,  596 

Irregularity  of  employment  632 — 5, 777 — 
8 

Jenkin,  Fleeming  531  n. 

Jessop  670  n. 

Jevons,  on  CantiUon,  55  n. ;  on  the  pain 
of  idleness  134  n. ;  on  capital  149  n. ; 
on  the  theory  of  wants  166-^7  n.,  189 ;  on 
estimation  of  future  pleasures  199  n. ; 
on  total  utility  205  n. ;  on  gambling 
211  u. ;  on  labour  217,  370  n.;  on 
markets  402,  461  n. ;  on  ground-rent 
483 — i  n,;  on  value  561—5,  578;  on 
advantage  of  capital  to  industry  587  n. ; 
606  n.;  621,  791,798 

Jewish  influence  on  economic  thought 
61,  61  n.,  71 

Joint  demand  452 

Joint  products  459 — 460 

Joint-Stock  Companies  381 — 4,  683 — 4 

Joint  supply  459 

Jones,  Bichard  311  n. 

Jowett  253  n. 

Eautz  20  n.;  first  recognised  Cantillon 
75  n. ;  665  n. 

Eebbel  638  n. 

Keynes  73  n.,  105  n. 

Kidd  329 

King,  Gregory  182  n.,  280  n.,  320 

Knies  11  n.,  21  n.;  Progress  of  different  na- 
tions tends  to  synchronise  50  n. ;  Adam 
Smith  not  guilty  of  Smithianismus  58 
n.,  69  n. ;  non-purchasable  pleasures 
tend  to  increase  85  n. ;  nsed  analytical 
methods  92  n. ;  146  n. ;  665  n. ' 

Korosi  260  n. 

52 
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Laboor  134,  214;  marginal  disntility  of 
217 ;  its  permanent  snrplna  or  rent  217; 
its  sapply  price  218 ;  qaasi-rent  of  219 
n.,  653 — 7;  skilled  and  unskilled  287; 
efficiency  of  274 — 301;  disputes,  iUns- 
tration  of  derived  demand  452—8 ;  in- 
constancy of  employment  of  632 — 5, 
778;  limitation  of  hours  of  593  n., 
781—7  (See  Earnings) 
Labour  market,  chimges  in  marginal 
utility  of  money  as  afiecting  412 ;  pecu- 
liarities of  638—660 
Labour  value  708 

Laisser  faire,  laiaaer  aBer  56  n.,  567  n. 
Land  214,  220—21;  fertility  of  220—28, 
236;  original  and  artificial  properties 
of  225 — 8,  663 — 4;  order  of  fertility  of, 
changes  with  circumstances  236—42; 
Talue  of,  in  different  countries  319 — ^20; 
rent  of,  in  a  new  country  486 — 7 ;  in  an 
old  country  488 — 90 ;  difference  between 
it  and  other  agents  of  production  601 — 4, 
607—8,  712—13 ;  capital  value  of  716 ; 
influence  of  transport  on  value  of  767 — 8 
(See  Bent) 
Land  Tenure,  historical  study  of  100  n. ; 
early  forms  of,  their  plasticity  722 — 7 ; 
in  India  726—8 ;  in  Latin  Europe  728— 
32;  in  America  732 — 3;  in  England 
733-42 
Lassalle  570  n. 

Lauderdale,  Lord  182  n.,  334  n. 
Launhardt  177  n. 
LavoU^e  192  n. 
Law  105 ;  nature  of  106 — 7 ;  meaning  of 

the  phrase  "  the  action  of  a  law,"  107 
Law  of  Oonatant  Bettirn  398, 425  n.,  427, 
520,  622—3  n. 
Demand  168—177 
Derived  Demand  454 
Diminishing    Return    228 — ^235  ; 
provisional  statement  of  229; 
relates  to  amount  of  produce 
231;    final  statement  of  232; 
Bicardo's  statement  of,  was  in- 
accurate 242;  applies  to  build- 
ing land  248 — 9  n. ;  in  relation 
to  Mines  and  Fisheries  247 — 8 ; 
analogy  between  it  and  law  of 
diminishing      ntility      169  n., 
235  n. ;  note  on  249—251 ;  gra- 
phical illustrations  of  234— ~8, 
240 — 1;  in  relation  to  law  of 
increasing    return    393 — 400 ; 
in    relation   to    taxation    and 
bounties  520 — 31 ;  counteracted 
by  cheap  transport  762 
Diminishing  Utility  168 — 9 ;  ana- 
logies with  law  of  diminishing 
return  from  land  169  n.,  275  n. 
Increamng   Return  229,  397;    in 
relation  to  law  of  diminishing 
return    392—400,     736;     and 
supply  price  425  n.,  504 — 10; 
and  rival  commodities  460 — 1 ; 
and  cost  of  marketing  466 — 7, 
■    506 — 10 ;    seldom    shows     its 
action  in  short  periods  505 — 


9;   character  of   commodities 
in  which  it  acts  strongly  508 ; 
its  relation   to  taxation  and 
bounties  520—531 
Law  of  Nature  22  n. 

Satiahle  Wants  168 
Bubstitution  194  n.,  419,  432—3 ; 
in  relation  to  theory  of  distri- 
bution   676;    known  to  early 
economists    590;    a    form    of 
competition  611 ;    its  relation 
to  Law  of  Survival  of  Fittest 
676;  its  action  in  controlling 
Earnings  of  Management  677 — 
685,  748—9 
Survival  of  the  Fittest  282—5, 
323—330 
Lawes,  Sir  John  89  n. 
Lecky  351  n.,  632  n.,  665  n 
Leicester,  Lord  224  n.. 
Leisure  278,  781 ;  difficulty  of  using  it 

well  788—9 
Le  Flay  on  extensive  and  intensive  study 

of  statistics  192  n.,  264  n. 
Levasseur  on  growth  of  population  in 

France  264  n.,  271  n.,  281  n. ;  320 
Levermore  245  n. 
Lieben  177  n. 
Liebenam  21  n. 
Liebig  222  n. 
List,  overlooked  the  tendency  of  nations 

to  snychronize  55  n.,  69 — 70;  226 
Localized  industries,  early  forms  41,  348 

— 9;  causes  of  349—354 
Locke   anticipated  the   Physiocrats  55 

n.,  58  n. 
London,  death  rate  of  280 — 1  n. 
Long  leases  and  improvement  in  agricul- 
ture 100  n.,  743 
Long-period  supply  price  441 
Longe  621 

"Long  run,"  meaning  of  the  phrase  426 
— 8;  in  relation  to  normal  value  437 — 
8 
Longstaff  281  n. 
Lucrative  capital  144  n. 
Luxuries,  elasticity  of  demand  for  181 — 4 

Machinery,  analogy  between  scientific 
reasoning  and  103—4;  in  relation  to 
division  of  labour  336 — 7;  lessens 
fatigue  343 ;  and  monotony  of  life  344 
— 5 ;  in  relation  to  large  factories  360 — 
2 ;  duration  of  360  n. ;  earnings  of  490 
— 1 ;  its  effect  on  wages 

Mackay  138  n. 

Mackenzie  78  n. 

Madeod  149,  565 

MacVane  615 

Mahan  on  strategy  and  tactics  101 

Maine  13  n. 

Maitland  723  n. 

Malthus,  his  study  of  facts  59 ;  his  rela- 
tion to  Godwin  64  n. ;  definition  of 
capital  151  n. ;  192  n. ;  on  population 
257—9,  263  n.,  264n;  on  importation 
of  foreign  com  531  n. ;  his  correspond- 
ence with  Bicardo  on  value  557 — 8; 
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on  wages  568—70,  581  a.,  629  n.;  on 

improvements     in    agricnltnre     717, 

768 
"Malthasian"  doctrines  780 
Man,  both  the  end  and  an  agent  in  pro- 

dnction  215,  252,  .146 
Management^  Earnings  of  156,  gross  and 

net  392,  675;  varioos  forma  of,  adjusted 

by  Law  of  Substitution  677—685,  748— 

9;   in  joint  stock  companies  683 — 4; 

their  adjustment  to  difficoltj  of  work 

done  681    8 ;  accurate  knowledge  as  to, 

difficult  to  obtain  686—7 ;  are  high  when 

circulating  capital  is  large  relatively  to 

fixed  692—3  (See  Contents  Book   vi. 

chs.  VI.,  vn.,  vm.) 
Uangoldt  474 
Manufacture  359 ;  percentage  of  English 

population  engaged  in,  not  increasing 

357 
Manures  223 — 4 
Margin  of  building  482 

cultivation  233 
projltableness  433 
Marginal  disutility  of  labour  217 
demand-price  170 
dose  233 
shepherd  582—3 
uses,  do  not  govern  value  580 
increment  168 
return  233 
supply  price  446 — 7 
utility  168;    of  money  varies 
with  a  person's  income  170 — 
1 ;  influence  of,  on  value  427 ; 
Jevons  on  561 — 5 
Mark  system  15  n. 
Market  188,  401 — 7,  wholesale  and  retail 

406 ;  highly  organized  404—5 ;  local  407 ; 

in  relation  to  time  and  space  407,  450 

n. ;    of  individual  producer  is  hmited 

508—9 
Marketing,  cost  of  363—4,  466—8;    in 

relation  to  law  of  increasing  return 

506—10 
Marriage-rate,  causes  affecting  260 — 73 
Marx,  Earl ;  on  definition  of  capital  146; 

his  misunderstanding  of  Bicardo  560, 

561,  668 
Material  and  Immaterial  goods  124 
Matheson  432  n. 
Maximum  satisfaction  408 ;  and  taxation 

526—531 ;  limitations  to  doctrine  526 — 

7,  530—1,  556—7,  584  n. 
Mayhew  19i2  n. 
Mayo  Smith  644  n. 
M'Culloch  67;  on  wants  166;  on  wages 

570  n. 
Mediseval,  towns  26 — 7 ;  artisan  296 — 8, 

theories  of  interest  665 — 7 
Menger,  Anton  630  n. 
Menger,    Carl,    his    controversy    with 

Schraoller   92 — 3  n. ;    on    '  orders '   of 

goods  134  n. ;  167  n.,  565,  668  n. 
Mercantilism  53 — 5, 134  n. 
Metayer  system  728—731 
Method  91—104,  113—14  (See  Contents 

Book  I.  Ch.  VI.) 


Middle  Ages,  rate  of  profits  in  697  n. ; 
labour  value  of  commodities  in  784 — 6 

Migration,  hindrances  to  in  Middle  Ages 
265 — 7  ;  from  country  to  town  280—2, 
357 

Mill,  James  66  n. ;  on  labour  132  n.,  160 ; 
on  the  term  Dose  232 

Mill,  John  Stuart,  influence  of  socialists 
on  64;  his  relation  to  abstract  econ- 
omics 66,  85  n. ;  on  Comte  74 — 5, 
75 — 6n.,  93;  on  definition  120;  on 
capital  151  n.,  154  n. ;  on  demand 
172 — 3  n.,  249 ;  on  grades  of  labour 
301,  575  n. ;  on  change  of  occupation 
333  n. ;  400 ;  on  cost  of  production 
417— 18  n.,  474,  480;  in  relation  to 
Jevons  561 — 4;  on  improvements  in 
agriculture  720—1;  on  wages  570 — ^1, 
575,  617 ;  on  the  wages  ftmd  619—623 

Mines,  whether  Law  of  Diminishing  Be- 
tum  is  applicable  to  247 — 8 ;  large  and 
small  369 ;  rent  of  485 

Mobffity  of  labour  300—1,  357 

Mommsen  20  n. ;  on  Boman  trade  21  n. 

Money,  9 — 10;  its  use  as  a  measure  of 
motive  83—4;  changes  in  purchasing 
power  of  185,  208,  319,  432  n.,  673—4; 
effect  on  spending  and  saving  308 — 9; 
changes  in  marginal  utility  of  80, 170 — 
1,  206—7,  208  n.,  411—13,  527—8, 
530 

Money  cost  of  Production  417 

Money  Income  144 

Monopolies ;  in  relation  to  national  wealth 
130  n. ;  rent  of  481—2  n.,  495  n.,  499  ; 
in  relation  to  law  of  increasing  return 
505  n. ;  theory  of  532 — 547 ;  Revenue 
583 

Monopoly Revenite,Curve^Zin.\  Schedule 
534 

Monotony  of  life,  and  in  some  cases  of 
work,  diminished  by  machinery  343 — i 

Montesquieu,  on  the  influence  of  climate 
11  n.,  12  n. ;  264  n. 

Morton  304  n. 

Motives,  measurement  of  75 — 90 ;  Wag- 
ner's analysis  of  85  n. 

Multiple  positions  of  equilibrium  511 — 15, 
528  n. 

Nasmyth  291  n. 

National  IHmdend  152 ;  estimation  of  153 
155 — 6,  583 — 9,  604 — 5 ;  a  stream  not  a 
fund  588 ;  goes  exclusively  to  consumers 
616—17 ;  influences  affecting  growth 
of  in  England  760 ;  in  relation  to  les- 
sening of  hours  of  labour  786 — 7 

National  Income  157;  growth  of  48  n. ; 
comparisons  of  158  n.  (see  Katioual 
Dividend) 

National  Wealth  130 

"  Natural,"  Adam  Smith's  use  of  the  word 
57  n.,  327 

Natural  and  artificial  selection  282 — 5 

Natural  Increase  of  population  260 

Nature,  rule  of  55 — 6 

Necessaries  for  life,  for  efficiency,  con- 
ventional 137 — 140,  595 ;  nature  of  de- 
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mand  for  182 — i ;  taxation  of,  its  effect 
on  couBniners'  rent  623  n. 

Negative  inclination  of  corTes  175  n. 

Nervous  strength  distinguished  from  ner- 
vousness 275  n. 

Ifet  Advantages  155 — 6,  636 ;  vary  with 
individuals  and  races,  637 

Net  Earnings  of  Management  392,  675 

Net  Income  155 

Net  Interest  669 ;  tends  to  eqnahty  672 — 3 

Net  Product  of  labour  581 — i 

Netherlands  31 ;  agriculture  in  733  n. 

Neumann  and  Fartsch  18  n. 

Neumann,  on  relation  of  "Natural  and 
economic  laws  "  105  n. ;  146  n. 

Newcomb,  on  capital  149  n. ;  588  n. 

New  countries,  causes  of  high  wages  and 
interest  in  758 — 60 

Neymarck  320 

Nicholson,  on  Consumers'  rent  203  n., 
208  n.,  259  n. ;  on  living  capital  of 
United  Kingdom  644  n. ;  665  n. ;  on  agri- 
cultural improvements  743  n. 

Nominal  Wages  629 

Normal  106  ;  elasticity  of  term  439,  443 ; 
supply  price  421—4,  446 ;  in  relation  to 
'*  average  "  and  "  aggregate"  500—502, 
553 — 4;  in  a  stationary  state  503—4 
(See  Contents  Book  v.  Chs.  m. — v.) 

North,  Dudley  55 

Occupation,  its  influence  on  character  1, 

on  health  279—80 
Ochenkowski  7  n.,  40  n. 
Ogle,  on  marriage  returns  260 — 1  n. ;  on 

decrease  in  rural  population  356  n. 
Open  Spaces,  public  interest  in  282  n., 

744 
Opportunity  200,  703 
Orders  of  goods  133 — 4,  452  n. 
Organization  of  industry,  its  growth  in 

England  39 — 44  (See  Contents  Book  rv. 

Ch.  vin.  etc.) 
Organization,  an  agent    of    production, 

214—15 
Organized  markets  404 — 5 

Pantaleoni  177  n.,  320 

Pareto  177  n. 

Particular  Expenses  Curve  503  n. 

Partnership  380—1 ;  in  land  722—3 

Passy  on  tendency  of  poor  land  to  rise  in 
value  relatively  to  rich  242  n. 

Patents  362  n. 

Patten  177  n. ;  on  Consumers'  Bent  208  n. 

Peasant  proprietors,  prudence  of  263 — 4n., 
731;  contrasted  with  American  "far- 
mer" 732;  compared  with  heads  of 
small  businesses  735  n. ;  should  not 
be  artificially  sustained  or  hindered 
740 

Pell  226  n. 

Periods,  long  and  short  418 — 29 

Perozzo  285  n. 

Personal  capital  154 
goods  124 — 5 
risks  671 
wealth  127 


Petty  58  n.,  192  n.,  264,  320;  on  the  term 
"com"  570 n.;  643  n.;  on  law  of  rent 
710-11  n. 

Phear  304n. 

Physiocrats  55 — 7,  58  n.;  their  cosmo- 
poUtan  principles  69 — 70;  on  produc- 
tive labour  134  n.;  on  capital  148  n.; 
on  population  255;  on  wages  566 — 7, 
596 ;  on  Producer's  Surplus  709 

Piece-work  wages  626 

Pitt  254 

Place,  Francis  258  n. 

Plato  18  n.,  253  n.,  267  n. 

PoUtical  Economy.     (See  Economics) 

Poor  Law,  its  influence  on  population  256, 
266—8;  on  saving  308 

Population,  Doctrine  of  252 — 9;  causes 
tiiat  govern  the  growth  of  269 — 264; 
history  of,  in  England  266 — 271 ;  sta- 
tistics of  260— In.,  264 n.,  266 n.,  268— 
273 ;  health  and  strength  of  274—285 ; 
inflnence  of  natural  and  artificial  se- 
lection on  282 — 5 ;  pressure  of,  on  means 
of  subsistence  399 

Porter  768  n. 

Poverty,  a  cause  of  degradation  2 

Prediction  in  Economics  96 — 7 

Price  8;  its  use  as  a  measure  79 — 81, 
200 — '210 ;  equilibrium  410, 424 ;  supply 
422 ;  market  and  normal  427— 8,440— 1; 
short  and  long  period  normal  supply 
439 — 450 ;  marginal  supply  446 ;  periods 
for  which  reckoned  450  n. 

Price,  L.  L.  57  n.,  756  n. 

Prime  Cost  434;  its  relation  to  normal 
price  434—8 ;  in  relation  to  joint  pro- 
ducts 464 — 5 ;  in  relation  to  supple- 
mentary costs  509;  of  human  effort 
difficult  to  separate  from  supplemen- 
tary cost  606—7 

Primogeniture,  its  inflnence  in  England 
33,  35 

Processes  of  Production  510 

Producers'  goods  133 
Bent  217 
Surplus  217  See  Bent 

Production  on  a  large  scale  369  (See  Con- 
tents Book  IV.  Ch.  XI.) 

Production  goods  133 

Productive  134 ;  a  transitive  adjective  136 

Productive  Consumption  136 — 7 

Profit  and  Loss  sharing  386,  765 

Profits  156;  analysis  of  689;  how  far  a 
tendency  to  equality  689 — 697 ;  on  the 
"tnmover"  695 — 7;  a  "fair"  rate  of 
696 — 7;  in  relation  to  fluctuations  in 
price  700 — 1,  762 — 6;  in  relation  to 
quasi-rent  in  EngUsh  land  tenure  710^ 
11 

Progress,  its  influence  on  values  764 — 7 ; 
on  rent  768—9;  on  interest  769—70; 
on  earnings  771 — 6  (See  Contents, 
Book  VI.  ch.  XII.) 

Protection  622 

Prothero  736  n. 

Proudhon  68 

Pryme  258  n. 

Purchasing  power,  fictitious  unit  of  con- 
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stant,  corresponds  to  "mean  snn"  9  n. ; 

changes  in  pnrchasing  power  of  money 

affect  rate  of  interest  673 — 4 
Pure  and  applied  Economics  108 — 9, 118 
Pnsey  724n.,  743n. 

Qjiasi-rent  219,  426 ;  its  relation  to  Sup- 
plementary Cost  435 — 438,  447—8;  its 
relation  to  Rent  475—6,  477,  491—2, 
497—8,  601—4,  608  n.,  657—660;  not 
found  in  a  stationary  state  502;  of 
labour  607,  653—7,  752—6;  of  business 
undertaker  702—4;  of  a  particular 
business  affected  by  environment  703 — 
4;  in  relation  to  profits  in  English 
land  tenure  711 — 13 ;  composite  753 

Quesnay  55 ;  on  population  255 

Railways,  relation  of  charges  to  prime 
cost  465n.'(See  Transport) 

Raising  the  Demand  SchediUe  VIZ 

BaTenstein  259  n. 

Bawson,  Sir  Bawson,  on  harvests  and 
marriage  rate  in  Sweden  270  n. 

Real  Cost  of  Production  417 
Value  708 
Wages  629 

Beformation  28 ;  its  influence  on  industry 
36 — 8;  on  art  37  n. 

RemuneratoTy  Capital  150 

Rent  166,  234 — 5,  707;  gi-aphic  represen- 
tation of  234—5  n.,  237— Sn.,  241—2  n. ; 
of  mines,  a  royalty  is  not  a  rent  248, 
485;  ground  248—9,  482—4,  712—16; 
element  of  time  in  relation  to  473; 
differences  between  rent  and  other 
earnings  601 — 4,  607 — 8;  in  relation  to 
profits  474,  497 ;  "  does  not  enter  into 
cost  of  production"  476,  479 — 486 ;  its 
relation  to  quasi-rent,  475 — 6, 477,484 — 
492,601—4,607—8,710—11;  composite 
498--9 ;  incidence  of  taxes  on  477 — 8, 
529  n.;  of  natural  ability  702 — 4;  effects 
of  improvements  on  708 — 9,  718 — ^21; 
in  relation  to  retail  prices  714 — 16; 
difficulty  of  deciding  a  normal  741 — 2 ; 
estimates  of  changes  in  English  rents 
768 — 9  n.  (See  Contents,  Book  n.  ch. 
n.  III.  Book  V.  ch.  vm. — x.  Book  vi. 
ch.  II.  IX.  X.) 

Representative  Firm  397,  421,  448,  501 

Reproduction,  Cost  of  471 — 2 

Residuum  2,  778 

Retail  prices,  variations  in  696  n.,  714 — 
16 

Betail  trade,  advantages  of  large  and 
small  establishments  366 — 8 

Return  of  pleasure  169  n. 

Return  Schedule  236 — 6  n. 

Bicardo  61,  63—4,  66,68—9, 112— 13;  his 
method  93,  102;  his  analysis  of  rent 
1U2  ;  definition  of  capital  151  n.,  154  n. ; 
stress  laid  on  cost  of  production  160, 
177  n.,  206  n.,  220  n.;  on  law  of 
diminishing  return  233  n.,  242 — 9, 
446  u.;  on  value  450  n.,  657 — 565;  on 
rent  and  cost  of  production  475,  479 — 
485,  551 — 2 ;  on  effect  of  improvements 


onrent709— 10,716— 21,768;  on  wages 
569,  570  n.,  671  n.,  590,  629  n. ;  668 

Bisks  468—70 ;  Trade  671 ;  Personal  671 ; 
in  relation  to  profits  693-— 4 

Bitchie  105  n. 

Bival  commodities;  in  relation  to  elas- 
ticity of  demand  181  n. ;  in  relation  to 
law  of  increasing  return  460 — 2 

Bodbertus  560,  661,  668 

Rogers,  on  early  commutation  of  person- 
al for  money  dues  39  n. ;  on  the  value 
of  land  35  n.,  241  n.,  262  n.,  265  n., 
266  n. ;  on  localized  industries  349  n. ; 
728  n.,  764,  765  n. 

Rome,  Ancient:  her  economic  strength 
and  weakness  19 — 21 ;  the  influence  on 
economic  history  of  her  law  of  property 
22 ;  population  in  252 — 3 

Boscher  20  n.,  21  n.,  92  n.,  243  n.;  on 
population  263 ;  on  manufacture  359  n. ; 
on  wages  669  n. ;  665  n. 

Rousseau,  his  influence  on  Physiocrats 
55  n. 

Royalties  248;  enter  into  cost  of  pro- 
duction 485 ;  are  not  rent  552 

Rule  (Begel)  as  a  substitute  for  Law 
105  n. 

RUmehn  253  n.,  266  n. 

Ruskin  83 

Sadler  268  n. 

Sanger  208  n. 

Saracens,  influence  of  24 

Sargant  192  n. 

*'  Satisfaction  "  78  n. 

Saving,  slow  growth  of  habits  of  306 — 7 ; 
conditions  of  307 — 10;  its  connection 
with  rate  of  interest  316—18,  661 — 4 

Say  68,  663 

Schaffle  73  n.,  322  n. 

Schloss  627  n. 

Schmoller,  on  trading  companies  21  n. ; 
on  induction  and  deduction  91, 92 — 3n., 
96  n. 

Schonberg  253  n.,  266  n.,  375  n. 

Scotland,  education  in  271,  296;  long 
leases  in  743 

Scott  Bom  225  n. 

Scott  Russell  292  n. 

Secular  movements  of  normal  price  460  n. 

Seebohm,  estimates  of  population  266  n. ; 
on  village  communities  722  n. 

Senior,  on  consumption  133  n.,  137  n. ; 
definition  of  capital  161  n. ;  on  desire 
for  distinction  167, 163  n. ;  on  rent  and 
profits  474,  531;  on  Ricardo's  use  of 
the  term  wages  629  n. ;  on  rate  of 
profits  on  large  and  small  capitals 
690  n. 

Settlement  Laws  266 — 7 

Shaftesbury,  Lord  766 

Sheffield  trades  376 

Shift  system  782—3 

Ships,  advantages  of  large  369 

Shops,  advantages  of  large  366—8 

Short-period  normal  price  450  n. 

Short-period  supply  price  441,  446 — 7 

Siemens  292  n. 
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Situation,  Its  importance  in  determining 
Talne  of  land  in  new  conntries  709  n. 

Situation-rent  495 

SHI,  a  relative  term  287 — 8,  771 — 2 

Slavery:  among  the  Greeks  6,  18;  the 
Romans  18 — 21 ;  Adam  Smith  on  640n., 

"  Slight-change  "  industries,  694  n. 

Small  holdings  739 — 40 

Smiles  38  n.,  337  n.,  351  n. 

Smith,  Adam:  on  the  word  value  8;  un- 
dertakers 40  n. ;  his  genius  56 — 7 ;  his 
relation  to  the  Physiocrats  57 — 8;  on 
measurement  of  motives  68 — 9;  his 
study  of  facts  59  n. ;  his  omission  of 
conditioning  clauses  108  n. ;  on  Per- 
sonal Wealth  127  n. ;  his  use  of  the 
word  productive  134—5  n. ;  definition 
of  capital  143,  148  n.,  154  n. ;  163,  206 
n.,  220  n.,  248  n.;  on  population  256, 
263  n.;  on  Settlement  Laws  266 — 7  n.; 
on  division  of  labour  321,  327, 334,  337, 
343;  on  natural  VEilne  426,  470  n.;  on 
rent  479  n.,  709,  717 ;  on  wages  566— 
8,  629,  636 ;  on  slave  labour  640  n., 
643  n. ;  on  comparison  between  ma- 
chinery and  skfiled  labour  650;  on 
profits  673—4,  689—90,  694 

Smith,  H.  LI.  653  n. 

Smithianismus  58,  327  n. 

Social  capital  143 ;  income  156 ;  wealth  129 

Social.  Law  105 

Socialists,  their  influence  on  economics 
64,  619;  in  France  68;  in  Germany  71; 
on  pleasnrableness  of  work  592 

Southwood  340—1  n. 

Special  Goat  434  (See  Prime  Cost) 

i^ecialized  Ability  289 ;  capital  154 

Spencer,  Herbert  13  n.,  73,  192  n.,  212, 
263,  322  n. ;  on  development  of  faculties 
by  use  328 

Stable  equilibrium  424 ;  oscillations  about 
424—6;  theory  of  416—28 

Standard  of  Comfort  in  relation  to  wages 
594-8,  779—781 

Standard  of  Life  779 

Statical  method,  deficiencies  of  in  Econo- 
mics 515 — 17 

Stationary  state  501 — 3 

Statistical  tables  of 
Expenditure  191 

Population  266  n.,  268—9  n.,  272—3 
Growth  of  wealth  320 
Livestment  of  capital  in  land  226  n. 

Statistics,  difiiculty  of  interpreting  188 — 
9, 546 — 7, 694  n.;  shopkeepers'  facilities 
for  collecting  189—91 ;  need  for  further 
531,  545—7 

St  Chrysostom  on  usury  28 — 9  n.,  665  n. 

Steuart  (Sir  James)  56, 140  n. ;  on  popu- 
lation 255  n. 

Stock  Exchange  securities  404 — 5 

Stoics  22—3,  55  n. 

Strategy  and  tactics  101 — 2  n. 

Struggle  for  survival  323—25 

St  Simon  68 

Stnrge  768  n. 

Subnormal  450 

Subsidiary  trades  360 


Substitution  (See  Law  of) 

Supplementary  Coat  434;  its  relation  to 
Quasi-rent  435 — 38 

Supply  Curve  422 — 3  n. ;  distingnished 
from  Particular  Expenaea  Curve  503 n.; 
of  individual  producer  must  be  coupled 
with  demand  curve  of  his  special  mar- 
ket 609  n.;  lowering  of  518 — 19 

Supply  Point  422  n. 

Supply  Price  218 ;  long-period  and  thort- 
penod  440 — 50 

Supply  Schedule  218,  422—3 

Surplus  Produce  234;  its  relation  to  Bent 
234,  476—7 

Surplus,  consumers'  200,  605  (See  Con- 
sumers' Bent) ;  worker's  606 — 7;  saver's 
or  waiter's  606 ;  relation  of  these  sur- 
pluses to  one  another  607 

Survival  of  the  fittest,  law  of  323 — 5 ;  its 
relation  to  Law  of  Snbstitntion  676 

Sweating  system  375 — 6,  682 

Switzerland,  26 

Syme  85  n. 

Symonds  192  n. 

TasTc-wages,  ambiguity  of  the  term  627  n. 

Taussig  617  n.,  623 

Taxation,  its  influence  on  smuggling 
188  n.;  its  incidence  on  rents,  quasi- 
rents  and  profits  477 — 8;  theory  of, 
an  integral  part  of  theory  of  value 
519  n. ;  its  effects  on  supply  and  con- 
sumers'  rent  a'^ii — oai ;  on  agricultural 
produce  529  n. ;  indirect  costs  of  528 — 9 ; 
ad  valorem  530 — 1 ;  of  monopolies 
535 — 539;  building  ground  744  u. 

Technical  education  291 — 5,  645 

Temporary  equilibrium  408 — 13,  440 

Tenant'a-skare  Curve  729  n. 

Tenure  of  land  (See  Land  Tenure) 

Teutonic  spirit  22 

Thompson,  H.  M.  604  n. 

Thompson,  William  668 

Thorbnm  665  n. 

Thornton  574 

Thiinen,  Von  205  n.;  his  phrase  'Der 
Boden  an  eich'  2'20n. ;  on  business 
risks  470  n.;  495  n.,  505;  on  relative 
efficiency  of  capital  and  labour  579 — 80 

Tides,  science  of,  its  analogies  to  econo- 
mics 97  n. 

Time,  the  element  of,  in  economic  pro- 
blems 185—88,  407,  425—8,  437—450, 
473—4,  665 

Time  Earnings  do  not  tend  to  equality 
626 ;  high  in  new  countries  758 — 60 

Tithes,  incidence  of  716 — 18 

Tooke  62;  on  fluctuations  in  demand 
444  n.;  742  n. 

Total  Benefit  541—2,  Curve  642  n. 

Total  Cost  434 

Total  Utility  168 

Town  life,  influence  of  280—2,  744 

Toynbee  462  n. 

Trade  capital  144 — 6 

Trade  combinations.     See  Combinations 

Trade  Risks  671 

Trade  Unions,  early  policy  of  44,  47 ;  in 
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relation  to  Law  of  Denved  Demand 

452 — 58 ;    their    inHuence    on    wages 

647—8,  755—6 
Transferable  and  non-tranaferable  goods 

125 
Transport,  improTements   in,  effect  on 

geographicEil  distribution  of  industries 

354 — 7 ;  their  influence  on  value  763 — 9 
Trowbrid{!e338n. 
Truck  system  631—2 
Trusts  435  n.,  53'2,  761 
Tnckettl92n. 
Turgot  58  u. ;  on  law  of  Diminishing  Ee- 

turn  249 — 50  ii. ;  on  population  255  n. ; 

on  iron  law  of  wages  566  n. 
Turnover,  profits  on  695 — 7 
Twiss,  Travers  54  n. 
Tylor  302  u. 

Undertaker  40,  373;  gradual  rise  of  40, 
43,  45  (See  Business  Management) 

Undertaking,  Earnings  of  156  (Bee  Man- 
agement, Earnings  of) 

Unit  of  the  family  635 

United  Kingdom,  marriage  late  in  272 — 3 ; 
value  of  land  in  319;\stati8tics  of 
wealth  of  320 ;  living  capftU.  of  644  n. 

United  States;  property  retotns  of  318; 
value  of  land  of  319 

Unskilled  labour  287—8 

Unstable  equilibrium  424  n. 

Urban  ground-rent  714 — 16  (See  Ground- 
rent) 

Usance  of  wealth  156 

Usury,  its  condemnation  by  the  Church 
28 — 9  n.,  665  n.;  its  relation  to  interest 
121  n. 

Utilization  of  waste  products  228 — 9  n. 

Utilitarianism  and  Economics  77 — 8  n. 

Utility  132;  Total  168;  Marginal  168; 
measurement  of  201 — 210 ;  influence  of 
on  value  427 — 8 

Values 

Vanderbilt  776 

Vanban  56  n. 

Venn  107  n. 

Vigour,  general  conditions  of  274 — 285 

Wage  Capital  150 
1   Wages  (See  Earnings) 
Wages  Fund  572,  61S— 623 


Wagner  57  n.,  70  n.;  his  analysis  of  mo- 
tives 85  n.;  105  n.,  131  n.,  146  n.;  on 
Capital  151  n.;  his  deflmtion  of  Con- 
juncture 231 ;  on  the  study  of  produc- 
tion 215  n.;  on  Malthns  258  n. 

Waiting  rather  than  abstinence,  involved 
in  saving  and  rewarded  by  interest; 
this  term  flrst  used  by  Prof.  M°Vane 
315  n. 

Wakefield  254,  744 

Walker,  F.  227  n.,  293  n. ;  on  wages  571, 
630  n. ;  on  the  wages  fund  623 ;  on 
business  power  685  n. ;  on  profits  704  n. 

Walker,  J.  H.  701  n. 

Walras,  on  Capital  148  n.,  177  n.,  565 

Wants,  162 — 7 ;  classification  of  166 — 7n. ; 
in  relation  to  Activities  165 — 6 

Waste  products,  utilization  of  359 — 60 

Wealth  124—131;  and  well  being  1—2, 
210—213;  growthof  302— 320;  modem 
forms  of  304—5 

Webb,  Sidney  789  n. 

Wedgwood  389  n. 

Wells  701  n. 

Westcott,  on  the  Beformation  36  n. 

Wheat,  price  of  182, 256  n. ;  its  connection 
with  marriage  rate  269 ;  and  mortality 
277 

Wicksteed  177  n. ;  on  rent  241  n. ;  604  n., 
605  n. 

Wieser,  177  n.,  565 

Wilkinson,  680  n. 

Willcox271n. 

Women,  wages  of  774 

Work-Fund,  fallacy  of  784—7 

Working  classes,  condition  of,  early  in  the 
century  43 — 47;  latent  genius  among 
295 ;  improvement  in  condition  of  776 

Working  man,  hi^  opportunities  of  rising 
387,  and  his  difficulties  388;  a  rapid 
rise  not  an  unmixed  benefit  389 

Wright,  Carroll  iSn. 

Xenophon,  on  divi  jion  of  labour  334 — 5  n. 

Yeoman,  English,  precursor  of  English 

artisan  34 
Young,  Arthur,  Lis  study  of  facts  56,  59, 

192  n. 

Zeyss  58  n. 
Zumpt  253  n. 
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